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Preface





The global order is being transformed as wealth and power spread beyond the established elite nations into the new emerging economies. The dominance of the leading Western countries that has existed since the Industrial Revolution is ending. Incrementally but remorselessly ‘The Asian Century’ is taking shape. The implications for Britain’s prosperity, security and influence will be immense.


The nations of the industrialised West are now engaged in a race to secure a favourable position in this new world order. Those countries that adapt successfully to globalisation will continue to enjoy prosperity and wield influence. Those that do not will decline.


The question for Britain is whether we have the imagination, boldness and urgency needed to succeed. The stakes could not be higher: our private wealth, our public services, our international standing and our ability to protect and project our liberal values at home and abroad – all are at risk. Faced with these risks, caution and conservatism are, paradoxically, the greatest danger. We either embrace innovative change or live with the consequences of our inertia.


The shift of economic power to China and the other emerging powers would pose a big enough challenge to Britain in the best of times. Yet that challenge must now be confronted in the worst of times, as we emerge from the deepest recession in living memory, held back by a cautious and introspective political culture and weighed down by high levels of borrowing and debt.


Britain enters the global race with a number of advantages. We are a trading nation with a global disposition; we have a vibrant and inventive population; our elite education is among the best in the world; we have a proud tradition of freedom before the law; our language is the global language; we sit between East and West as a member of the world’s largest single market.


But the financial crash of 2008 also exposed a number of significant structural weaknesses: a dangerously large deficit, an oversized and unresponsive public sector, high welfare bills, creaking infrastructure, a long tail of educational failure and the burgeoning costs of an ageing population.


Faced with these weaknesses, the key question is not whether Britain seeks to adapt to the challenge of globalisation but how we adapt.




[image: ]





The changes Britain requires must work with, rather than against, the forces of globalisation, and go with, rather than against, the grain of our national character. That is why liberalism – pure, undiluted and authentic – provides the best guide for the years ahead.


Only authentic liberalism can unleash the attributes that Britain will need most: individuality, innovation, creativity, originality and a willingness to challenge stale thinking. And only authentic liberalism can position Britain to benefit from the market forces that drive globalisation and the internationalist politics that shape it.


We must champion our economic liberalism if we are to keep our markets open for business. A vibrant capitalism is lifting the living standards of billions of people around the world. Yet competition, choice, wealth creation and profit are, for many in Britain, seen as a problem rather than a template for success. That needs to change.


We must be committed to personal liberalism if we are to foster the creativity and innovation that feed off individual freedom. A misguided paternalism has entered our politics, but at the cost of stifling both freedom and personal responsibility. That too needs to change.


And we need to rediscover the true meaning of social liberalism. The era of big state social democracy ended with the financial crash of 2008. The task today is to push power, money, information and choice down to the individual citizen, so that everyone can enjoy the opportunities that a fortunate few take for granted.


We cannot afford the political procrastination that is too often our default mode when faced with big decisions. Instead of a new hub airport, we have a new hub airport commission. Instead of returning the top rate of tax from 50p to 40p, we uneasily split the difference at 45p. Instead of addressing the real causes of low wages – low productivity and educational failure – we pretend that artificial distortions of the labour market will painlessly make everyone wealthier.


Intrinsic to an authentic liberal mindset is the belief that, as a nation, we should look forward not back, and outward not inward; that we can build a future that is better than our past; and that we have the capacity to compete in, benefit from and contribute to the wider world. A nostalgic yearning for a Britain insulated from globalisation will only lead to marginalisation and failure. We need to have the confidence to look beyond such false comforts.
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What does all this mean for our politics today?


It means liberating the talents of all our people, not just protecting the advantages of the privileged minority, to enable our country to realise its full potential.


It means fostering a culture that celebrates, rather than denigrates, wealth creation, enterprise and hard work; a smaller, more efficient state, with lower personal taxes.


It means supporting the free movement of goods, capital and labour that has enriched us and billions of others around the world.


It means spending only what we can afford to spend, and taking the hard decisions to turn wasteful day-to-day spending into productive long-term investment, particularly in skills and infrastructure.


