
A Policy Forum by the Committee for Economic Development 
and the Canadian E-Business Opportunities Roundtable

A U.S.-Canadian Dialogue on the 
Internet’s Impact on Competition, 
Innovation, and Opportunity

The Digital Economy
and North American
Economic Growth

➚



THE DIGITAL ECONOMY
AND NORTH AMERICAN
ECONOMIC GROWTH

A U.S.-Canadian Dialogue 
on the Internet’s Impact on
Competition, Innovation, 
and Opportunity

Presented by the Committee for
Economic Development and the
Canadian E-Business Opportunities
Roundtable

May 16, 2001

The spread of digital network technolo-
gies, the Internet in particular, is rapidly
transforming commercial relationships
and economic opportunities. Faster and
easier exchange of global information
should intensify competition, foster mar-
ket economies, expand choice and
opportunity, improve productivity, and
raise global education levels and living
standards.

Canada, the United States, and other
nations must facilitate the deployment
and acceptance of these network tech-
nologies in order to reap the substantial
gains they offer. This cross-border dia-
logue focuses on key e-commerce policy
issues that will shape the future not only
for the digital economy, but for virtually
all forms of economic activity.
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OPENING REMARKS 

CHARLES KOLB:

The Committee for Economic

Development (CED) is an organization

of U.S. business leaders and educators.

For nearly 60 years, CED has been a

vehicle for American business to have

a voice in shaping public policy on

issues ranging from education to the

management of government to inter-

national trade. In spite of the vagaries

of the financial markets, it is clear that

the spread of digital network technolo-

gies is transforming the way people

around the world work and live.

CED explored a number of the

issues related to the effects of public

policy on the new economy in our

2001 policy statement The Digital

Economy: Promoting Competition, Inno-

vation, and Opportunity. This statement

focuses specifically on four key areas 

of public policy that have been roiled

by technological and commercial

developments: competition, privacy

and security, intellectual property, and

the gap in access and use related to

skills and income. 

Globally, while Canada and the

United States each face unique chal-

lenges, we are also each wrestling with

some of the same issues of competi-

tion, privacy and security, intellectual

property, and the gap in skills and

income.

This Forum is an effort to focus 

on the important role of business in

shaping the policies that will drive 

e-commerce in the coming years in

both our countries. We are pleased 

to be working with the Canadian 

E-Business Opportunities Roundtable

on this effort. We are especially grate-

ful to CED’s former Chairman

Edmund B. Fitzgerald, Managing

Director of Woodmont Associates 

and former Chairman and CEO of

Northern Telecom, and to Nortel

Networks for bringing our two 

organizations together. 

DAVID PECAUT: 

The Canadian E-Business

Opportunities Roundtable has brought

together leaders from across the pri-

vate sector to shape a new vision for

Canada’s Internet economy, to help

navigate the unpredictable waters of

the new economy and to create a 

climate in which e-business can thrive.

The Roundtable has worked closely

with key stakeholders, and with a fed-
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eral government that was open and

receptive to new directions. For this

reason, the Roundtable has succeeded

in achieving many of its goals.

In this new networked economy

there is a pressing need for this kind

of ongoing and open collaboration

and cooperation — between the pub-

lic and private sectors, and between

nations — if we are to reap the full

promise of the information society:

better business and governance, pros-

perity and opportunities for all.

We would like to extend our

thanks to CED for hosting this valu-

able cross-border dialogue on the

Internet economy. The sharing of

ideas and experiences has benefited

all participants and will, we hope,

inspire further discussion and learning

by policymakers and business leaders

in both nations.

EDMUND FITZGERALD: 

I am a Trustee and former Chairman

of the Committee for Economic

Development, and the retired chair-

man and CEO of Northern Telecom 

Ltd., the predecessor company to

Nortel Networks.

Today’s dialogue is on a subject of

great importance to both the United

States and Canada. As a member of

the subcommittee that produced

CED’s recent statement, The Digital

Economy: Promoting Competition, Inno-

vation, and Opportunity, I want to offer

a brief observation:

The spread of digital network tech-

nologies is creating beneficial changes

in commercial, economic, and social

spheres. What we have witnessed over

the past year or so, with the deflation

of the dot-com bubble, is that having

the technology is not enough. While

the Internet and other technologies

hold great promise, they must be

accompanied on the business side by

business models that actually yield

profits and on the government side 

by policies that accommodate growth.

Our keynote speaker this after-

noon is the Honourable Brian Tobin,

Canada’s Minister of Industry. In a

recent address Minister Tobin called

Canada a smart country connected to

the future. That is a very good descrip-

tion. Together, Canada and the United

States are the world’s largest generator

of e-commerce revenues. Separately

and together, we are two smart coun-

tries connected to the future.

It gives me great pleasure to pre-

sent to you Minister Brian Tobin.
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KEYNOTE ADDRESS 

MINISTER TOBIN: 

Over the past 21 years as a politician I

have noticed an incredible change — 

a revolution in Canada. Canada has

become far more entrepreneurial. It 

is a country that has seized the oppor-

tunities to play, to compete, to partici-

pate in the global economy.

We have all seen in recent months

the marketplace turbulence in the IT

sector. While this market turbulence is

disconcerting, I want to tell you that in

the context of Canada it does not dis-

suade us one iota from a fundamental

belief in the Internet and a fundamen-

tal belief in the need to participate

and to invest in the opportunities asso-

ciated with the new economy.

The global economy has not elimi-

nated the business cycle, nor can it,

and no country is immune. Certainly

we are not in Canada. But the up side

is that Canada is grounded by strong

economic fundamentals, by budget

surpluses, by low inflation, low unem-

ployment, meaningful tax cuts, and, I

believe, forward-looking policies. It

means that Canada has taken measures

over the last decade that leave us well-

positioned to withstand market shocks.

Canada has gone from having a

historically high deficit of $42 billion

annually to our largest surplus ever

this past year. In fact, yesterday the

Prime Minister of Canada announced 

that Canada will pay down $15 billion

of debt this year.

Canada was the first member of

the G7 to balance its books. The

Canadian economy recorded its 22nd

quarter of consecutive growth in the

final quarter of 2000, marking the

longest uninterrupted string of quar-

terly growth since the mid 1960s. Real

GDP growth was double the U.S.

growth over the second half of 2000.

Our debt-to-GDP ratio has fallen to 54

percent, and we expect it to fall even

lower, to 40 percent, within five years. 

We are poised to dispel the great

Canadian myth about taxation. We are

no longer a high-tax environment. The

fact is that early in 2001 we put in

place the biggest tax cut in our coun-

try’s history, a package worth about

$65 billion US, over five years. I think

this is a huge amount for a country

one-tenth the size of the United States.

I referred to Canada’s major busi-

ness advantages and how they position

Canada to seize the opportunities in

the knowledge-based economy. Our

advantages, for starters, are that we

possess the best work force in the

world, highly skilled, competitively
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priced, entrepreneurial, and dedicated

to quality. The 2000 Global Compe-

titive Report ranked Canada number

one in the world for per capita avail-

ability of knowledge workers, number

one out of 59 countries surveyed.

We have the highest percentage of

population online of any country in

the world. We have committed to

ensuring that every single community

in Canada, and every Canadian, has

access to high-speed broadband by

2004. Indeed, we have the highest pen-

etration of high-speed broadband of

any nation in the world today. We have

about two times the penetration for

high-speed broadband than that which

is available today in the United States. 

The point I am making is that

“innovation” is not a new word for

Canadians. We have always depended

on our wits with a small population in

a large geography. We have parlayed

what could have been a disadvantage

into a telecommunications and trans-

portation advantage.

The role of government in Canada

has changed dramatically. Our govern-

ment used to own the country’s largest

airline, the largest railway. We used to

own the Canadian Oil & Gas Com-

pany. Air Canada, Canadian National,

and Petro Canada have all been priva-

tized. And countless other small and

large government-owned operations,

both federal and provincial, have also

gone to the private sector.

Nowadays, the government picks its

spots; it acts as a catalyst, facilitator

and a cooperative partner. The govern-

ment listens, and consults closely with

the private sector to develop a favor-

able environment for e-business

growth and investment. When we act,

we act to strengthen this environment,

as we did last year with legislation to

protect online privacy and to allow the

use of digital signatures and records.

