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Governance In an age of surprise

Joshua Cooper Ramo

PART 1: The Nature of the Age

Thank you. It is a pleasure to be here in Macao today. In the
past few years of visiting Macao I have come to be quite fond of
the city and always more aware of its tremendous importance to
China. I am very grateful in particular to my friend Lionel Leong

for inviting me to this event and giving me the chance to speak.

Several years ago, I was visiting Beijing with my boss, Dr. Henry
Kissinger. As is often his habit on his visits to China, he likes to
visit with friends of his that he first met back when he traveled to
China during the establishment of relations with China nearly 40
years ago. On this particular trip we went to pay a visit to Hong
Hua, one of the great Chinese diplomats of the Mao era and a
tremendous intellectual and thinker. Hong Hua was 95 years old
when we went to visit with him — Kissinger, at the time, was a

very young 84 years old.

As we sat down to tea, the two great men began a conversation
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about how it was that each side, the American side and the
Chinese side, had calculated that it was in their interest to
begin an opening to China. Kissinger spoke about the changing
dynamics of the Cold War, the American withdrawal from
Vietnam and President Nixon’s strong personal sense of a desire
to open to China as an historic obligation — assuming such a

move could be made consistent with US global strategic interests.

Hong Hua said that the Chinese side had made similar practical
calculations. But he also added a very important insight. He
said that unlike American policy makers, who many times
simply begin with a goal they wish to accomplish and pursue it
independently of the strategic situation, Chinese foreign policy
has always been guided by a key idea of Chinese philosophy:
the importance of understanding the whole situation before
acting. Hong Hua said that Mao and Zhou Enlai had made a
careful study of what he called, “The nature of the age” before
deciding to act. This was a habit of thinking that had marked the
actions of the leaders back to the earliest days of the Communist
Party in Shanghai and had guided them through their ascent to
power. But Hong Hua made the important point that it is unwise
and really impossible to act effectively if we do not understand
the nature of the age. To act without reference to the world we
live in, simply focused on what we want and not what the nature
of our age demands and encourages us to do, is both foolish and

dangerous.
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What I wish to speak about today is the nature of our age and
how it affects governance. I believe we are living in a period
of profound and significant shifts in international power. I don’
t simply mean the shift of power from one state to another, but
rather the more complicated idea that the underlying physics
of power itself is changing in profound and irreversible ways.
Certainly this has been quite clear in all that has happened in
our world in the past year. My Chinese friends in Beijing have
a very interesting habit of describing the events of September
11th, 2001 and the collapse of Lehman Brothers, which occurred
on September 14, 2008, using the same phrasing: 9/11 and 9/14.
This is something few Westerners do, since they don’t see the
profound connection between 9/11 and 9/14. The obvious and
easy conclusion would be to say that they mark a shift in power
away from the US. But there is something more significant
occurring, which is that they actually mark a more dramatic
change in how our world is now working. And it is this that I
wish to discuss today. What is it we can really learn from 9/11
and 9/14 and what does that mean for our future and for how

we think about governance.

It is my contention that what these events mark is a world order
that is exploding in complexity so rapidly that it defies our old
ways of acting and demands new ways of thinking. It has the
effect not only of making our old ideas wrong but in many cases

making them dangerous. I call this the Age of the Unthinkable.
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What do I mean by the Age of the Unthinkable? Well, the first
thing T mean is that all you have to do is read a newspaper
every day to see that things that once seemed unimaginable
are happening all around us. For example, a year ago no one
would have said it was possible for the US economy to collapse
so quickly or to loose 600,000 jobs in a single month — but this

actually happened for several months in a row.

If we look at the unemployment numbers in the US, we not only
find that they are growing fast — but that they are growing faster
than any one anticipated. They have passed the “worst case”
predictions of the congress of the White House and even of the
Federal Reserve Bank, which predicted a “worst case” of 8.3
percent during the process of “stress testing” the American banks
before the government assistance program was passed. In fact,
we passed most of these numbers in the spring. So we can see
one thing that happens now is that the world surprises even the

experts.

This is true also in terms of the unthinkable scale of financial
losses in the US. And it is not only true in economics. It is also
true if we look at areas like international affairs. Take the case of
North Korea — a country with 22 million people, largely living in
poverty, which was able not only to develop nuclear weapons
but to keep developing them even in the face of incredible

pressure from the five permanent members of the UN Security
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Council. And of course China itself is a very good example of
this. The idea that China, a country with such a low per capita
income could end up holding nearly $2 trillion of US debt would

have been unthinkable a decade ago.