It means recapturing the pioneering spirit of those who designed our systems of social welfare after the Second World War, so that we can re-cast our public services for the modern age.


And it means defining a clear and purposeful role for Britain in the world. We need to build new relationships and explore new markets. But above all, we need to protect and project our universally applicable liberal values of liberty, justice and human rights.


‘The Global Race’ will test the resolve of every nation. Some will fall short while others will achieve their ambitions for greater prosperity and influence. Britain needs a new and self-confident national attitude that refuses to accept failure and resolves to take the difficult decisions needed to succeed.


Britain needs a race plan. This is it.



















Chapter one


The revolution is happening





It was in a restaurant in Shanghai in 2008 that the full magnitude of what is happening struck me. It was then that I realised that all the assumptions I had held since childhood were becoming obsolete; that the whole world order was changing and would be utterly transformed within my working lifetime. It was disorientating but exhilarating. Above all, it was profoundly radicalising. When I flew back into Heathrow at the end of my visit, I looked at London, and at Britain, with fresh eyes, seeing my own country as visiting foreigners must see it. For the first time, I felt I fully understood the challenges we faced as a nation. My political outlook has not been the same since.


My father spent his whole career in the diplomatic service, so I had the privilege from the beginning of seeing many different countries. But in my first five years as a Member of Parliament I travelled very little, only twice venturing outside Europe on parliamentary visits. Once was to the Democrat convention in Denver to see the nomination of Barack Obama as the Presidential candidate in 2008. The other trip was to Shanghai and neighbouring Suzhou. Despite the drama of being in the crowd of 84,000 people at the Mile High Stadium, it was the trip to China that made the bigger and more lasting impact.


I had never been to China before. I was 38. I had heard about the dramatic changes that were taking place there, and wanted to see what was happening. I realised that Shanghai was no more representative of China than New York is of America, but that made it more intriguing, not less. I wanted to see the change in its most dynamic and concentrated form. Even so, despite being forewarned, nothing I had read, or seen on television, properly prepared me for that moment in the Shanghai restaurant.


The Bund in Shanghai is the old mercantile row of buildings on the river. They once dominated the city and, despite being only about six stories high, their robust construction, combined with their historical significance, means they remain a memorable feature of Shanghai. The restaurant was on the top floor of one of these buildings. I was sitting opposite a British man who had lived in China for many years.


The view out of the window was absolutely dazzling. Across the river, fully illuminated against the night sky, was a Manhattan-like skyline. Indeed, if anything, it trumped Manhattan; the architecture was more audacious, the buildings newer, the lights brighter. “It’s a remarkable view” said the man opposite. “But what is most amazing is that, a dozen years ago, there was nothing there”.


That was the moment I first understood the pace of the change. I had previously thought that, even in its most accelerated phases, urban development was essentially organic. Cities evolved over decades, with new bursts of growth reflecting periods of economic prosperity. Even when new sections were constructed, an extended period was required to put in place the planning permission, secure funding, put tenders out to architects, hire construction firms and sort out the necessary transport infrastructure.


The tallest towers across the river were a hundred stories high: even at a floor a fortnight, it would take four years to build each of those skyscrapers. Yet I was not being invited to admire a single spectacular building. I was looking at a full metropolis, where little more than a decade earlier there had been emptiness. And this was just one example. Across China, and across Asia, cities that most people in Britain have never even heard of were exploding in size. The audacity of the ambition was beyond anything I had contemplated before or been exposed to back at home. A full-scale economic revolution was taking place. And I was looking at it out of a restaurant window.


In that remarkable week my global political viewpoint was shifted off its axis. Anyone can read statistics about Chinese economic development, but there is no substitute for witnessing a revolution first-hand.


Another insight that remains imprinted in my mind was in Suzhou, a short journey from Shanghai. Our group was being shown the plans for the new section of the city. The scale was again awe-inspiring. The extension alone would, if built in Britain, become our second biggest city. Our hosts were keen to demonstrate that this would be a balanced community, not just a sprawling residential suburb.