We are also investing heavily and

we are investing strategically in basic

and applied research. In March, the

government announced that it will

invest an additional $700 million

Canadian into the Canada Foundation

for Innovation. This organization pro-

vides funds to universities, to colleges,

to research hospitals, and not-for-profit

organizations, so that their infrastruc-

ture can support cutting-edge

research. That brings our total 

investment in that organization to

$3.15 billion since 1997.

We are also establishing 2,000 new

research chairs at Canadian universi-

ties. I want to put that in context. Prior

to the announcement of that program

at a cost of another billion dollars, 

we had just 167 chairs in place at uni-

versities across Canada. We are adding 

400 a year every year for the next 

five years.

By offering attractive R&D tax

credits, the government is helping to

turn Canada into a global hub for a
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growing list of leading-edge compa-

nies. Ericsson, IBM, Cisco, Nortel,and

Nokia all have announced in the last

year that they are planning new global

business centers to be located in

Canada.

Through the tax system, we are cre-

ating a business-friendly climate in

Canada. Here’s how. We have lowered

the Canadian capital gains tax rate so

that it is now lower than that offered in

the United States. We now offer gener-

ous and flexible treatment of stock

options, more competitive than that

offered in the United States. By 2005,

on a legislated schedule, the average

corporate tax rate in Canada will fall to

roughly five percentage points below

what is available here.

Just last week Canada received an

important international endorsement

for its e-business performance. The

prestigious Economist Intelligence Unit

published its worldwide e-business rat-

ings. In the survey of the world’s 60

largest economies, Canada moved up

three notches, to fourth place. The sur-

vey placed the U.S. in the top 

spot as the most e-ready country in 

the world.

One of the group’s more interest-

ing findings was that business agility

and smart policy trumped size and

wealth. Canadian businesses have

demonstrated that they are as agile as

anyone, and I believe the record shows

that Canada has implemented smart

policies so that the private sector can 

flourish.

Again, relying on industry’s exper-

tise, the government has been a part-

ner with the Canadian E-Business

Opportunities Roundtable as it delivers

its call to action to Canadian compa-

nies to pursue their business opportu-

nities online. I want to take this oppor-

tunity to salute the work of that

Roundtable. 

The mix of Canadian talent, inno-

vation, and entrepreneurial drive in

partnership has already produced

impressive results. Did you know, for

example, that there are more biomed-

biotech workers in greater Toronto

than anywhere in North America,

including the Boston area? Did you

know that the Montreal high-tech clus-

ter ranks first in North America for bio-

pharmaceutical research, that Canada’s

telecom clusters now export more

telecommunications equipment to the

U.S. than we import?

We are especially proud of our one

product sporting the “Made in Canada”

brand that is getting, quite frankly, rave

reviews worldwide. The breakthrough

BlackBerry, which you can clip onto a

belt, allows the user to send and

receive wireless e-mail, an invaluable

device developed by Research in

Motion (RIM) of Waterloo, Ontario.

One sign of this culture of innova-

tion is the vibrant and growing venture

capital community in Canada. Over the
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last five years Canada’s venture capital

industry has expanded to record levels

of investment activity. The amount of

capital disbursed grew to a record level

of $6.3 billion, reflecting a 133 percent

increase over the $2.7 billion in 1999.

Canada and the U.S. do a tremen-

dous amount of business together,

about $1 billion U.S. each and every

day in cross-border trade. That is

roughly double the business that the

United States does with Japan. So I

would say to you we have got a close

and friendly relationship. It’s one that

we almost take for granted.

What I really wanted to say to you

is Canada has changed. We are com-

petitive. We are focused. We are ambi-

tious. We are not interested in follow-

ing the pack or being part of the pack.

We want to lead the pack. We look in

terms of measuring our own success

and competitiveness directly south,

and we see the most productive and

competitive economy in the world. We

are at your heels. We are nipping. And

before too long we are going to invite

you to follow.

PANEL 1 
The Role of the Internet 
in Raising Economic 
Growth

IRWIN DORROS: 

We have four panelists for this discus-

sion on the role of the Internet in rais-

ing economic growth. Leonard Brody

is CEO and Chairman of ipreo, an

online private equity simulation and

research firm, and he is a Director of

Onvia Canada in Vancouver. A CED

Trustee, Don Peterson is the President

and CEO of Avaya. Tom Weber writes

the E-World column every Monday for

The Wall Street Journal. John Wetmore 

is Vice President of ibm.com, IBM

Americas.

LEONARD BRODY: 

What I want to present to you today

are two key propositions regarding the

importance of startup companies. The

first proposition is that the health of a

nation’s economy will rely on the vitali-

ty of its startup community and that,

contrary to popular opinion, new

economy companies, in particular

Internet startups, will continue to
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dominate growth cycles. Secondly, we

are in the beginning of a new Net

World Order and we are going to see it

develop in the next five years at an

unprecedented rate. In light of this,

the new world of entrepreneurialism

and innovation will be truly borderless.

Let’s talk about the first concept,

about a nation’s economy relying on

the health of its startups. That point is

no more dramatically made than in

the areas of job creation and employ-

ment. We know that the startup com-

munity accounts for approximately 80

percent of North American job cre-

ation. We also know that, today,

approximately 80 percent of North

American companies have fewer than

five employees. In addition, the 

startup community is actually the

fastest growing group of exporters 

in the United States.

In the areas of research and devel-

opment, startups have often pushed

large companies to innovate their

product and model cycles at an

unprecedented pace. According to

Hewlett Packard, their average product

life is now six to 12 months, whereas

five years ago it was three to five years.

Cisco has consistently relied on the

innovation of startups and their 

intellectual property. Over the course

of the last seven years, Cisco has 

purchased over 70 complementary

technology companies.

Take a look at corporate venture

capital. It is still rising at a dramatic

rate even with the market correction.

In 1994, four percent of total venture

capital funding came from corporate

venture capitalists, today, that number

is 18 percent.

Startups are incredibly important

in defining workforce culture adjust-

ments. Arguably, startups generally

reflect people’s perceptions of work

and work life a lot more accurately

than large corporations do. Nortel is 

a great example of a company that 

has been implementing this quite

effectively. Nortel is now seeing

approximately 20 percent of its work-

force telecommute.

There has been a lot of discussion

about whether Internet companies will

continue to get funding and will con-

tinue to be an area of growth in the

venture capital community. Since

January 1, 2001, Internet-related deals 

are still the number one sector for 

private funding, and to date, there are

362 deals completed totaling $4.6 

billion U.S.

With respect to the second propo-

sition regarding a new Net World

Order, it’s clear that now in the post-

tech bubble the Net economy is grow-

ing and continually globalizing, but it

is actually not that worldly just yet. We

are now noticing very specific trends.

Companies are now showing a prefer-

ence to buy technology products and

services locally. Regardless of where
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the back end is, they are continuously

looking for a front face that is in their

backyard. This is both for cost and

comfort reasons.

I would argue that the only truly

global economy today is that of ideas

and knowledge; entrepreneurialism

and innovation are now without bor-

ders. Knowledge workers still tend to

initially cluster around areas of high

growth: Silicon Valley, Silicon Alley,

etc. But we know that those knowledge

workers are consistently planning on

moving. Of the 25,000 Canadians that

were recently surveyed who work in

the tech economy in the United States,

84 percent plan to return home in the

near future. We also see a sharp rise in

the mature free agent economy. That

number has tripled from $8.2 million

in 1999 to $25 million today.

Startups also play a large role in

international relations. In particular

Internet-related and technology star-

tups, have actually fueled unexpected

tiger economies in countries like

Israel, India, and Vietnam. We know

that tiger political leaders are now, in

light of their quick economic growth,

put into a situation where they have to

balance economic interests against

geopolitical conflict. Red Herring

recently reported on this when Ariel

Sharon, after first taking office, decid-

ed to meet with leaders in the techni-

cal community from outside the coun-

try before he chose to meet with

President Bush. This clearly demon-

strated the importance that economic

interests plays in Israel’s, and soon

other nations, foreign policy.

As a final note, the new economy

has been sculpted by entrepreneurs

worldwide, not just in North America.

Many of the new economy models that

you hear about today were actually

developed outside the United States.

For example, instant messaging, which

is a real area of high growth, was actu-

ally developed by ICQ Mirabilis in

Israel. Peer-to-peer software, which

many people mistakenly attribute to

Napster, was actually developed by a

teenager in England named Ian Clark.