But when T say this is the age of the Unthinkable T also mean
something else that is at once more dangerous and more
complicated. It is that our best ideas, our best minds, when given
problems to confront often not only fail, but their solutions make

the problems much worse.

An example of this would be the American war on terrorism. On
9/11 around the world there were only a handful of known Al
Qaeda terror cells. But three years later, after the most expensive
war against terrorism in human history, there were more terror
cells and the terrorists had become more dangerous. So this is a
crucial feature of our world, that our leaders often misunderstand
the problems they are facing and they use old approaches to try
to deal with them. The result is that the situation gets worse not
better, that they end up further from their goals rather than closer

to them.

The clearest example of this is probably in financial markets.
Many of you will recall about a year ago when Alan Greenspan,
the former Chairman of the US Federal Reserve, testified to the

US Congress that his ideas about how the world was supposed
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to work were not working. He said he was “shocked” by what
had happened in global markets. This is a very clear marker that
we are living in a revolutionary age: when the great figures of
the old era are discredited and proven wrong. This happens in
every revolution. And it is because old leaders may have been
very brilliant in one way of thinking or in one era, but they
simply cannot manage when they are confronted with the ideas
and language of a new period. Usually they fail to make the
leap from one way of thinking to another and this has disastrous

consequences.

This is a very clear sign that we are living in a revolutionary age.
It is as true for Chinese revolution or Russian ones or American
ones: revolutions destroy old heroes many times. But this is
very important because revolutions don’t only demolish the
old order. They also create new heroes and new champions
and new fortunes and many new opportunities. So governance
in a period of revolutionary change is not only about being
defensive to avoid the dangers of a revolution — it is also, and
this is particularly important for a developing country like China,
about finding ways to grab and to use the opportunities that a

revolution presents to you.
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PART 2: What Is Happening?

So what is happening that is causing this effect? I spent the last
several years traveling around the world and spending time with
people who were doing very well in this revolution, whether
they were investors or military figures or innovators, to learn
what was happening and how to take advantage of it. And
I want to tell you some of the lessons I learned. But first we
should discuss why this revolution is occurring and why it is

unstoppable.

The first thing that is happening to cause this is an explosion
in the number of actors in the world. By this T mean of course
we have more people on the planet than ever before. The
population of the planet will grow from about 6 billion to 9
billion people between now and 2035. And most of these new
people will be born into very bad conditions that they want to
change, so this is already a source of instability. They will not
only want to change, they will need to move, to shift how and
where they live and they will put tremendous pressure on global

natural resources.

But it’s not only that we will have more people. It is that they
will be grouping together in many more complicated ways.
They will form new organizations, new political groupings, new

social organizations, new financial forces. Ninety percent of Non
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Governmental Organizations were created in the last 10 years.
Fifty percent of terror organizations emerged in the last five
years, as did fifty percent of hedge funds — both groups that see

a real benefit in creating volatility and disruption in the world.

And this process of creating more actors is really unstoppable.
It is driven by forces like urbanization, for instance. You can
see it in looking at what happened in a city such as Shenzhen
between 1986 and 20006, a very rapid increase not only
population and urban density but, along with that, the creation
of all kinds of new urban groups: new school organizations, new
political interests, new economic groups, new social gatherings.
Urbanization is something that helps accelerate the growing
complexity of our planet. And it is unstoppable. This year we
will have for the first time more than fifty percent of people on
the planet living in urban areas. This is a real milestone in our
global history. And you can see why such a complex system will

require new thinking about governance.

One result of more complexity is that it makes the system more
unpredictable and harder to understand in the past. At first this is
a terrifying conclusion. As our world gets more complex it gets
in some sense much more difficult to manage and even harder
to predict. But this is a phenomenon we have seen elsewhere, 1
would say most notably in the sciences in the last century. One

of the discoveries of physics in the last century was that old ways
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of thinking, ideas largely consider part of Newtonian mechanics,
were not enough to explain what was happening inside systems
on the sub-atomic level. So this required the invention of a
whole new kind of science that began with Einstein’s Theory of
Relativity but came to include ideas like Heisenberg’s Uncertainty
Principle or Neils Bohr’s model of the atom. What these all had
in common was they accepted the idea that complex systems
are much harder to predict exactly. This was very hard for
science to accept. Einstein once said, “God does not play dice
with the universe,” to express his skepticism of this — but even
he eventually came to accept that a consequence of his theory
was this emerging unpredictability. Neils Bohr, another famous
physicist, once said, “If quantum mechanics hasn’t deeply
shocked you then you haven’t properly understood it.” Well, T
think the same is true for our world today. If you haven’t been
shocked by what Hong Hua would call the nature of our age,

then I don’t think you've properly understood it.