So we were taken on a tour of a new university. It was of particular interest to a British delegation because it was a joint venture between Liverpool University and Xi’an Jiaotong University from China. The facilities were impressive. As our tour with the Vice Chancellor came towards its conclusion, I looked out of the window at a substantial new building being constructed opposite. “Is that part of your university too?” I asked. “No, that’s part of another university” he replied, very matter-of-factly. We all admired the vision of building two brand new universities simultaneously, side-by-side.


What was striking was not just the speed at which the extension to the city was being built, although it is worth reflecting on how long it might take us in Britain to build an urban area bigger than Birmingham. It was the fact the newly expanded city of Suzhou, once completed, would, we were told, be equipped with no fewer than seven universities. The scale of the intellectual ambition more than matched that of the physical ambition.


The third moment from that trip that drove home the significance of what was happening in China came in the Asian headquarters of BP, back in Shanghai. We were welcomed by two senior employees. The first, who was British, was the head of Asian operations for BP. The second, an American with a less corporate appearance, was the head of global innovation for BP.


It was logical that the head of Asian operations would be based in Shanghai, although still interesting that he was not in Hong Kong, Singapore or Tokyo. But it was less obvious why the head of global innovation would be there. It might have been more natural for him to be located at the company HQ in London, or in his home country of America.


To him it was obvious, however: “If you’re responsible for innovation and change, you want to be in the place where change is happening fastest”.


These three stories captured the essence of that week: dramatic physical change, dramatic intellectual change, and dramatic change full-stop. It was exhilarating to witness the dynamism, excitement and sense of almost limitless possibility that comes from being in a place where all of these changes are happening simultaneously. The Chinese were not just replicating what exists elsewhere, but aiming to surpass it. Their ambition was not just to catch up with the industrialised nations, but to overtake them.


In every area China is pushing the boundaries, and on a massive scale. This is not just about development in the conventional sense; it is about where the hungriest search for progress is located. It is about global power; not just national change. It is about which parts of the world are looking to the future and which parts are moored in the past.
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In 2010 I became a Foreign Office Minister, with specific responsibility for Britain’s relations with Asia and Latin America. My task was to engage with the parts of the world where change is happening fastest. I travelled constantly, not just to the developing giants like China, India and Brazil, but also to the countries in the next tier: South Korea, Indonesia, Mexico and Colombia.


What I observed on my travels was nothing less than a global economic revolution, the magnitude of which remains woefully underestimated and misunderstood in Britain. A seismic shift is taking place in world affairs. It will have the most profound impact on virtually every aspect of our lives.


The dominance of the Western nations, which began with the Industrial Revolution, will come to an end during my working life. The last time such as shift took place, when Britain surrendered its pre-eminent global position to the United States, it took place between two like-minded countries and established allies. It did not threaten the existing world order, or challenge the values and rules that underpinned it. The Americans modelled their systems on ours. They spoke our language. They shared our outlook.


Now all bets are off. This revolution may not feature much on our television screens, probably because it involves little violence or drama. It does not attract the cameras like the fall of the Berlin Wall or the attack on the World Trade Center. But it is taking place, incrementally but remorselessly and unstoppably. Every day China is more important than it was yesterday.


Just because the transformation is incremental does not mean that it is slow. Perhaps it is most easily understood by comparing it to the ageing process. When I look in the mirror I do not see a face that looks older than it was yesterday, although it is. The change is constant but gradual. But a portrait photo that is just three years old is subtly and recognisably different. After five years the difference is clear. After ten years we are obliged to change our passport photo.


This phenomenon is primarily about economic power, but from that flows political power, military power and, in time, even cultural power. After the Cold War, with victory for Western capitalism and democracy, we fast became accustomed to a global order rooted in the West. Power resided around the north Atlantic. The visual demonstration of this order was the photo-call for the leaders at a G8 summit. Joined by the President of the Commission of the European Union, the nine power-brokers stand in line. All of them represent Western domination – America, Canada, Britain, Germany, France, Italy, the EU, and now even Russia, with its European heritage, history and capital city – except one: Japan. The Japanese Prime Minister appears to be representing not just his own country but the whole of the rest of the world.