It is important to remember that

every company represented in this

room today, both large and small, start-

ed with two people in a garage. 

DONALD K. PETERSON: 

Avaya is a recent spinoff from the Bell

technology companies. We were under

Lucent, and before that AT&T,

Western Electric, and so forth. It is a

large company with about one million

customers and seven to eight billion

dollars of revenue. I am going to

reflect on our experience in address-

ing those market areas and the

Internets impact on enterprises, as I

see it anyway, in the national and glob-

al scenes.
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In terms of the individual enter-

prise, there are important things going

on. The convergence of communica-

tions is something that I think all of us

now accept as happening, but it means

more than the Internet. I would sub-

mit the Internet has now moved into

something more than IP-based com-

munication. It is, rather, convergence

of all networks of all types to be used

as effectively as possible for whatever

purpose the enterprise has. That

means the telephone networks and 

the enterprise networks, the mobile

networks, the landline networks, the 

satellite networks; they all form a net-

work. It is the application of all of

those things together that is changing

so much.

The customer is at the center of

that, not technology. You start to think

through the opportunity in the net-

work to enable your employees to 

connect you with your customers, to

change your value. You reach out and

bring in your suppliers. You then find

that you have whole new ways to do

things. All of that friction, all of that

cost at the interface that fundamen-

tally took information from here and

brought it over there, those costs go

away, and the information just flows.

That enabling changes the way

people conceive of businesses. You all

know the many examples, like Dell

and others who have already chopped

through this. Those of us with organi-

zations moving forward are going to 

be challenged by that over and over

again.

Internal efficiencies. We have seen

the ad where Oracle says that it saved a

billion dollars. Cisco has saved tremen-

dous amounts of money in applying

these Internet technologies them-

selves. I have saved $100 million in

Avaya in one quarter. It is enabled by

communications, because the cost

structures in business have most to do

with handling information.

When you take out those inter-

faces, you enable employees, because

they can see through to what you are

trying to do, and the customer can see

back into the organization to whom

they have to influence to get the right

product, to make sure the service is

there on time. 

The fact that the bubble has burst

is an interesting market phenomenon,

maybe a painful market phenomenon

for most of us, but it is not going to

change the progress of the Internet in

changing business. This is something

we have started and probably won’t 

finish in my lifetime.

At the national level, once you start

this kind of change, there has to be

change in the economy. And there

absolutely is. Old industries dry up

because old industries struggle with

these changes. They no longer are

effective. They can’t get those costs out

soon enough. A new industry comes
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along, a new company comes along,

solves that problem never having put

those costs in, they have a better value

proposition, and they get your cus-

tomers.

Higher productivity growth is the

order of the day when these things are

applied. We have all seen the statistics.

CED has published them. The produc-

tivity improvements in the U.S. econo-

my doubled in the second half of the

‘90s from the first half of the ‘90s, and

they have been at a relatively low level

actually for the last I believe 15 or 20

years. There is more to come. I know it

has slowed down right now, but the

economy is going through one of the

downward cycles that weren’t supposed

to happen, but of course will continue

to happen.

Nonetheless, we will come out of

this, and the value of communications

in enabling productivity through com-

munications is only beginning. I have

seen estimates by some people that

there is less than five percent penetra-

tion of these new communication tech-

nologies into the business processes in

the United States. So there is a tremen-

dous amount to do. And as more and

more people become capable of grap-

pling with these technologies, that will

only accelerate.

Distance has no meaning. As the

telephone companies have found out,

you can’t bill on it anymore. But those

of us in other areas of business, can

communicate with anyone in real time,

anywhere, period.

That means you can take your busi-

ness to areas of the country with low

employment, you can take your activity

to areas that have greater concentra-

tions of skills. You can design your

products in New Jersey, as we do. 

You can make them in Canada with

Selestica, as we do. You can also make

at the same time components of the

same thing in Mexico. That is going to

develop or let us increasingly utilize

the resources not only of the country,

of course, but the world as we go 

forward.

On the global level, the impact of

this is going to be perhaps even more

profound, because there are, obvious-

ly, many more boundaries between

countries than there are between

regions of a single country. Once the

information flows, I think we have yet

to decide, yet to define, what bound-

aries mean going forward. 

You can’t keep information out of

your country anymore just because you

don’t like it. You can’t keep your citi-

zens from interacting with other citi-

zens anymore. And if you want devel-

opment in your country, which I would

assert essentially every single country

around the world wants, you actually

have to open and facilitate that com-

munication, because it is too easy for

people to go elsewhere.
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Having said that, if you do that,

even the poorest countries can partici-

pate in very exciting ways and create

huge opportunities for their people.

India is probably, in my view, one of

the most difficult countries to do busi-

ness with in terms of selling into that

population. Everybody in the electron-

ics business has got to consider, and

many of us use, India as a source of

the development at the heart of our

software products. They started by

exporting their people. They have now

imported the business.

It wasn’t facilitated because the

country moved forward in some

aggressive way. It was facilitated by

entrepreneurs who knew they could

communicate this way and create a

new business. 

Of course, as that happens, the dig-

ital divide as we see it across the globe,

the equivalent of the one that exists

between classes in countries, starts to

break down. It is my belief that this is

the only way, in fact, that we are going

to effectively deal with this division of

wealth that is wildly disproportionate

in the world today. So I remain very

optimistic about the capability of com-

munication of the Internet. However,

you want to define it to change the way

we all do business and perhaps the 

way we all live.

TOM WEBER: 

I’m an Internet optimist. As they say,

admitting you have a problem is the

first step. I can see I’m in good com-

pany today. 

I have gotten a little bit of a differ-

ent prospective in writing a column for

the past couple of years for the Wall

Street Journal about a lot of this. I went

through a very surreal period where

every week I would write about the lat-

est consumer dot-com, and it was

always something like we will pay you

to look at ads, you can have your air-

line tickets priced randomly, you can

travel to a random destination, that

sort of thing.

That was a lot of fun for a while,

but lately I have been finding it much

more rewarding to write about the

Internet. One little example I want to

give you is from a story I wrote a cou-

ple of weeks ago.

I found myself in Kansas City walk-

ing around the electric utility substa-

tion with a couple of engineers from

Kansas City Power & Light (KCPL).

They were in the process of installing

some equipment in the power substa-

tion to let them monitor the usage of

the transformers and that sort of thing.

They have always had emergency

alarms in there, but they are wiring

this equipment up to the web so that

their maintenance people can get daily

reports on which machines have been
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running closest to 100 percent capa-

city. Then they are going to perform

maintenance on those machines first.

These hulking transformers cost mil-

lions of dollars, so keeping them run-

ning is a pretty good thing for a com-

pany like KCPL.

I was just struck by the thousands

of ways that companies are learning to

put digital technology and communi-

cations technology to work. That’s

something that the end users of their

electricity probably won’t ever notice,

hopefully won’t ever notice, because

they are using it as a tool and not a

business method.

One thing for our discussion today

I would like to throw out there is all of

those opportunities, the ones that we

are starting to see emerge and which I

really think are the long-term potential

for economic growth, and the ones we

haven’t even invented yet, really

depend on having cheap, reliable

access to the network infrastructure.

We have been very fortunate so far

with the growth of the Internet and

the kind of competition that we have

seen. The further we move into broad-

band, I think the more we are going to

understand how important it is going

to be for all of us to have the same

kind of growth there and make sure

they, like my friends at KCPL, have a

network they can plug into when they

figure out something important to 

do with it.

JOHN WETMORE: 

I have two perspectives. My title is vice

president of ibm.com, IBM Americas,

but that is quite recent. Up until about

three weeks ago I was the President of

IBM Canada. So I have had the oppor-

tunity to work with businesses from the

very smallest in Canada to the very

largest, and I have had a chance to see

first-hand the changes that Mr. Tobin

talked about in the Canadian economy

in terms of focus, in terms of what

Canadian businesses are doing.

There is lots of talk about the dot-

com bubble bursting. But the fact is we

are in the midst of a revolution of vir-

tually every enterprise in the world

that is taking place over five to 10

years, and it is moving from the indus-

trial era into this network era or this

knowledge-based era or whatever you

want to call it.

The fact is that these investments

are being made in every major econo-

my in the world. This isn’t a bubble. It

isn’t going away. In order for compa-

nies to stay competitive, they have to

make the investment.