One way to think about the implications of this sort of world is
to use a model from chaos theory in physics. This is the idea of
what is called a “sandpile effect” which describes a system that
scientists say is “organized into instability.” Let me tell you what
this means. Imagine that you had a machine in a laboratory that
could drop sand grains one after another onto a small plate. Over
time, these sand grains would organize themselves into a nice

neat little cone of sand. But eventually the sides of the pile would
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grow so steep that they would start to have little avalanches, sand
would start sliding off the sides. But the problem of the sandpile
is that you can never predict when these avalanches will occur
exactly. Sometimes you can add a thousand grains of sand and
nothing happens. Sometimes you can add just one grain and you
see the pile will have an avalanche. Scientists call this a “non-
linear” system because there is no reliable relationship between
input and output. The system is so complex that it cannot be
modeled using traditional approaches. After all you have millions
of sand grains pressing on each other in ways that you cannot

really model with even the smartest computer.

This is what our world looks like today. It is a system with
millions of interconnected pieces, all interacting in ways
we cannot quite predict or understand. And this means that
complexity and surprise are inevitable. Every day our world gets
more complex: more people, more organizations, more ideas,
more financial products. All of these interact with each other and
change and shift in ways we cannot predict. And this happens
at a faster pace every day, the system is now evolving far faster
than it ever has before. Which means we can’t predict or control
it. So this is the first thing that has changed: more actors mean a

more complex system.

The second thing that has changed is that all of the actors we

have in the system now have more choice and opportunity
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available than ever before. This is obvious to anyone who has
seen what has happened in China over the last 30 years of
reform and opening. But it is part of a much more important
global trend. One question we often ask in China is: “What does
it mean to be modern?” Really what is the difference between “pre
modern” and “modern” and how would you define something as

“modern”?

Well, this is not easy, but one good answer would be to say that
to be modern is to have the ability to determine what you want
to do with your life and then follow that idea. For thousands of
years — and for most people on the planet still, where you were
born and who your parents were determined what happened
with your life. In every generation there were a few people who
were lucky or rich enough to escape this trap of having your life
determined by geography or by who your parents were, but this
was a very small number. This was a pre-modern way of living.
Where you were born determined what you did for the rest of

your life.

This began to change with the industrial revolution, which gave
people a little more flexibility. People did not have complete
control but they could at least move a bit more, go to work in
factories instead of being tied to the land. They became part of a
giant industrial machine in a way, which gave them more options

but still not complete freedom. But what is happening now is
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that people can do more and invent new ways to live. This is
what it means not only to be modern but to be post modern, this
ability to decide what you want to do in life. And this of course
produces all sorts of surprises. When we let people do what they
dream they will often do things that we could not imagine in
advance. And this can be very exciting. But it also leads to the

creation of new concepts.

In our old — particularly our Western way — of thinking, we
say history as evolving on a straight line. But now the world
is more complicated. From a government perspective it means
that the world is not converging on a single “right” system for
organization but rather there are many different ways of evolving.
In the area T spend a lot of time on — international affairs — this
poses some real challenges. It also creates challenges for US —
China relations of course. It is so vitally important for the future
that the US and China be friends, but the challenges we now
face will also get more complicated as each system continues to
change. The world is filled with different political systems now,
different choices that individuals make about how to live, and
any number of other new and innovative ideas. So this is another

level of complexity we have to deal with.

And the third change I want to highlight is that we are all, of
course, more interconnected than we have ever been before. We

usually think of networking as a good thing — and generally it is.
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But we have to understand that the more efficient networks are
the more exposed to risk we all are. We saw this with the global
financial crisis where many years of effort to create more efficient
financial markets simply meant in the end that we ended up
with a more efficient system for spreading disruption. And this is
true in transportation or communications networks as well. The
more closely connected we all are, the more risk we face. This is
challenging because many of these risks come from things that
we want and need to be modern. We want financial markets or
bio engineering or airplane networks. Not only do we want these
things, we need them. But the more efficient and developed
these systems are the better they are at spreading risk around. So
this is another reason we have to change how we think about
governance. Events that happen anywhere in the world can now
have a more direct impact on us than before. The financial crisis
or bird flue are very good examples of this. But if you are trying
to govern a community or a business you now have to realize
that the problems you face are not only the ones immediately
in front of you but also those that are far away that can become

important because of networking.
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PART 3:Looking at a Complex World

So how can we best deal with this? Well there is one particular
idea T would like to talk about that actually comes from some
very old Chinese ideas that I think is quite appropriate here and
suggests some ways in which I think traditional Chinese ways of

thinking can be very useful for the future of governance.