But that narrow G8 world is dissolving away. Instead a G20 world has emerged. Asia is much more heavily represented: China, India, Japan, South Korea, Indonesia, and, in an interesting shift in their national psychology, Australia. But it is also now a multi-polar model: South Africa, Argentina, Mexico – power is being diffused.
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Leading this transformation, however, is China: the country with the world’s biggest population and second biggest economy.


In my many conversations with Chinese Ministers, they were keen to stress that they are only travelling down the path that Britain had initially established. They frequently compared their progress in recent decades to the transformation over a comparable timescale of Britain following the Industrial Revolution. They observed the huge progress made by Victorian Britons who built railway infrastructure, imposing public buildings and millions of new houses. They admired the rapid urbanisation of Britain over that period, and the noble progress that was made in public sanitation, healthcare and education. They even, pointedly, noted how, at the equivalent stage in Britain’s economic and social evolution, we had not yet felt able to embrace democracy or abolish the death penalty.


It is certainly true that peoples everywhere have followed a similar development pattern, from a life of subsistence, to organised agrarianism, to a rapid embrace of industrialisation and urbanisation. Victorian Britons travelled further down that path than any before them and their achievements must have been awesome to witness. But there are two big differences between what happened then and what is happening in China now: scale and context. What we did, they are doing much bigger. And, crucially, they are doing it in a much more networked, integrated and interdependent world. What is happening in China affects all of us.


They have already made startling progress on their remarkable journey.


In 1990, China had 147 kilometres of motorway. They started the National Trunk Highway System project, with the goal of increasing this to 35,000 kilometres by 2020. By 2007 they had already met this target, and revised it to 85,000 kilometres by 2020. This was surpassed in 20111.


In 1990 China had 0 kilometres of high-speed railway lines. By 2011 it had 10,000 kilometres2.


In 1990 China’s GDP was $357 billion. It is now $8.23 trillion – roughly 23 times bigger. By 2024 China’s GDP is predicted to become as high as $47 trillion – 131 times larger than it was in 19903.


Then there is the investment too in human, as well as physical, capital. According to the British Council, 300 million people in China are learning or have learned to speak English. That is more than five times the population of England. By 2020, an estimated two billion people will be learning English worldwide4. English language training was the second most profitable business in China in 2005.


And it is not just the statistics that inspire awe. Chinese airports are cathedrals of modernity. Even the train stations feel like airports. When I visited Chongqing in 2011 I was told that the city had over a hundred buildings currently under construction that were taller than anything in Canary Wharf. And that is in a city already more than twice the size of London.


This remarkable development is pulling hundreds of millions of ordinary Chinese people away from extreme poverty. Many still live materially squalid lives, but many others now have a standard of living which would have been unimaginable a generation ago.


In 1990 life expectancy in China was 69 years. Today it is 76 years. In 1990 infant mortality was 34 per 1,000 born. Today it is 15 per 1,000 born5. In 1990 the number of Chinese people who travelled to a foreign country was 980,0006. In 2012 it was 80 million7.


Despite all of this, a worryingly large number of influential Western observers seem not to fully understand what is happening in China and across Asia, or what it will mean for us. Too many still characterise China as a “sweatshop” economy that is destined never to move up the value chain. The challenge of increased competition is blithely dismissed as a “race to the bottom”.


It is hard to overstate the danger of such complacency. It is true that millions of Chinese people work in factories, earning low wages, to produce low-cost goods, like cheap children’s toys, for Western consumers. No country has progressed from grinding poverty to being the most powerful nation on the planet without going through some intermediate stages. Every country needs to work its way up, and low-value activity is certainly better than no-value activity. But that is not the extent of their national ambition. They are not planning to halt their development just at the point where they export low-cost toys to us and we export high-tech, high-value products to them.


