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Abstract

Themainpurpose of thiseportistoassessCanadads perfor mance
foreign direct inveshent inflows. The studseviews the literature on the benefitfsFDI,
analyss global andCanadian trends in FDI, identifiearious factors affecting the inflow
of FDI, and detad how Canada ranks relative to other major OECD countries on the
most influential factorsCanadadés share of wlysidcell98.DI has
The report finds that this developnieaflects the opening aftther countrieso FDI
rather than a hostile climate for FDI in this country. Indeed, there is no one factor that can
be identified as seriously impeding the flow of FDI to Candde report identifies a
number of areas where Canada can potentially improve its attractiveness to FDI,
including possible changes to FDI regulation, a more competitive tax regime, better
infrastructure, and certain improvements in the human capitl are
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Executive Summary

The aim of this report I s to assess Canad
investment (FDI). It examines global trends in foreign direct investment, analyze
Canadads performance in attracting such inve

moreattractive destination for foreign capital. Accordingly, section | discusses the

theoretical underpinnings of the costs and benefits of FDI, and conditions necessary to

maxi mize a countryds gain from inward FDI . S
and Canadian trends in FDI, assessing Canada
investment. The next section reviews the factors that affect inward FDI into a country.

Section IV, the longest in the report, evaluates where Canada stands with t@sipe

factors influencing the decision of firms to undertake FDI. It does so by reviewing,

among others, indicators of business environ
rankings as well as by providing an overview of FDI regulations in Canada, aompar

the level of restrictions to other G7 members. Finally, section V concludes with possible
government action to build on Canadads exi st

The report finds that the pe$t9 8 0 decl i ne i n Canadads shar
reflects the opening afther countrieso FDI rather than a hostile climate for FDI in this
country. Indeed, there is no one factor that can be identified as seriously impeding the
flow of FDI to Canada. The report identifies a number of areas where £eaaad
potentially improve its attractiveness to FDI, including possible changes to FDI
regulation, a more competitive tax regime, better infrastructure, and certain
improvements in the human capital area.

Key findings are highlighted below.

Global and Canadian Trends in Foreign Direct Investment

e In 2006, global FDI inflows reached $1,306 billion USD billion, the second highest
level ever recorded and just $135 billion USD short of the peak reached in 2000.
Increased crosBorder mergers and acquisitiond&A ) activity was responsible for
much of the rise in global FDI. These transactions rose significantly, both in number and
value, approaching the previous M&A peak in 2000.

e Canada performed rather poorly in termsteflongterm average annual growtate

of FDI stockover the period 1992006 compared to the U.S. and major country groups.
AsaresutCanadadés share of woavdrthe geriod, going foomk has ¢
6.3 per cenin 1990(and 9.6 per cent in 1980p 3.7per cenin 2000, and.2 per cenin

2006



e Canadaods performance in attracting FDI |l oo
inflows rather tharstocks Annual FDlinflowsinto Canada increased in absolute terms

from 2002 to 2006, from $22.1 billion USD to $66.6 billion USD, representing a
compound average annual growth rate of 31.7%, which was higher than the growth rate

in many other countries.

e Foreign acquisitions in Cada have risen both in value and number since 2003. In
2006 the value of foreign acquisitions in Canada reached $114 billioniGA® highest
value in the last decade.

Canadian Performance in the Most Influential Factors Affecting FDI Inflows

e Canadahasthe highest proportion of workirgged adultsvith postsecondary degrees
among OECD countries positive factor for attracting FDI.

e Labour productivity growthn Canada, compared to other major OECD countries, has
been weak. In addition, Canadiansimness R&D expendituras a percentage of GDP is
below average. It is however unclear how important this situation is for FDI location
decisions. Foreign businesses can largely influence their own productidiipr@ovation
performance sincthey organie the production process and control R&D spending.