The focus of the Canadian

Business Roundtable is to look at ways

to get Canadian small businesses mov-

ing a little more aggressively relative to

their competitive colleagues in the

U.S. Small businesses in Canada tell us

that in some cases they need more 
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information and more education.

There are lots of issues around how 

do I make the investments and how do

I justify the investments in terms of 

e-procurement or in terms of an 

e-business application.

There is certainly an issue around

resources. Many of them say there’s

nobody on my executive team who

really understands how to apply this

technology. And there are still some

issues around security and privacy.

What are we doing about it? We

are trying to focus in through the 

associations in Canada, focus in on 

trying to get over the obstacles of the

investments, providing information on

return on investment, providing exam-

ples, providing references, providing

how-to guides as they apply to industry.

Industry Canada is in the process of

developing a new business website, or

portal, that will point small businesses

to places to get solutions.

We believe very strongly that there

is a tremendous pull-through in the

economy from larger businesses, par-

ticularly the procurement area. We

have had a focus on, again, the larger

enterprises both in the private sector

and the public sector in Canada going

online with their supply chains. In the

case of IBM, over 95 percent of our

spending is online today, and that’s

with companies with one entrepreneur

who may be in that company and large 

enterprises as well. We think that has 

a strong pull-through impact on our

economy.

We have a great idea to get 

students out helping small businesses

through some education in summer

programs, and so on. It is something

we call E-Corps. And Industry Canada

is going to help. It is really an expan-

sion of a program we have called

Student Connections. We think it is a

real win-win in terms of the students,

education, small businesses, and the

Canadian economy.

Finally, we think it is really impor-

tant that we get the buy-in from the

grassroots level so these industry 

associations understand it, and work

towards getting their members moving.

I am quite optimistic. I feel that we are

seeing some catch-up already in small

business in Canada relative to the U.S.

We have lots of role models and lots of

examples, and it is really helping 

our economy. 

QUESTION: We haven’t broken out the 

difference between business-to-business

applications and consumer applications.

Certainly in the consumer application area

we have a major stall on getting high-speed

connectivity. It is estimated that by 2005 we

will reach 30 percent in the United States,

which isn’t a lot.

Where do you think the future growth

potential in this area is in your economies?
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MR. PETERSON: First of all, the 

statistic that I mentioned of five per-

cent penetration was of the B-to-B mar-

ketplace, and it was intended to reflect

the amount of business that is being

done, through auction facilities and

things like that, between businesses.

And at five percent it may have 

seemed high to some of us.

The hesitation in the deployment

of broadband to the home is a very 

different problem. I think that the

growth in the business use of the

Internet is going to continue. There

are good pre-Internet business con-

cepts and values that justify using that

technology to be more efficient. On

that basis they will go forward.

My own belief is that some of the

problem with B-to-C type of interac-

tions is that everybody hasn’t bought

into the higher value of that kind of

marketing. By “everybody,” I mean a

lot of the consumers haven’t bought

into that. Our kids have, so one way to

see these much higher rates is to wait

until they grow up, and then this thing

will be a lot bigger. But many of us

who spend certainly all the money 

we make, maybe a little bit more, are

really much more comfortable in buy-

ing a book in a bookstore where you

can browse through it, buying clothes

where you can try them on, or at least

see the color in a way that you are real-

ly convinced it is going to be right, 

and don’t want to have the burden of

sending it back if it is not right.

So I’m not sure the value proposi-

tion behind shopping or acquiring

things at the consumer level has yet

caught on.

MR. WETMORE: I think that partic-

ularly in the short term it is all about

what you can justify in the business

case. Clearly, B-to-B is miles ahead of

B-to-C in terms of providing invest-

ment justification, if you will, in terms

of increasing revenue, reducing our

cost, etc. So the dollars that are avail-

able for investment are going to flow 

to where the return is more immedi-

ately obvious.

I think we are going to have lots of

interesting growth of B-to-C operations

coming off a relatively small base, and

there is lots of creativity there, but the

major Internet IT type investments are

going to be driven to some degree by

B-to-B justification, would be my assess-

ment.

QUESTION: We know that worldwide,

small and medium enterprises tend to be a

major driver if not the major driver of job

formation. The biggest barriers in the past

have been the cost of marketing and distrib-

ution and sales to these small enterprises.

Are there any attempts to deal collabora-

tively between Canada and the U.S. in

terms of small businesses, and also world-

wide, with very small businesses around 

the world?
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MR. BRODY: Our business model

was predicated on the aggregation of

small business, which we thought

would be a wonderfully easy thing to

do, which was quite naive of us. As we

walked down the road, we managed to

do it very successfully, but not the way

we thought we would.

We went out and, actually with

IBM, we found that the best way to

build communities of small businesses

was to do it through channel partner-

ships rather than directly speaking to

them. Most small businesses will hold

core relationships with one of these

entities: their bank, their telco, and

often, depending on where they are,

certain financial service providers

beyond a bank. 

So we had a period where we were

struggling to acquire small businesses.

We started at about 4,000 in Canada.

Today, a year and a half later, we are at

1.2 million. For that very reason it was

quite cost prohibitive to do. The deal

was actually struck for two different

types of contents tailored to the mar-

kets, but it was between IBM U.S. and

Canada and across the boundary

between Canada and the U.S. It was

quite effective.

MR. WEBER: On that subject, too, I

would like to loop back around to the

broadband question. Years of experi-

ence shows that especially small busi-

nesses have gotten into the online

game not coming from the top with

professional access and professional

systems, but much more cobbling

together consumer technology and

consumer access to put it to work for

their businesses. I remember years ago

a point in time in which any self-

respecting small consulting company’s

business cards had 10 different email

addresses. Before everyone was hooked

onto the Internet, you had to have a

CompuServe address, an AOL address,

Prodigy, and so on.

These days I still see a lot of not

just individuals, but small businesses

using dial-up access or consumer

access plans. A lot of the problems we

have had lately with consumer DSL

providers, I know have hit some small

businesses pretty hard. I have always

had a difficult time separating out the

consumer from the small business mar-

ket with that issue.

MR. WETMORE: Two comments on

broadband. One, your question of is it

sufficient for us to sit here and just let

it take its natural course, the answer is

no, we can’t. A small number of us in

the room here have participated in

something called the Canadian Task

Force on Broadband for Canada. I

think we have the commitment of the

private sector and the public sector in

Canada to have all of our communities

wired by 2004. The feedback we got

from small businesses is that it is really

important to getting on with being suc-

cessful in this technology. So I think
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we overtly have to move more aggres-

sively in that space.

MR. FITZGERALD: Of course,

Canada got a big headstart on broad-

band to the consumer, because even

before the days of the Internet you

had the highest percentage of cable

TV wiring in the world, way ahead of

the U.S.

QUESTION: Going back to the earlier 

question about B-to-B growing faster than

the B-to-C, how much of that lag on the 

B-to-C is due to the consumer’s concern

about privacy of information and fraud on

the Internet?

MR. WEBER: From an information

security perspective, I feel like we got

past it a while ago. Most of the credit

card fears are gone. I am worried that

for the future it is going to hold back

some of the efforts we might like to

see, especially in medicine and health,

things where the privacy issue really

hits home.

I also think that is one of the most

important cross-border issues to get a

grip on. No matter what you read in

whatever papers, the U.S. and Europe,

for instance, are still miles apart philo-

sophically. I wouldn’t call it consensus

as much as collision as we try to ham-

mer out some of these issues.

For what you see out there right

now, I think we are OK, but for some

of the applications we hope to build, 

especially in health and medicine, we

are not there.

MR. BRODY: If you look at this

morning’s issue of Red Herring, there

was a survey about why most con-

sumers are not buying online. The

number one issue by far and away was

the matter of I can’t try it on or I can’t

see it or I can’t touch it.

I think we are miles away from get-

ting to that point on the Internet, as

the death of DigiScent underscored.

That company, which went out of busi-

ness, was going to make your comput-

er smell. I think we are quite a ways

away from that.

QUESTION: You said that companies are

increasingly buying locally regardless of

where the back end is. Could you describe

where you think the front end and the back

end are going? In particular, do you see a

large and increasing role for work being

done in China, India, Pakistan on the web

for consumption or use in the U.S. and

Canada?

MR. BRODY: That is a good point.