China’s plan is more spectacular than some observers in Britain appear to comprehend. They want to manufacture the high-tech goods, and they are already doing so in greater quantities, but they also want to invent the next generation of higher-tech goods still. Their vision for their population is not entrenched penury while people in the West enjoy material prosperity. That is why they are investing so heavily in education and training: to build a work force with the knowledge and skills to be internationally competitive, and in time, to be global leaders.


The Chinese have the self-awareness to see their current limitations and the wisdom to seek to rectify them. They know that they are strong at manufacturing but weak at innovation and creativity. Their spectacular new buildings are often built by Chinese labourers but designed by European architects. They can see where the greatest value-added aspects of the work reside and that these do not currently match their strengths. So they are actively aspiring to adapt their educational models to incorporate more imaginative and lateral thinking. They are not sending their greatest young minds to the best Western universities like Oxford and Cambridge just for their private benefit. They are doing so as part of a systematic plan to upgrade their capacity for national growth.


Look at another aspect of added value – brands. There are no really dominant global Chinese brands, although Huawei (telecommunications) and Haier (white goods) are signs of what is to come. This shortfall, compared to, say, America, is an issue for China, because brands create money from nothing. Across Asia people in factories are manufacturing trainers for a few dollars a pair. They are cheap to make. They are then shipped around the world and sold by Western companies like Adidas and Nike at a huge mark-up. The companies can charge so much because consumers are not just buying a product; they are buying into a brand. Creating a brand is not easy. There are no manuals to follow or short cuts to take. But the Chinese are on the case, and they start with one major advantage: they have 1.3 billion people of their own before they even have to start enticing the consumers from elsewhere in the world. Once they have made progress in their own market, they will be well on their way. It is only a matter of time.


It may be comforting for Western politicians to paint a contrast between Chinese workers rooted to the bottom in “sweatshops” and Western people enjoying an entitlement to ever increasing affluence. But it is a false comfort.
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China may be the engine room of the economic revolution that is reshaping our world, but there are many other countries making the same journey. Although the scale is smaller elsewhere, the progress is often even more remarkable.


When, as a Foreign Office Minister, I asked opinion-formers in aspirational developing countries which nation they used as a model to emulate, a disproportionately large number named South Korea. They were right to do so. The progress of South Korea is one of the greatest success stories in the history of human advancement.


When I was born in 1970, South Korea was a chronically poor country. It had a lower GDP per capita than North Korea, and was broadly comparable to the countries of East Africa. It was politically authoritarian and, in terms of its wider contribution and influence, globally insignificant.


In little more than a generation South Korea has leapt forward in every area and at a phenomenal pace. Back in 1962 South Korea’s GDP was just $2.7 billion; in 1989 it was $230 billion; in 2007 it went through the trillion dollar barrier8.


South Korea is home to businesses like Samsung, LG, Kia and Hyundai: powerful brands with global reach. They have increased dramatically their market share in both the development and the manufacture of high-value products like smart phones and flat screen televisions. It is not just Western nations that are seeing the impact of this surge: Japanese companies have also lost business to their South Korean rivals.


The GDP of South Korea has not only risen sharply, it has climbed with remarkable reliability and steadiness. There have not so far been the debilitating peaks and troughs that have characterised our own economic development; just a constant upwards trajectory. And efforts are being made to sustain the momentum, with a focus now on attracting global-standard scientists to power the research and innovation necessary to secure future prosperity.


This economic success would be impressive in isolation, but it has been accompanied by political and cultural advances every bit as extraordinary. South Korea has made the successful transition internally to being a democracy and open society. On the international political stage, the Secretary General of the United Nations is a South Korean. It is an important G20 country, in part because it is now the fifteenth biggest economy in the world9, and in part because its role-model status is starting to give South Korea greater confidence in its international interactions.


Economic and political progress has also been accompanied by a rise in South Korea’s soft power. The 1988 Olympics was just the first of a number of high-profile global sporting events to be awarded to South Korea, followed by the 2002 football World Cup (jointly with Japan), the 2011 World Athletics championships and the 2018 winter Olympics. It is an impressive list for a country with a smaller population than Britain.