¢ Although Canada stands in good sta@aterms of its physical infrastructure, there are
some indications that its position may have slipped compared to some other countries.

e The marginal effective taxate on capital for large and medium sized corporatizass
30.9 per cenin 2007. This isahigh rate although it israpidly declining (down from 39
per cent as recently at 2005) and is expeaetetline more in the near term

e Canadian macroeconomic performance and public finances have been strong in recent
years. Despite a market currency appreciation, the Canadian economy experienced solid
growth in recent years, reflecting sound macroeconomic policies.

e The World Bank reportGovernance Matters 2007%aken together with th&lobal
Competitiveness Repa20062007 from the World Economic Foruyrsuggests that the
problem with Canadian business regulation is not its level, but thecomsuming and
bureaucraic nature of the process of compliance.

e The quality of life in a country is an important, though often implicit determinant of

FDI location choiceCanada has consistently scored Wwe
development index, which combines social andnemic weltbeing into a composite

index.

e The Worl d E ¢ o Glmbali @ompEtitiveness AReppnvhich takes into
accountinternational attractiveness of countries to foreign investors, rabkaddal6th
out of 125 countries in the 20@®07 reportdown from 13th in the 2008006 report.
Among G7 countries, France and Italy performed worse than Canada.



List of Charts and Summary Tables

Chart 1: FDI Inflows by Region, 1992005 (in billions of USD)

Chart 1A: Share of~DI Stock forDeveloped, Developing, and Transition
Economies, 1982006

Chart 1B: Share of World FDI Stock for Selected Countries, 12806

Chart 2: FDI Inflows in G7 Countries, 2002006 (Billions of USD)

Chart 3: Inward FDI Stock as a Percage of GDP in G7 Cauries 1990, 2000,
2005 and 2006

Chart 4: Inward FDI Stock and Stock Growth by Region, 1990 and 2006

Chart 5: Canada'’s Share of World FDI Stock, Selected Years

Chart 6: Mergers and Aguisitions in Canada, 192D06(Billions of CAD)

Chart 7: FDI Stockin Canada by Industry, 199806 (Billions CAD)

Chart 8: Ownership of FDI Stock in Canada, 2006 (Percentage)

Chart 9: Share of Energy and Metallic Minerals in Total FDI Stock in Canada,

19832006 (Percentage)

Chart 10: Percentage of Adults Aged B8 with Postsecondary Education, 2005

Chart 11: Percentage of Adults Aged B8 with University Education, 2005

Chart 12: Federal and Provincidlerritorial Budgetary Balances (Public Account
Basis)

Chart 13: Total Government Financial Balances

Chart 14: Federal and Provincialerritorial Debt

Chart 15: Total Government Net Debt (National Accounts Basis)

Chart 16: Employment Protection Legislation, 2003§®cale)

Chart 17: Human Development Index, 20@D08 Report, 177 Countries

Chart 18: Human Develpment Index in Canada, 177 Countries

Chart 19: Business Sector Output per Hour Growth in Canada and the United States
(average annual rates and annual rates of change, percent)

Chart 19A: Output per Hour in the Business Sector in Canada as a Percehtage
U.S. Level, 19472006

Chart19B: Canadadés Output per Hour Average Annua

Chart 19C: Output per Hour Growth Rates in Selected OECD Countries,-2008

Chart19D: Canadaés Ranking among OECD Countri es

Chart20: R&D Expenditure as a Percentage of GDP by Performer, 2005

Chart 21: Marginal Effective Tax Rates (METRS) on Capital for Large and Medium
Sized Corporations, 2005

Chart 22: Canada's Plan for Marginal Effective Tax Rates (METRS) on New
Business Investent in 2012

Chart 23: FDI Restrictions in OECD Countries, 1980 and 2000

SummaryTable 1. Determinants of Foreign Direct Investment

Summary Table 2: Educational Attainment i2005 for Selected OECD Countries and
Regions