It was actually something that we were

quite surprised at, frankly. Particularly

in financial services and web services,

we are noticing a trend that companies

are now, both for fiscal reasons and for

just plain old human relations, looking

to see the front end of those service

providers and tech providers in their

front door. We want to touch them, 
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feel them, know who they are and 

have strong customer service.

I don’t think there is as great a

concern about where the back end

work is being done, frankly, as we have

seen with companies like Infosys where

you have large amounts of developers

outside, offshore. India is just one of

those territories. You mentioned

China, and now Vietnam is starting to

grow in that capacity as well.

I think you will continue to see

that. I think you will continue to see

the front end be local and the back

end really be provided from wherever

the cost of labor is cheapest. It is labor

arbitrage effectively at that point, and

the quality is at the level that it is com-

parable.

MR. PETERSON: I would like to put

up a different view — a variation on a

theme. One of our customers sells

credit cards. They sell them through

affinity groups. They basically call you

and ask you if you want a credit card in

the name of your church or your Boy

Scout troop or the college you went to

or something like that. They operate 

a lot of call centers.

They wanted to take that market

opportunity and apply it to Europe.

They opened a call center in Ireland

to call into Europe, and they were

doing well. They were getting the one

call in 10 that would ask for a credit

card. They had excess capacity in that 

center, and they decided to use it to

address the U.S. market. Obviously, if

you have a big pipe you can call the 

U.S. for essentially the same cost as

calling from Boston.

They got the same response. But

when those Irish operators started to

hit Irish Americans, the take rate went

up three times. This is not a two-week

phenomenon. They continue to mar-

ket into the U.S. to the Irish communi-

ty out of Dublin.

Extend that model into the

Spanish-speaking community and

think of marketing out of Mexico into

the United States, call centers calling

in to Spanish-speaking homes. Attendo

is a company out of Spain that runs

20,000 call center seats in 12 countries.

Eight thousand of them are Internet-

connected, which means they are sub-

stitutable. So they can market into

Spain from Chile or into Mexico from

Argentina, and they do. And it’s a

good business.

The same thing is going to hap-

pen, potentially could happen, with

the diaspora of every ethnic variety you

want to think of, and that is going to

change commerce as well.

MR. WETMORE: Part of my new job

is running those new centers for IBM

Americas. We have centers in

Colombia actually that market into

other Andean countries. Europe is

interesting. We have a center in the

UK that services Europe. But we find 
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that for general services, for inbound

type of services support, it works really

well. It is hard to sell PCs from the UK

back into Germany or France, and we

find that the centers in those countries

do a far better job in their local

economies when you are trying to sell

a fairly high value kind of item.

QUESTION: We are not going to have

broadband in every home by 2004. First,

how would that affect the U.S. as an 

economy? Second, does anybody have any

ideas of how we can get broader broadband

deployment?

MR. DORROS: I don’t know if this is

the dominant answer, but it seems that

both DSL and cable, which are the two

sources of bringing broadband to the

home that are quasi-available today,

are both over-regulated. The regula-

tion requires that the assets of either

the DSL capability or the cable capabil-

ity need to be available to other par-

ties, at or below cost. You have two,

three, four different parties that are all

trying to get a share out of the same 40

bucks a month, or whatever, and each

trying to make a profit.

It seems to me that if the restric-

tions imposed by the regulation and

the forced availability of each other’s

assets were lifted, the marketplace

might speed up broadband access

deployment, or at least there won’t be

any artificial barriers to blame it on.

MR. PETERSON: From an economic

standpoint, DSL, at least in the 

companies I have been most recently

with, has been viewed as a cul-de-sac

kind of technology. You can put it out

there, it refreshes the existing stuff

and gives it longer life, but the pay-

ment rates on those, as I understood

them, wouldn’t let you recover that

investment.

Fundamentally, DSL from a telco

standpoint I think is a defensive strate-

gy. It is never going to handle video.

What it does is it keeps cable compa-

nies from peeling off the telephone

business. So if the cable companies

aren’t aggressive in employing tele-

phony, you aren’t going to get an

aggressive response from the telcos 

for DSL.

They all know the technology they

want long term is fiber, but they can’t

quite justify that yet. So there is an eco-

nomic thing here that is discouraging

people. Notwithstanding, we all think

we want broadband. Nobody pays

enough to put the DSL in, write it off

in four years, and put fiber in again.

Until somebody comes up with the

money, I don’t think this is going to

accelerate.

MR. DORROS: If the telco were

assured through the regulatory model

that if it invested in bringing fiber to

the home it will have that fiber for it to

bring in services of its own rather than
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be forced to make that fiber available

to others at or below its cost, they

would be motivated to do that.

QUESTION: When do you foresee or expect

the wireless Internet to be a significant 

contributor to the digital economy?

MR. PETERSON: My own belief is

there is no magic there, that that is

another thing that has been oversold.

The reason I say that is I don’t think

very many people, especially people

my age, with reading glasses, want to

browse on a one-inch square screen. 

So I think it will be built, because

there is so much money on the table.

But my own belief is it is going to be

very slow, because I don’t believe that

simple access to the web is going to be

enough.

MR. WEBER: I just think it depends

on what your definition of success is.

On the one hand, you have had all

these flailing efforts trying to make

compressed versions of websites and

that sort of thing. You say, oh, gee,

look how hard it is.

On the other hand, if this isn’t one

of the coolest, most valuable gadgets

ever produced, I don’t know what it is,

and it’s wireless. It helps me get my

work done. 

Sometimes it is a matter of narrow-

ing your definition of what success is.

If success has to be that you can have

the complete desktop experience of

the Internet as you walk around, who

really wants that? If success is using

wireless technology to help you get the

tasks that are important to you while

you are walking around accomplished,

I think we are making real progress.

MR. BRODY: That is an interesting

point. If you look at the wireless world,

whether or not we are in a wireless

bubble yet I think will soon be seen,

but it is quite a microcosm of what the

dot-com era was. I think you are going

to see the same backlash in wireless

that you saw in dot-com, except for the

infrastructure, which is obviously

extremely important. But on the front

end of wireless there are some incredi-

bly ridiculous models that are being

built now that I think people are going

to find really challenging to sell. 19



PANEL 2 
Competition Policy, 
E-Commerce, and the 
Global Economy

PETER HARDER: 

This panel discussion will explore the

growing consensus that first, we have

all become fiscal conservatives; second,

we have all become free traders and

therefore committed to economic

space that is bigger than political

space; and, third, and I believe this is a

new phenomenon, we have all become

committed to what it means to be in

the new economy, the Internet econo-

my. To truly take advantage of the new

economy means to better align the

political space with the economic

space. The reality is that one is smaller

than the other, so you want to give

advantage, in our case in Canada, to

the northern half of the economic

space. But we will have some interest-

ing dialogue as to what the experience

south of the 49th parallel is as well.

JOHN ECKERT: 

My firm, McLean Watson Capital,

which I founded, is a venture capital

firm. We are based in Toronto. We are

focused on the information technology

side. We typically invest in relatively

early-stage companies.

Let me roll back the clock some-

what to 15 years ago, when Canada was

less of a welcoming business environ-

ment. At the time we suffered from

double-digit inflation, we had double-

digit unemployment, our interest rates

were very high, the economy was some-

what lackluster. From a foreign invest-

ment perspective I don’t think we had

any cachet whatsoever

This is an e-business conference,

and I wanted to point out some facts

on Canadian ranking within this excit-

ing sector. I don’t think I have seen a

study yet that has come out that has

not put Canada in the top three or top

five countries, regardless of what mea-

sure you want to look at. 

One of the things that I think real-

ly separates us from so many countries

is our commitment to human

resources. We are ranked number one

in global competitiveness per capita of

available knowledge workers. What is

interesting is that we are also an

extremely cost-effective place in which

to carry out business.

In fact, I had the pleasure of sell-

ing one of our portfolio companies,
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FloNetwork, to DoubleClick, a transac-

tion that closed just two weeks ago. 

For those of you who don’t know,

FloNetwork led the world in direct 

e-mail marketing with very sophisticat-

ed back end analysis and reporting.

DoubleClick bought us because they

just couldn’t compete against us. 

When they looked to consolidate

the two groups, the fundamental ques-

tion was where do we locate? Do we do

this in Atlanta, where their group was,

or in Toronto? It very quickly became

evident that Toronto was the only

choice, because it was 50 percent the

cost of doing business in Atlanta. 