On my visit to Pacific Asia in 2008 I sat in the reception of a Shanghai hotel one evening listening to a Chinese entertainer singing Elvis songs. Although the manifestations of economic progress were all around me, I reflected that it would be many decades before anyone would sit in a Western bar listening to a Western performer singing an Asian song.


Yet it was only five years before the world was introduced to Psy, a South Korean singer whose ‘Gangnam Style’ video has been watched almost two billions times on Youtube – a record. Virtually every child in Britain knows the ‘Gangnam Style’ dance. I have even been to an event in my Taunton Deane constituency where the Mayor and Mayoress were gamely obliged to join in with a rendition.


Psy is proof that Asian countries can export popular culture. He is massive in South Korea, of course, and across Asia, but what is significant is his reach into Europe and America. Previously, cultural exports flowed almost exclusively from West to East: The Beatles, Madonna, Coca-Cola and James Bond. That remains the main direction of travel, but Psy has shown that the cultural tide can flow in the other direction. It is often said that this will be ‘The Asian Century’. For that to be true, Asia needs to export more than manufactured goods. America is the most powerful country in the world because it has the biggest economy and the biggest military, but also because it has the greatest cultural reach.


The Psy phenomenon is interesting for two other reasons. South Korea produces an endless stream of identikit pop bands, some of which are very popular domestically, but none of which has had a wider impact. Psy is older and fatter than they are, but he is authentic. A country with an uncertain feel for international trends can try and export mass popular culture but it is unlikely to get the formula right. A more culturally confident country can unwittingly provide the conditions to incubate natural and non-formulaic mass popular culture. South Korea has made this transition.


The other observation is about the subject of the song: gently ridiculing the opulence and pretensions of the residents of Gangnam in Seoul. It says much about how far South Korea has travelled since the poverty of the 1970s that it now boasts a district of its capital city associated with gaudy displays of wealth. It says much about how far it has travelled in terms of its cultural self-confidence that it can make light-hearted fun of it. And it says much about how far it has travelled in terms of its international reach that we can all share in the fun.
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I will not describe in detail the progress being made in every fast-developing country in the world because the point has been made, except to say this: it is happening on many different levels in many different places. It is emphatically not merely about low-level manufacturing in “sweatshops” across China and some of the poorer South East Asian countries like Cambodia or Laos.


Some of the progress is unpredictable and counter-intuitive. It is not surprising, for example, that Brazil sees itself as moving beyond being the dominant South American country to becoming a genuine international player. Its relaxed self-confidence (at least on the surface) will manifest itself at the 2014 football world cup and 2016 Olympics. The Brazil brand – flowing football, sunny beaches, beautiful women, carnivals and spectacular rainforests – is about as attractive as any country can hope to possess.


But Brazil is not content, sensibly, to trade purely on its existing brand strengths. It is seeking a global role in more hard-headed areas of progress. Brazil’s science base, for example, is now internationally significant. Increasingly the established powerhouse nations in medical research are looking at mutually beneficial partnership arrangements with the Brazilians.


Indian development, once synonymous in the British mind with off-shored call centres, continues to move up the value-chain, and is now often associated instead with specialist IT contractors in high growth cities like Bangalore.


There is a risk, as well, that the British discussion of the emerging economies focuses too narrowly on the BRICs – Brazil, Russia, India and China (some say the ‘S’ also includes South Africa). As the South Korean illustration shows, the BRICs may be the biggest of the emerging economies, but many other fast rising countries are enjoying impressive results but receive much less attention.


Indonesia is the fourth most populous country in the world and the sixteenth biggest economy. It has a population of 249 million and is the only G20 country in South East Asia. Jakarta is a significant Asian hub city. It only takes 10 per cent of Indonesians to achieve sufficient wealth to become middle-class consumers for the country to be powerful attractive to Western investors.


Mexico is the eleventh most populous country in the world and the fourteenth biggest economy. It also has the major advantage of bordering the biggest economy in the world. Mexico primarily looks to America for business, but it is also instinctively outward looking in its mindset. The Mexicans are routinely critical of the Brazilians, who they regard as too inclined to protectionism.