Summary Table 3: BusinessCosts by Country and Industry Sector, 2008



| OOAOOET ¢ #A1T AAAGO ! AEI
Foreign Direct Investment 1

Introduction

The global business environment is changing. Increased economic integration and
trade liberalization have ginaise to a business model in whitchde is increasingly
confined to intermediate inputs, and investments are made around the world to tap into
locationspecific advantagedmprovements in information and communications
technologies and lowering of transpoosts allow for each stage of production to be
located anywhere in the world where it can be conducted most efficiently. It is therefore
not surprising that foreign direct investment (FDI) inflows reached the second highest
level ever recorded in 200%jth developed countries, developing ctrigs, and
transition economiesll registering growth in inflows. While Canada has recovered from
its FDI inflow slump in the period 2002004, its global share of FDI stock has declined
significantly over the longerm. On the other hand, developing economies in Asia and
Latin America,andSouthern Hrope along with CIS countries haak increasedheir
share of world FDI stock. A key issue is whether our falling share of world FDI
represents a failing on the paf Canada or rathex natural development associated with
the opening up of investment opportunities in other countries. In any case, the challenge
for Canada is to adapt to this new economic environment, and become the destination of
choice for highvalue activities within global supply chains, which is essential for the
long-term prosperity of Canadians.

The aim of this report iIis to assess Canad

investment (FDI). It examines global trends in foreign direct imvest, analyze
Canadabs performance i n at swagscotmake Ganada c h
a more attractive destination for foreign capital. Accordingly, section | discusses the
theoretical underpinningd the costs and benefits of FBihdthe conditions necessary to

maxi mize a countryds gain from inward FDI

nve

and Canadian trends in FDI, assessing Canada

investment. The next section reviews the factors thataiiward FDI into a@untry.

Section IV, the longesh the report, evaluates where Canada stands with respect to the
factors influencing the decision of firms to undertake FDI. It does so by reviewing,

among others, indicators of business environrmetitalCanada 6s posi ti on
rankings as well as by providing an overview of FDI regulations in Canada, comparing
the level of restrictions to other G7 members. Finally, section V concludes with possible

government action t o bniages and develo®newmanesa 6 s e X

! The authors would like to thank Kellie Fong and Ron Hirschhorn frortmepetition Policy Review Panel for
comments on an earlier version of the paper and Alex Murray from the Centre for the Study of Living Standards for
editorial assistance.

2 A detailed discussion on the rise of global value chains is presented in DFOSIT) (2

i n

i st



|. The Impact of Foreign Direct Investment

The importance of foreign direct investment (FDI) for laagn development is
widely accepted among economists. Both economic theory and empirical evidence
suggest that FDI hashkeeneficial impact on host countries through the generation of
employment, the rising of productivity levels, the transfer of skills and technology, and
the increase of exports. In addition to benefits, a number of potential costs of FDI have
been identifed, including loss of head office and ancillary functions, loss of sovereignty,
loss of national icons, and less researchdawdlopment. This section disses both the
benefits and costs that are thought to be associated with FDI. The objectivesettiois
is not to provide a comprehensive assessment of the benefits and costshoft BBl to
highlight the issues involved.

A. Benefits of FDI

The benefits of FDI to host countries do not accrue automatically. An enabling
domestic business envirment, which encourages both domestic and foreign investment
and provides incentives for innovation and skills upgrading, is essential to reap the
maximal benefit from FDI. Factors that can hold back the realizatitredienefits of
FDI include low heah and education levels the labour force, weak competition,
insufficient openness to trade, and inadequate regulatory frameworks in the host country.
It is therefore useful to consider the potential benefits of FDI in the context of the
environment thieenable these benefits to be realized.

e FDI and Growth: Most empirical studies find that FDI improves factor productivity

and income growth in a host country, beyond what would be otherwise possible.

However, the magnitude of this impact is generally difficult to assess empirically. It is
alsounclearifthep osi ti ve effects of FDI are dampened
domestic investment. Nevertheless, even when crowding out does take place, the net

effect of FDI generally remains beneficial.

¢ Trade and Investment: FDI integrates the host economy more closely into the world

economy. Trade and FDI tend to be mutually reinforcing channels for international trade,

resulting in both higher imports and exports in the fong r m. A countryods ab
attract FDI deperglsignificantly on the abilities of multinational enterprises (MNES) to

engage in import and export activities. Host countries can attract FDI by following

policies of regional trade liberalization and integration.

e Technology Transfers: According to eonomic theory, technology transfer is the

main channel through which FDI boosts productivity, both directly by the impact of the
superior technology of the foreign investor
indirectly through externalities created iy foreign investor in a host country. Such

externalities related to technology transfer and diffusion work through several channels:
linkages of foreign firms with suppliers and purchasers in the host country (vertical

spillovers), inkages with competmor complenentary firms in the same industry

(horizontal spillovers), migration of skilled labour, and internationalization of R&D.