We have the Canadian cost struc-

ture and we generate our revenues in

U.S. dollars. But it is more than that. 

It is also related to employee loyalty

and lower rates of turnover and just a

less competitive environment for top

people 

I mentioned the government’s

commitment to success. I think this

really does deserve some emphasis,

because it forms the infrastructure. I

think the most important fiscal change

is the recent tax cuts. Canada for years

has had a reputation as being an over-

taxed economy. That has all changed. 

We have seen in the past year a 50

percent reduction in capital gains tax

in particular, and some dramatic cor-

porate tax cuts that make us very

attractive. Of course, this may change

with some of the legislation that

President Bush is moving through, 

but if that is the case, then I guess 

we can afford further cuts. 

We are very solicitous of small 

business in Canada. We have a

$500,000 lifetime capital gains tax-free

position on the first half million made,

and a very aggressive series of laws that

support and encourage early stage

business, which gives us a great lead.

We have an expanding pool of capi-

tal. This is what is most close to my

heart. The venture capital market and

private equity market have grown dra-

matically in Canada. It was very difficult

to have sourced funding even five years

ago in Canada, and those entrepre-

neurs who were in the technology sec-

tor found it particularly difficult. That’s

all changed. We are seeing now a very

strong and vibrant venture capital mar-

ket — $6.3 billion was invested last year. 

We also avoided a lot of the car-

nage that is now gripping the U.S. pri-

vate equity market. It is not that we

were so much smarter, but the oppor-

tunities were not as available in

Canada to pour money into the dot-

com sector, so our investments went to

infrastructure and enterprise applica-

tions, telecommunications in the

enterprise area. That has not been as

hard hit, hence the hangover from this

party in Canada will not be as long or

nearly as painful.

We are also bringing a lot of

money into Canada now for the first
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time. We are striking partnerships with

foreign investors, of which the majority

are from the States. That’s all great,

except that it is not enough. One of

the objectives is to encourage more.

If one looks at the rate of growth

that we have experienced through the

year 2000 in the venture capital mar-

ket, you see Q1 — $1.1 billion — was

sort of flat. Although, if we look at that

next to the U.S. experience this shows

actually percentage growth in compari-

son on a quarter year over year basis.

Growth in the States was more 

dramatic in the first two quarters of

2000, and in the third and fourth quar-

ter Canada really leapt ahead. That has

narrowed the gap dramatically. We are

now back to the old one-to-10 ratio

that for years has characterized our

economy relative to the United States.

The message I do want to leave is

that Canada has changed a great deal.

We have fixed a lot of the problems

that have plagued the country in the

past. We do lead in the global business

sector. It is based on a number of fac-

tors, but certainly I think our human

resource base is extremely important.

Our capital market is expanding and I

expect will continue to expand. And 

I think it is all backed by a commit-

ment by government to remove the

cobwebs that would otherwise plague

the development of Canadian business.

EVERETT EHRLICH: 

The world of the Internet and e-com-

merce and zero-cost information leads

us to ask what is it that allows countries

to become competitive? What are the

new sources of economic growth in the

U.S. and in Canada and the various

nations of the world?

Economists thought about that

question 200 years ago when Ricardo

wondered why the British traded their

wool for Portuguese wine. He deter-

mined that countries had endowments

of resources and that they expressed

them through the trade of goods.

If there is anything that is particu-

larly important perhaps about the

Internet and about the digital econo-

my, it is that it has undermined the

view that Ricardo brought to the

world, and that is that it has dramati-

cally accelerated the trend that leaves

us in this situation: Any firm anywhere

in the world can get virtually any

resource. Blueprints move by fax, tech-

nology through joint ventures and

partnerships, all of which are enabled

by zero-cost freely flowing information.

Capital, of course, moves as zeros and

ones. Cad-cam specifications, produc-

tion scheduling and information, all

have turned into information shared

over networks that allow many firms 

to operate as one or, alternatively, 

any one firm to open itself up and 
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discover that there are really several

firms within it.

The upshot of that world in the

U.S. and Canada, certainly as leading

nations that have taken zero-cost infor-

mation/free flow of information to

heart in their economic structures, is

that all factors and all resources are

mobile. If that is the case, then the

question remains: What distinguishes

one country from another in global

trade? What makes a country competi-

tive? What is distinguishing and eter-

nally domestic in nature?

I think in shorthand, the answer to

that question is the environment that

it provides to its businesses. That is, if

any firm anywhere can get access to

any resource, then what distinguishes

how well firms will do is the environ-

ment within which they have access to

and combine those resources.

What are the elements of that envi-

ronment? The most frequently cited is

education. I actually think that educa-

tion is perhaps the least important on

the list. But it is important in a defen-

sive sense in that a well-trained labor

force is a prerequisite of the interna-

tional economy. It is an ante. You have

to have it to play, but it will never be a

distinguishing characteristic.

It is also true for infrastructure.

Infrastructure has always been a target

of policies aimed at destroying compet-

itiveness. We used to mean concrete

infrastructure, the edifice complex,

bridges, ports, dams, harbors, airports,

and the like. Now we mean telecom-

munications networks, standards, and

protocols

Macroeconomics and the tax code

have been referred to. Of course, you

get what you pay for or what you ask

people to pay for, whether it is the ten-

dency to undersave and overconsume

that has its roots in the tax code in the

United States, the tendency to horde

pretax profits and build overcapacity,

as was the case in Japan thanks to their

tax code of the 1980s, or the enduring

preference in continental Europe

expressed in the tax code in which we

would rather have today’s jobs than

tomorrow’s and therefore get more of

the former and fewer of the latter and

over time fewer overall. 

But it shows up in other areas that

are perhaps more accomplishable as

well. One of them is corporate gover-

nance. If it is the case that the world

can bring you any resource, then

determining what your business really

is is perhaps the most important task

of a CEO in business today. But there

has to be a governance system that

holds her or his feet to the fire. There

has to be a structure in capital markets

that rewards that behavior when these

decisions are made correctly and 

that punishes them and directs them

towards the right answers when 

they are made incorrectly. There also

has to be a system that funds those
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investments and that allows the capital

stock to adjust to those new condi-

tions, to the new technology, and to

the new definitions of firms that allows

resources to come there.

The venture capital industry, of

course, is an important part of that.

Another important aspect of this envi-

ronment is openness itself. If it is the

case that successful firms will be those

that go around the world and find the

most appropriate resources to lever

their own value-creating abilities, then

openness becomes an important

national asset. 

One of the dramatic conclusions of

the 2000 census in the United States

was that there were apparently five mil-

lion more undocumented alien work-

ers who were in the United States

economy in the last decade, which

would explain why you can run an

economy at four percent unemploy-

ment with real wages staying within the

bounds of productivity gains. It adds

up to one out of every four jobs creat-

ed in the United States in the 1990s

was taken by an undocumented for-

eign worker.

It is a remarkable finding and it

raises a variety of questions, one of

which is can an advanced economy

function without having the ability to

bring that kind of labor? And it is not

unskilled labor. It is programmers, it 

is engineering talent, it is software

code writers from around the world.

Can an economy function without

that?

Perhaps the last attribute I would

mention very quickly is culture itself.

The culture of entrepreneurship in

the United States made it look like an

unruly place in the 1970s and 1980s.

But suddenly, when the technological

regime shifted, it made it look like a

very progressive place, that you could

have an economy where the Wright

brothers and Edison and Bell as well as

Hewlett Packard and Apple and Xerox

and Dell come out of bicycle shops

and tool sheds and garages. That kind

of culture is very important in the U.S.

And now, married to a technology that

gives it its full expression, we see the

kinds of results that it creates and can

be contrasted to the culture that per-

vades management in other parts of

the world.

PETER NICHOLSON: 

BCE stands for Bell Canada

Enterprises. It had its roots in one of

the Bell system telephone companies,

this one operating in the provinces of

Ontario and Quebec, and also was, up

until last May, the majority shareholder

of Nortel Networks.

When we spun Nortel back to our

own shareholders, we were left with a

much shrunken presence and said,
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what are we going to do to grow? So

we committed ourselves to be what I

have called here a convergence enter-

prise, which is to go beyond our roots

as a conventional telco, obviously con-

tinuing to provide connectivity, but

amplifying that with content and obvi-

ously with commerce. Moreover, we

realized we couldn’t grow adequately

restricting ourselves to our traditional

service base in Canada, but also had to

branch out internationally.