Mexico’s formal relationship with like-minded ‘Pacific Rim’ countries (Chile, Colombia, Peru, Panama and Costa Rica) adds up to a formidable economic block comparable in scale to Brazil. Colombia, with the second largest population in South America after Brazil, is unequivocally internationalist in its economic perspective, and has enjoyed solid and sustained annual growth.


The point is this: the shift in the global order is multi-dimensional. China is the breathtaking example; South Korea arguably the most impressive model. But it goes wider. I anticipate this will indeed be ‘The Asian Century’. But economic power is moving south as well as east. The opportunities for growth will open up for countries right around the world that can get their governance structures right.
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If the story of the last twenty years is awe-inspiring, the projections for the next twenty years are no less dramatic. I am 43 years old – roughly half-way through a typical working life time. By the time I retire, the still emerging economies will have emerged. The still changing world order will have been utterly transformed.


Again, the numbers are instructive:


Up until 1990 Europe’s share of global GDP was about 30 per cent. In 2010 it was 26 per cent10. By 2030 Europe’s share of global GDP is predicted to fall to just 12 per cent11.


The current size of the global economy is approximately $72 trillion but the real expansion is yet to come. The rapid future growth will come disproportionately from Asia. By 2030 the most dramatic predictions forecast that China will have 28 per cent of global GDP, America 18 per cent and India 11 per cent (a level only just below that of all the European countries combined)12.


Even if these growth forecasts prove flattering to the Asian economies, the direction of travel is clear. By 2060 it is estimated that 57 per cent of global GDP will be generated by countries currently outside the OECD13. That in turn will finance a lot more investment – in education, public services and infrastructure – that will drive further prosperity.


And the transformative effect is not just measurable in cash. The world population reached seven billion in 2012. It is forecast to be 9.7 billion by 2050. Where will these extra people be located? Not in Europe, where the population is forecast to decline by 14 per cent by 205014. The growth will predominantly occur in Asia, where the increase alone will be greater than the current population of Europe.


Population growth is not without potential problems: providing enough housing, access to clean water and food, energy supplies, environmental protection, education and physical infrastructure. But overcome those challenges, and all those extra people will provide huge economic firepower: hundreds of millions more workers producing more goods, providing more services and generating more wealth.


The other crucial aspect of these population changes is not the absolute numbers but the age profile of the populations in different countries.


Dependency ratios – the ratio of working age people to dependents (children and the elderly) – are heading into uncharted territory across the developed economies, as the number of old people rises and the birth rate slows.


The most arresting example is Japan, which has a population profile much closer to the Western economies than to its Asian neighbours.


In 1970 Japan had 48 dependents per 100 working people. It has now already reached 60. The Japanese population is growing older at a remarkable rate. Today Japan’s population is 127 million, but some estimates predict it will fall below 90 million by 2060 as the birth rate continues to decline15. If that happens, Japan will have seen its total population contract by a third in just two generations, leaving behind a much older population. In 2013 Japan became the first country in the world to sell more nappies for old people than for babies.


Although not quite as drastic, the same trend in dependency ratios are being seen across advanced Western economies. Britain’s picture is less stark than many, but our dependency ratio is still projected to rise from 54 today to 62 in 2030. Germany’s ratio is set to rise from 52 to 70; France’s from 56 to 66. Italy and Spain, meanwhile, will see their dependency ratios deteriorate at an even faster rate16. By 2050, they are projected to join Japan in having ratios above 100, meaning there will be more people economically inactive, than active, in all three countries.


Of course the fact we in the West are living so much longer is, in many ways, a cause for celebration. Two of my grandparents have died, aged 87 and 90. The other two are still alive, aged 93 and 97. When I was born in 1970 there were 149,000 people in Britain over the age of 90; today there are 476,000, and the numbers continue to rise17. This is a great human advance, and it would be wrong just to see it in terms of cold economic calculations.