Empirical literature finds stronger evidence for vertical spillovers than horizontal ones.
A possible explanation for thimay be the efforts by foreign enterprises to limit
knowledge spillovers to competitors. It is important to note that for technology transfer
to create positive externalities, the technologies need to be relevant to the host country
business sector. Rtermore, evidence suggests that the ability of-boshtry

enterprises to absorb the technology transferred via MNEs depends on their
technological level not being substantially different from that of the foreign investors.

e Human Capital Enhancement: FDI affects human capital formation indirectly

through host country government policies to attract FDI, and directly through the training
opportunities provided by foreign enterprises. Foreign enterprises may also enhance the
human capital in other enteipes with which they develop links. Investment in human
capital is vital for creating an enabling environment for FDI. However, it should be

noted that the beneficial effects of FDI on human capital are a supplement to, not a
replacement for, the overafforts of a country to enhance the skill levels of the general
population. While empirical evidence shows that MNEs tend to provide more training
and upgrading of workers than domestic firms, evidence of spillovers is much weaker.

e Competition: FDI can spur competition in domestic markets, leading to higher
productivity, lower prices, and a more efficient allocation of resources. However, foreign
investment taking the form of mergers and acquisitions (M&A) can increase market
concentration, which cdme anticompetitive. In addition, evidence suggests that the
magnitude and dispersion of spillovers from FDI on competition are likely to be
positively related to prevailing levels of competition in the country. {doshtry
governments should ensurettpalicies are in place to safpiard a healthy degree of
competition. Trade liberalization, competition laws, and enforcement agencies can
ensure that sufficient competition stsi in the market, thereby protecting consumers.

e Enterprise Development:FDI can promote enterprise development in the host
country through efforts of MNES to raise efficiency, reduce costs, and undertake new
activities in the domestic enterprises they take over, as well as through synergies within
the MNEs themselves. In atdn, efficiency gains may occur in unrelated enterprises
through spillovers. Foreign takeovers can lead to improvements in management and
corporate governance, even in the privatization of governowenéed enterprises, which
have sometimes been politigacontroversial (usually due to shaun job losses as a

result of restructuring).

The above discussion indicates that the potential benefits from FDI to host
countries can be substantial, but policies are required to ensure that these benefits are
actally realized. The magnitude of the benefits thus depemti®stc ount ri esd ef f or
to put in place an enabling environment for Fdé. raising their level of technological,
educational and infrastructural achievement enables countries to accendkargfits
from FDI. While the overall effect of FDI on enterprise development and productivity is
usually positive, it may produce some adverse distributional and employment effects in
the hosttountry. These problems are usually temporary, and policat encourage
labour nmarket flexibility, create macexonomic stability, and provide adequate legal and



regulatory frameworks work to reduce the costs associated with these problems. In this
sense, FDI can further serve to reinforce the prevailingittons in the host country,
whether or not these conditions are desirable. Therefore, sound policies that create an
enabling domestic business environment are the key not only to mobilizing domestic
resources, but also to maximizing the net benefit frarm ¥

B. Costs of FDI

Concerns are often raised about certain negative impacts of FDI on the host
country. These concernahich are generally momgolitical and social than economiit
nature, are much more associated with the foreign corporate takethar with
greenfield investments by foreign firms.

It is often argued that foreign corporate takeovers are bad for the host country as
they result in the Aholl owing outo of the
domesticallyproduced busiss and professional services supplied to corporate
headquarters. With the large number of foreign corporate takeovers in Canada in 2006
and 2007, this issue has been prominent in public debate, and was a key factor leading to
the creation of the Compebtti Policy Review Panel.

Many Canadians have expressed concern over the recent spate of takeovers of
companies they consider fAnational icons. 0O
of these companies has a negative anapt on Can adrdit, sexening tan o n a |
emotional toll on the Canadian psyche.