Bell Canada itself is a conventional

area telephone company except that it

has a long distance service to it, and

therein lies an important tale. The fact

that there wasn’t structural separation

in Canada has given Bell Canada,

unlike AT&T and the other long dis-

tance model cultures, a continuing

cash flow coming through the local

service, as long as it lasts. We all know

that eventually voice is going to be the

closest thing to free.

The tough issue is how do you get

broadband from the fiber termination

through copper, through cable, into

the home.

These are very interesting figures

as of the end of Q1 this year. With

about 465,000 DSL customers, which is

about a third of our total Internet sub-

scriber population, we are the largest

ISP in Canada. Significantly, a lot more

substantial in absolute customers num-

bers than either Qwest or Bell South,

notwithstanding the fact that they have

a much larger source population. And

we are not that shy of Verizon or even

SBC, which is the U.S. poster child for

broadband.

The regulatory climate in Canada I

think has been a little more conducive

to the right incentives. I was very inter-

ested in reading the commentary on

that in the CED report. But secondly,

for some reason the cable industry has

been much more vigorous competing

for the broadband connection to the

home in Canada than apparently they

have been in the U.S., and we should

talk about why that is.

Now what I want to do is talk about

the policy question. We have been a

part from the beginning of a group

called the Global Business Dialogue on

E-Commerce. This group has caused

me to think about how we are going to

govern this beast that we are creating.

Ellen Tauscher, a Democratic represen-

tative from California who is also one

of the co-sponsors in Congress of a res-

olution urging that there continue to

be free trade in e-commerce, said:

“We need to keep the Internet

international and ensure that e-com-

merce is not obstructed by the poten-

tially conflicting laws of 200 nations.”

Of course, it is inherently a stateless

medium, so one has to deal with the

fact that national jurisdictions are 

not going to be sufficient in and of

themselves to manage the issues that

show up.
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The other thing about it is that it is

evolving very rapidly. It is far from a

fait accompli, it is a work in progress.

As Representative Tauscher said, it

would be foolish to think that the leg-

islative calendar would be ahead of the

technological curve.

I think two things follow from that.

We need more leadership from the pri-

vate sector, because these are inherent-

ly transnational organizations.

Secondly, we need flexible approaches,

because we are learning. What govern-

ments have done, actually is turned to

the private sector and said, please help

us, tell us what we should do to try 

and make e-commerce flourish. The 

E-Business Roundtable, of which I 

am part, is part and parcel of that

exercise.

Let’s take a look at what some of

the efforts of the agenda are: con-

sumer groups, not surprising, which

raises the issues of privacy and data

security and what-have-you;

cyberethics, that is one person’s

pornography is another person’s art,

etc. Other issues on the agenda

include the digital divide, taxation,

cybersecurity, intellectual property,

and cultural diversity.

After three years, what has hap-

pened is it is proving difficult to main-

tain CEO-load momentum for these

kinds of agendas. There are a couple

of reasons for that. The first is that

beneath the surface, and we have

scraped off the topsoil so we are down

in the bedrock, it turns out that corpo-

rations are finding that they are divid-

ed very much the way their own soci-

eties are. I think a lot of CEOs are dis-

covering that politics is a little bit hard-

er than business. Einstein said it was

harder than physics. 

That has led me to recognize that

we are facing here a generic challenge

facing both governments and the pri-

vate sector, and that is to develop effec-

tive, timely, and legitimate governance

for the global economy. It expresses

itself most dramatically perhaps in the

case of e-commerce, because it is so

inherently stateless. I think the only

reason it hasn’t become more obvious

that there are big problems here is the

penetration of e-commerce in the fab-

ric of the economy is still relatively

small. But I can tell you, as it grows, as

it inevitably will, these issues on the

agenda are going to get bigger and

bigger.

So there clearly is a new challenge

here for a level of cooperation and

partnership that is really unprecedent-

ed. I don’t think it is the kind of coop-

eration that you can hand off to a UN

or to a WTO. These organizations are

not close enough to the issues. In fact,

they are still representing the

parochial interests of individual states.

I leave this hanging as a question. I

don’t know what the answer to this is. I

think this is going to be a bit of a voy-
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age of discovery. What is interesting

about the GBDE is that it is a first

attempt in this particular area of e-

commerce to start to come to grips. 

It will be very interesting, I think, to

watch what it does over the next two 

or three years. 

PAULA STERN: 

Yes, I am a CED Trustee. Yes, I’m even

a small business owner and an entre-

preneur. And as Mr. Brody talked

about earlier, we startups and entrepre-

neurs will lead the way for the rest of

the world. So I can pretend to be in

that group.

Yes, I’m a consumer in e-business,

and I can certainly talk a lot about

what is wrong and what is right about

what we have seen heretofore, but I

think everybody in here probably falls

into that category.

And yes, I have been both in the

public sector as well as in the private

sector. My government experience was

at the U.S. International Trade

Commission (ITC). There we dealt

with the issue of competition every day.

At the ITC I was looking at the ques-

tion of import competition. 

I focused at that time on the hole,

not the doughnut, because the ITC

dealt with friction between different

industries in different sectors. The

complaints would come to us when a

particular U.S. industry felt it could

not compete. We heard everything

from potatoes to steel to berries. 

I must say that not only has Canada

been a tough competitor in a lot of

these different industries, but Canada

has also been a very important leader

in breaking down trade barriers in

order to encourage competition.

The barriers that we dealt with

have been border barriers. Today, how-

ever, we have talked about what the

governments do internally in their own

regulations as well as externally in

terms of borders, barriers, tariffs, quo-

tas, whatever, that cut down on the

comparative advantage of a particular

company or a particular industry.

I think it is ironic actually that this

whole afternoon’s discussion on a bor-

derless economy, a seamless economy,

should even be talking about compara-

tive advantage. So in a sense there is 

a cognitive dissonance this afternoon,

because we are talking about this

world of the Internet, and yet we also

have this underlying theme of a com-

parative advantage of a nation which 

is border-bound, which is, if you will,

almost contrary to the economic

model that we set out to talk about 

in discussing e-commerce.

The fact of the matter is govern-

ments do have a lot to do with shaping

the environment within which 

any entrepreneur has to operate —
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environment, education, also fiscal

policies and other policies.

I would like to just throw out for

the sake of discussion the idea that

immigration policy is in this year of

2001 economic policy in a certain

sense. If we are recognizing the 

mobility of brains, brainpower, then

that country which encourages immi-

gration openness is encouraging a

bright future.

I think of this in the context of an

assignment I had recently on why the

European pharmaceutical industry is

lagging in competition compared to

the United States’ pharmaceutical

operations. You can go through the

regulatory questions, you can go

through the legal questions, you can

go through their science and the edu-

cation and all of this, but I believe that

immigration policies, cultural policies

towards newcomers, towards new ideas,

is critically, critically different and does

make a difference.

There is a difference between, for

example, being a guest worker in

Germany and being an immigrant who

can stay and put roots down. So I do

think that immigration policy, and not

just allowing people who speak differ-

ent languages to come for a short

time, but really put their roots down,

does make a difference. That has 

been a comparative advantage for

Canada, as well as of the United 

States. And I know that CED has 

done some very good work on this par-

ticular issue.

In closing, I want to talk about

some of the more traditional govern-

ment ways in which the economic des-

tinies of the entrepreneurs and small

businesses and new companies are

impacted. I mentioned the border-

based protectionism versus free trade,

trade policy shaping and encouraging

competition. But I would like to close

also with just a few words on antitrust

policy, as the U.S. calls it. Everyone

else in the world calls competition pol-

icy “competition policy,” except us in

the United States.

In this terrific CED study on the

digital economy, Promoting Competition,

Innovation, and Opportunity, there are

some references to the role of antitrust

on competition policy in shaping the

outlines of the future. I am grateful

that the recommendations of a group

that I co-chaired for the Attorney

General of the U.S., a group called the

International Competition Policy

Advisory Committee (ICPAC), are

mentioned with some of our recom-

mendations.

We have tried to attune the ICPAC

report, which was written last year,

after two years of work, to the future.