But nor can we dismiss the value of these ratios in providing a guide to future economic prospects. There are other factors at play – good governance, unexpected economic shocks, education standards, natural disasters and many more – but population demographics are a significant crystal ball.


With Western economies heading into uncharted territory, China is predicted to remain stable over the next two decades (although their birth control restrictions point towards future problems), while India and Brazil are forecast to actually improve slightly as the number of working age people grows faster than the number of dependents.


Many of the smaller emerging economies will benefit from similar demographic advantages. Take Vietnam, for example. The population of Vietnam is 92 million, the fourteenth highest in the world18, but its GDP per capita, at $1,753, is comparatively very low, only the 131st highest in the world.


There are a number of factors which make Vietnam look like an interesting prospect for Western investors. It borders China, the second biggest economy in the world, and is well located close to Japan, South Korea and within the ASEAN group of South East Asian nations. It has links, for colonial reasons, with France and, somewhat counter-intuitively, America. As a Foreign Office Minister, it was evident that Vietnam was one of the most energetic countries in Asia when it came to seeking to forge stronger relations with Britain.


Vietnam has a surprisingly well educated workforce for such a relatively poor country – 93 per cent of Vietnamese people over the age of 15 can read and write19 – and a strong work ethic. Ho Chi Minh City is an increasingly energetic and significant Asian business hub.


And this is the key point: the median age of a Vietnamese person is 29; their dependency ratio is only 41; and – like Indonesia, Thailand, South Korea, Mexico, and Colombia – its dependency ratio is projected to still be below 50 in 2030, compared with a projected European average of 6020.


The only reasonable conclusion is that the opportunities for continued economic growth in Vietnam, as in much of Asia and Latin America, are very strong. They will experience set-backs along the way, and must overcome some significant structural problems, but the fundamentals are in place.


We like to talk about how we now live in a globalised world, but the truth is we are only in the foothills of globalisation. Fifty years from now people will laugh at the conceit that we had, in 2014, reached a new plateau in global economic affairs. We are still on a steep upwards curve. So far globalisation has been largely about what the Western countries have done to the rest of the world – outsourcing our manufacturing and lower-skilled service jobs. In the coming years, as globalisation accelerates and trade proliferates, new interdependencies, alliances and tensions will emerge. And underneath it all, one clear trend will continue: wealth will move south and east, from the old world to the new, changing the balance of global power completely and irrevocably.


In 1914 the Panama Canal opened. It must have felt like the start of a dramatic new era – because it was. In this centenary year, 2014, the new Panama Canal is nearing completion, not as a replacement for the old one, but alongside it. It will take much bigger ships and facilitate more global trade. Its opening too will feel like the start of a new era – because it is.




[image: ]





I am conscious, as I describe these trends, of the need not to underestimate either the weaknesses of the emerging powers or the strengths of the Western economies.


China has yet to resolve the dangerous contradiction inherent in granting its people significant economic freedom while continuing to deny them the political freedoms that we in the West take for granted. The Chinese economy is also vulnerable to debt-financed assets deflating in value with a knock-on slowdown in overall economic growth.


India has the world’s biggest democracy, but it often struggles with political incoherence, religious instability and administrative complexity.


The countries of Latin America are held back by a woefully inadequate physical infrastructure, the serious weakness in some cases of their governance, and chronic problems with drugs and violent crime.


All of them, meanwhile, remain home to millions of the world’s poorest people, for whom the next meal remains the most pressing concern.


So, no, I do not underestimate the weaknesses of the emerging powers or the strengths of the Western economies. But I do worry that we in Britain – in our public consciousness, in our political discourse, and in the assumptions that underpin our policy making – are guilty of the opposite: underestimating the strengths of the emerging powers and the weaknesses of our own economies.


The purpose of this book is to help shake us out of our dangerous complacency, to engender a greater sense of political urgency, and to suggest some of the corrective measures we must take to both protect ourselves and to succeed during a period of revolutionary global realignment.


The change is happening. We will either adapt and prosper, or fail to and decline.
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