Critics of FDI often assert that increased foreign ownership of Canadian assets
erodes national sovereign It is argued that the business decisions of firms controlled by
Canadians will be moreongruent with th overall national interest thadecisions by
firms operating in Canada but controlled by foreigners, even though such decisions are in
principle motivated by the financial interests of the shareholders, not national interests.

An additional drawback of FDI often cited in the FDI literature is the propensity
of MNCs to concentrate R&D in their home country. The classic example of such
behaviour in the past has been the concentration of R&D undertaken by the Big Three
auto makers in the Ubed States. It should be noted however that there are exaaiples
foreign-controlled firms thatindertake significant R&D in host countries.

There is a vigorous debate about the merits of the above arguments. For example,
a recent Conference Boaofl Canada (2008) study arguésat the effects and extent of
corporate takeovers are largely determined by the business decisions taken by the
acquirer and that these decisions are driven by the business strategy considerations.

Consequently, the nationalitybfh e acquirer is |l ess iIimportant

rationale for the acquisition, particularly the business strategy context.

3 An elaborate discussion on the costs and benefits of FDI and a review of the empirical evidence is found in OECD
(2002).



Il. Recent Global and Canadian Trends in FDI

In the analysis of FDi,t is important to always make a distinction between FDI
flows and stocks. FDI flows refer to the amount of FDI that enters a country during a
certain period, generally a calendar year. FDI stocks refer to the amount or value of FDI
at a certain point iime, generally December 31. FDI flows accumulate over time to
determine the FDI stock.

It is also important to distinguish gross and net flows. Gross inflows refer to the
total amount of FDI that enters a country in a given year. But multinatiorred Gan also
liquidate their FDI in a host country and repatriate the proceeds to the home country. This
is called gross FDI outflows from a country. Net FDI flows are defined as the difference
between gross inflows and gross outflows. As gross inflows albyrexceed gross
outflows, net FDI flows are generally positive. But in certain years when there are large
repdriations of FDI, net FDI flows can be negative (as they i@r€anada in 2004). In
international discussions of FDI, the most widely usedcsappears to be the FDI data
base maintained by the United Nations Conference on Trade and Development
(UNCTAD). In this section, data are provided for FDI flow estimates on a net basis. For
international comparisons, UNCTAD data are used while Stati€émada data are the
main source for inward and outwards flows of FDI in Canada as they provide more
detailed breakdowrss.

FDI flows can be loken down into three distintgpes: FDI arising from mergers
and acquisitions, reinvested earnings by for@igntrolled firms, andiotherd wh i ¢ h
includesgreenfield investments. The motivation and effects of the three types of FDI can
differ significantly so it is always important to be aware of these distinctions in FDI
investment. As a general rule, therenigsch more controvsy about the relative benefits
andcosts from FDI inflows associated with corporate takeovers than from FDI inflows
associated with the reinvestment of earnings and greenfield investments.

Inordertoiden i f y Ca n ad angte and weakaess teonis of$-DIr
attractiveness, it is iIimportant to first ass
This section first provides an overview of global trends in FDI. It then focuses on trends
in Canada by: (i) reviewing the recevolution of FDI stocks and flows in Canada; (ii)
assessing the importance of foreign mergers and acquisitions in Canada to recent FDI
trends; (iii) identifying the major contributing countries and the sectors most targeted by
FDI; and (iv) reviewing trenslin Canadian direct investment abroad.

“Statistics Canada defines FDI to include all i nvestments
obtaning a lasting interest in an enterprise resident in Canada. It notes that in practice direct investment is deemed to

occur when a foreign company owns at least 10 per cent of the voting equity in a Canadian enterprise.

5 UNCTAD and Statistics Canada estites on FDI are identical if appropriates PPPs conversion rates are used.

UNCTAD data can be found in Tables 1, 2 and 3 while statistics Canada data can be found inT&bles 4



A. Global Trends

I. Trends in FDI flows

Since 2000, foreign direct investment flows have been at significantly higher
levels than in any oth@eriod since 1970 (Table 1)In 2006, global FDI inflows,
expressetdh nominal prices, reached $1,306 billion USD, the second highest level ever
recorded and just $135 billion USD short of the peak of $1,441 billion USD reached in
2000 (Chart 1). All major country groupsieveloped countries, developing countries,
and tansition economieik sawstrong growth in FDI inflows in 2006, the most recent
year for which data are available.