We tried to attune it also to e-com-

merce. We came up with the conclu-

sion that there is a need for better

global governance, in particular for an

exchange of best practices, a clearing-
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house. We called it a Global

Competition Initiative, that would deal

not only with harmonization of merger

policies, which differ among the 60

and counting countries, each of which

has their own merger policies, but to

also deal with best practices enforcing

against anticompetitive activities,

including international price fixing

cartels, and give technical assistance to

those countries which really do not

have the manpower or the resources,

but do want to be pro-competitive in

their government operations.

Finally, under the rubric of how

governments can shape the rules of

the game for industries is standards-

setting. This is particularly important

in the fast-moving, rapid technology

that characterizes the Internet and e-

commerce and e-business. There is a

tension between wishing to see harmo-

nization of standards so as to encour-

age innovation based on a shared

notion of what the market is, on the

one hand, and the concern about

dominance and domination, that if

you set into place a particular standard

you are being anticompetitive and leav-

ing out those who are developing new

products, new businesses based on a

competing standard.

These are three different areas —

trade policy, competition or antitrust

policy, and standards-setting, which in

some cases can be a subset of competi-

tion policy — in which governments

can either help or hinder. Ultimately, I

believe that it is the culture of open-

ness, embracing new ideas, new peo-

ple, new brains, and welcoming them

that will always be the most important

factor in empowering new ideas to

become new products and new ser-

vices.

QUESTION: I am wondering if there are

some ways in terms of best practices, clear-

inghouses and information, to create some

kind of a global standards committee?

What is really the etiquette in the new world

of electronics?

MR. NICHOLSON: We have discov-

ered through the GBDE process that at

a certain level it is not difficult to get

agreement. The devil, as they say, is in

the details. And nobody knows that

better than the great negotiators. The

GBDE has a great set of privacy princi-

pals. We have basically incorporated

that in legislation in Canada. The legis-

lation is perhaps to give consumer

groups some confidence. I think most

of the major companies are committed

to these in any event, but they gloss

over at a higher level some of the tac-

tics that commercial behavior leads

you to.

I stand to be corrected here, but I

think that one of the differences, for

example, between the European view

and the North American view regard-

ing privacy is a question of where the

onus lies. If, for instance, you are
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being asked to give some personal

information on a website and you

choose not to, well, the person whose

goods or services you are trying to

acquire can then refuse to do business

with you. That is sort of the North

American approach. Yes, you have the

right to opt in, but if you choose not

to, sorry, you can’t buy what we have to

offer. Whereas, in Europe the onus is

frequently reversed, typically reversed,

where organizations do not have the

right, if they are offering their wares in

the public market, to hold back if

someone refuses to make their person-

al information available.

MR. EHRLICH: I see a big difference

between cultural standards and techni-

cal standards. The differences in cul-

tural standards don’t bother me—what

constitutes privacy and what consti-

tutes pornography, and so on. Internet

content is simply a different medium.

In the latter issue, certainly privacy has

come up before. The world has differ-

ent views about that. It is probably a

good thing that it does. It makes it a

less hegemonic place. They will com-

pete a bit and tailor themselves. It 

will be interesting to see that work

itself out.

Technical issues, standards and

protocols, I think really are the 

issue. The problem is there isn’t the

predilection of different people to 

feel different things, but different

companies having different intellectual

property and worrying about the asset

value either moving up or down by an

order of magnitude. The good news is

time heals all wounds, because it

brings with it technological progress

that allows technology to gloss over or

rise up above those different stan-

dards. So time is on our side in the lat-

ter and makes the former perhaps

more interesting.

QUESTION: What climate creates the capi-

tal formation that creates these new jobs we

all want for our economies, either locally or

nationally? It makes a vast difference what

the capital climate is to the entrepreneurs.

Are the entrepreneurs considered important

in this process?

MR. ECKERT: Yes, the first company

we took public was SoftImage, which

was a world leader in software anima-

tion. It was a big hit. We sold it to

Microsoft ultimately. But we could

never get the valuation we could have,

had we been based in the States. There

was no way.

There was a Canadian discount.

Our symbol was SFITF, for “foreign,”

and on top of that we had the Quebec

stigma, so we were discounted by 20

percent. Yes, were we to do it again

and had complete control, I would

have based the company elsewhere.

And maybe I wouldn’t be sitting here

today, I don’t know.

I think it is still a big issue. The

hearts and minds will follow the wal-

30



lets. We have been laboring with that

issue in Canada a lot, because NAS-

DAQ is the big market, and we lose a

lot, have lost historically a lot of our

best and brightest to Silicon Valley.

There were upwards of 350 to 500,000

Canadians in the valley, depending on

what statistic you believe, and a lot of

them went down there for riches. We

are trying to change that, because it

has been a problem, and I think we

have made some inroads. It is not the

only thing, there are other factors, but

I think your point is legitimate. It is a

significant factor.

MR. NICHOLSON: There aren’t that

many Silicon Valleys in the U.S. either.

So there is something more than just

the physical and the capital raising cli-

mate going on. I think it is the cluster

dynamic, and much has been said

about that.

Obviously, it is important to get the

right incentives, and sometimes they

are almost accidental, to get the snow-

ball rolling. But once it does, it

becomes a very powerful magnet.

Notwithstanding the fact it is one of

the ironies of Silicon Valley, these are

the people that gave us telecommuting

and the borderless whatever, etc., but

yet nowhere was physical proximity

more important. And we all know what

some of the reasons are for that. It has

to do with the market for talent and

the ability to look somebody in the

eye, etc.

So I think in that regard one of the

really encouraging things about

Canada is that, and the minister

referred to it, we now have a cluster of

sufficient critical mass that they are

self-generating centers of opportunity.

Having said that, it is pretty obvi-

ous that the framework structures in

Canada have now had to adapt them-

selves to this more open global world

that we are in, and I don’t think that is

a bad thing. What I think there is a lot

less of today, and we can thank the

World Trade Organization for it, is a

lot of old-fashioned blatant subsidies.

This was a zero-sum game. Ultimately,

it was a loser for everybody. I think

largely we are away from that.

But in terms of setting the environ-

mental framework policies, we are still

very, very much at the cutting edge.

QUESTION: Canada has taken the lead in

international good works in many ways,

and I wonder what Canada is doing in

closing the digital divide or helping to close

the digital divide internationally?

MR. HARDER: At the Summit of the

Americas in Quebec City only a few

weeks ago, the party gift I guess of the

government of Canada to that summit

was an endowment of $20 million to

deal with the digital divide. That

endowment is to be managed by the

International Research and

Development Center, which has 

specialized in the last number of 
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years on issues of digital divide and

development. 

In Canada I can say we have

applied some of this internally, where

we have not only connected all

schools, but have put in place a series

of community access points in both

urban and rural communities which

ensures at least some level of availabili-

ty of the Internet to all strata of society.

Issues of the digital divide are very

much a part of how we would roll out

high-speed broadband to ensure that

we are not rolling it out only to

enhance that gap. We are going to

have to think of creative ways of using

public policy instruments, where

appropriate, to ensure that we all par-

ticipate with equal opportunity.

MR. EHRLICH: In thinking about

immigration, emigration, and the nat-

ural flow of labor, the expatriate model

is an old model. What we deal with

today in the world is really a global

workforce, not in a trite sense or a

platitudinous sense, but that we have

got people who go to other countries

and work for three, four, six months,

go back home to where they want to

live. Like the Canadians in the first

part of the story, they are really not

that knocked out by life in the United

States — which has pluses and minus-

es, they have family roots and the like

— and in fact will make several of

those trips in the course of a year, 

perhaps going to several different

countries.

These are really global denizens as

opposed to citizens. They are not expa-

triates, they don’t move, but they fol-

low work around. Now the work is writ-

ing software and building networks

and doing engineering and the like in

a variety of skilled service professions,

and we don’t really have a way to deal

with them.

When we argue about H-1B visas in

the United States, we are arguing

about up or down 100,000 people,

which is compared to a flow in the mil-

lions around the world. There are sev-

eral models for how you address them.

H-1B green cards are one. German

guest workers are another. None of

them really deals with the realities of

this mobile class of workers, all of

whom at any moment are $300 away

from either New York or Los Angeles if

the situation strikes them as right.

That is really the immigration chal-

lenge of the future, setting standards

and accrediting their skills and allow-

ing the movement on terms that is

consistent with economic well-being

and at the same time social policy.
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ing new business-to-business mar-
keting and sales tools for cus-
tomers in Canada, the United
States, and Latin America. Most
recently, he was President and
CEO, IBM Canada Ltd. 
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