One thing T have tried to examine is why it is that some people
do well during revolutionary and unstable periods and other
people fail. What are some of the traits of organizations that
survive and thrive. This is that they tend not to look only at what
they are trying to accomplish but are constantly thinking of new

ways to combine and use ideas in a fresh way.

One way to think of this is what is called “the new math”
which is the idea that often in our world today we combine
things together that independently may be harmless but when
mixed together produce something that does have an impact.
The phrase“new math” comes from research done about how
combining containers from a coffee shop with ordinary orange
juice can produce something that causes cancer. But we can
think of many other examples: combining hedge funds with
home mortgages produces a financial crisis; or combining Islamic

fundamentalism with jet airplanes produces 9/11.
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And sometimes these combinations are good and sometimes
bad. When you give a cell phone to a farmer, for instance, you
allow him to become much more efficient. When you give it to a
terrorist, however, he can use it to make a detonating device for

a bomb.

So spotting these kinds of combinations requires a very different
way of seeing, it means looking around you all the time and not
simply focusing on a particular aim. So if you have a goal that is,
say, turn Macao into an entertainment destination or raise rural
incomes or fight corruption — you can’t really achieve these only
by aiming at the goal. You have to understand the whole context

in which this happens.

For much of the last decade, the experimental psychologist
Richard Nisbett has devoted a large part of his research to the
question of how our cultural backgrounds condition the way we
think. Nisbett dates his curiosity about the subject to a debate
he had with a Chinese graduate student. “The Chinese believe
in constant change,” his student told him, by way of possible
explanation. “Westerners live in a simpler, more deterministic
world. They think they can control events because they know
the rules that govern the behavior of objects.” In late 2004
Nisbett gathered a group of fifty graduate students. Half of the
students had been raised and educated in the United States; the

other half had been raised in China. When they arrived Nisbett
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connected them to a device that would track the movement of
their eyes as they looked at a picture. He then flashed pictures
in front of them one after the other. The students looked at the
pictures for about 30 seconds each. All of the pictures were
similar in that they had a big object in the center and then a
complex background: so they were images of a horse in a field

for example or a tiger in a forest.

What Nisbett found was that while observing the images flashed
in front of them, American students immediately looked at the
foreground objects — the horse or the tiger, for example. And
once they spotted that image, they spent the bulk of the time
before the screen went white again looking right at it. The
Chinese, by contrast, usually looked at the environment around
the main object first, probing that “realistic complex background”
of forest or field. They did look at the focal object, but for far

less time than the Americans did

This is a reflection of an important difference. Because in
Chinese ways of thinking the environment is constantly changing
and shifting, there is a demand for constantly looking around.
When you compare streets in New York and Asia, for instance,
you see may more signs in Asia. Asians are better at absorbing
information from the environment around them, for being aware

of change.
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This is very important for governance. Usually we think of
governance as being highly goal oriented. We think “manage the
financial system” or “invade Iraq” or “ensure economic growth”
without paying attention to all the issues around the main issue

that can change the situation.

When you look at people who are successful in a revolutionary
age they all have this habit of looking all around. Companies
like Google are constantly searching for new business models
and new ideas. Biotech companies are looking for new ways to
combine computing and biotechnology. The main breakthroughs
that will occur in our future will occur because of people who
have an idea to combine things that have never been combined
before. This means if you have a job in governance you can’t just

look at your narrow area, you have to look much more broadly.

This is also important for another reason. As I said earlier, many
of the threats we face today cannot be avoided. This is a new
problem. For hundreds of years many of the biggest threats
we faced could be named and understood and attacked or
controlled. But today many of the main risks around us can’t
be attacked in this way. When you attack terrorists, they get
stronger. There is no way to attack a financial crisis or a human
virus or a dangerous computer worm. The old idea that you
could plan for and deter these dangers is gone. Things like

biotechnology and computers and financial products produce
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tremendous risk. So what matters the most in this world is the
concept of resilience. We have to understand that events like
9/11 and 9/14 are not accidents. They are examples of the much
more risky and complex world we live in. As a result everyone
worrying about governance needs to be obsessed with resilience.
Is your economy resilient to shock, to physical disaster, to social
pressure, to resource shortage. It’s not enough simply to do your
job and have a goal, you have to build a system that is capable
of adapting to shocks because these shocks like it or not are a

part of our future.

This is a very old Chinese idea of course, You can see it in places
like classic shan shui paintings where the mountains are huge
and the people are very small. The lesson of these images is very
powerful: we need to constantly move our eyes around to look
for signs of change and we need to recognize that, as Huang
Hua told Dr Kissinger and I, what matters most is knowing the

nature of our age.
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