The |ionbds share of FDI has al ways taken
example, in 2006, the developed countries accounted fpeéent of FDI inflows,
compared to 29 per cent for developing countries, and 5 per cent for transition economies
(SoutheasEurope and CIS). The EU remained the largest host region for FDI,
accounting for 41 per cent.

Growth in FDI flows to developecbuntries has been particularly robust in recent
years, up 16 per cent in 2004, 40 per cent in 2005 and 46 per cent in 2006. This follows
consecutive falin FDI inflows to developed countries in 2001, 2002 and 2003. Indeed,
FDI inflows to developed cournes in 2003 were down 75 per cent from the 2000 level.
The United States was the worldoés | argest FL
$175 billion USD, followed by the Uted Kingdom ($140 billion USDand France ($81
billion USD). Canada had tH#th largest FDI inflow, at $69 billion USD, after the three
G-7 countries already mentioned and China.

FDI inflows to developing countries have also been very robust in recent years, up
21 per cent in 2006, 22 per cent in 2005, and an astounding 48mien 2004.
Developing countries in Asia and Oceania maintained their strong attraction of foreign
investment in 2006, garnering 72 per cent of total inflows to all developing countries
since 2003.

But it isthe transibn economies, defined as SowkeEurope and the CIS
countries, that have experienced the most rapid growth in FDI, admittedly from a small
baseFDI to these economies increased over 400 per centlodast four yeargrom
$13 billion USD in 2002 to $69 billion USD in 2006.

Increased croslorder M&A activity was responsible for the more than doubling
of global FDI since 2003 (UNCTAD 2007). These transactions rose significantly, both in
number and value, approaching the previous M&A peak in 2000. This world M&A
boom was dsien by high stock market valuations, rising profits and favourable financing
conditions. In North America, the value of M&A sales almost doubled in 2006, mainly
due to high value deals concluded in the natural resources industry in Canada. In Europe
thevalue of cross border M&A deals remained higher thadorth America in 2006,

5 All tables are found at the end of the report.



and grew by 9 per cent. The United Kingdom was the main target country in Europe,
with 3 of the 5 largest crossrder M&A deals worldvide being acquisitions of UK
companies y investors from continental Europe (UNCTAD 2007).

Chart 1: FDI Inflows by Region, 1995-2005 (in billions of USD)
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Source: UNCTAD Interactive Database on Foreign Direct Investment

ii. Trends in FDI stocks

Following from the large increases in FDI flows, the world stock of FDI has
ballooned in the past quarter century. Expressed in nominal US dollars, the world FDI
stock morehan tripled in the 1980s from $551 billon USD in 1980 to $1,779 billion
USD in 1990; again more than tripled in the 1990s to $5,810 billion USD in 2000; and
more than doubled in the first six years of the 2000s to $11,999 billion USD ($12 trillion
dollarg in 2006 (Table 2). The value of the world FDI stock in 2006 was around 22 times
greater in 2006 than 1980, an average annoalthrrate of 12.¢er cent. Growth in the
world stock of FDI has been particularly strong since 2002, with annual incredses of
per cent in 2003, 17 per cent in 2004, 5 per cent in 2005, and 19 per cent in 2006.

It is often thought that massive FDI flows to the developing world have been
driving the growth in the world FDlestock.
of world FDI has been remarkably stable, at 25.5 per cent in 1980 and 26.3 per cent in
2006 (Table 2a and Chart 1A). The FDI haf the developedountries has fallen
somewhat, from 74.5 per cent of the world total in 1980 to 70.5 per cent in 2006. But
has been the transition economies, defined as the Commonwealth of Independent States
(CIS) and Soutteast Europe, but excluding China, who have largely made up for the fall
in the developed country world FDI share. Their share increased from e$gertialin
1980 to 3.2 per cent in 2006.



Chart 1A: Share of FDI Stock for Developed, Developing, and
Transition Economies, 1980-2006
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World FDI shares for & countries have been fairly stable over the 12806
period, except for Canada. There were small increases in the world FDI share for France
(from 4.8 per cent in 1980 to 6.5 penten 2006), Italy (1.6 per cent to 2.5 per cent), and
Japan (0.5 per cent to 0.9 per cent). On the other hand, there were small decreases in
shares for Germany (6.7 per cent to 4.2 per cent), the United Kingdom (11.4 per cent to
9.5 per cent, and the Uad States (15.1 per cent to 15.0 per cent). All these changes
were minor compared to developments for Canada, whose world FDI share fell 6.6
percentage pointsr by twothirds from 9.8 per cent in 1980 to 3.2 per cent in 2006
(Chart 1C). The factors betd this development will be discussed in the next section.

Chart 1B: Share of World FDI Stock for Selected Countries, 1980-
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While the world FDI stock in the developing world was relatively stable between
1980 and 2006, there have been important shifts within the area. In particular, Africa has
seen its world FDI sdre plummet from 7.2 per cent in 1980 to 2.6 per cent in 2006. This
was largely offsetby he ri se of Asiads share from 11.9
share of Latin America and the Caribbean also rose from 6.4 per cent to 7.6 per cent.
Within Asia,Hong Kong and China accounted for the iis¢éhe Asian share of world
FDI; Hong Kong saw its share rise from 3.8 per cent in 1980 to 6.6 per cent in 2006, and
China experienced an increase from 0.2 per cent to 2.4 per cent (Chart 1B). Given the
small sizeof Hong Kong, it is interesting to note that its stock of world FDI is more than
double that of Canada!

B. FDI Trends in Canada

Global trends in FDI clearly point to an unprecedented increase irlovodsr
investment. In this context, it important to determine if Canada is playing a leading role
in these worldwide trends or if it instead is a relatively minor player. Indeed, why has
Canadads share of the world FDI stock been c
century? For that reasatijs section reviews trendsimward FDI to Canada from both
historical and international perspecsve

i.# A1 A &BI&IQvs and Stocks
As noted, FDI performance can be assessed in terms of both flows and stocks.

While the former are a good indicatiohrecent development in and/or changing
incentives to foreign investment, the latter provide a longer term picture of incentives to

invest in a given country. Given the volital
ability to attract FDI is extregly sensitive to the period chosen. For example, based on
devel opments since 2002, Canadads performanc

impressive. Annual net FDhflowsinto Canada increased threefold in absolute terms

from 2002 to 2006, from $22.2 billion USD to $69.0 billion USD, representing a

compound average annual growth rate of 32.9 per cent (Table 1 and Chart 2). Canada
experienced much higher growth than moseotB7 countries over that period, including

Italy (28.1 per cent), the United States (23.9 per cent), France (13.4 per cent), Germany

(-5.4 percent)andJapamhi ch recorded negative net FDI i
growth over the 2002006 period wa also well above the world average (20.4 per cent)

and outpaced many developing countries such as China (7.1 per cent), India (31.6 per

cent), Korea (9.9 per cent), Brazil (3.2 per cent) and Mex{d per cent).

However, if one uses the year 20@0adbase, Canada has perfornmadch less
well, with FDI inflows in 2006 esentially unchanged from the ye2000, given the
extremely high level of FDI inflows that year.



10

Chart 2: FDI Inflows in G7 Countries, 2002-2006 (Billion of USD)
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Recenly released Statistics Canada data for 2007 show that the net flow of FDI
into Canada, expressed in current Canadian dollars, jumped a massive 47 per cent in
2007, rising to $115 billion from $78 billion in 2006 (Table 4)

In terms of the absolute level of FDI inflows (not adjusting for the size of the
economy) , Caformaha W 2006-iDfar frqggngpoor in comparison to other
countries. Canada ranketl @mong the G7 in the size of its FDI inflow despite having
the smallest economy of the group, and recorded higher levels of net FDIsitiflawall
developing economiesith the exception of China, which received an almost identical
amount of FDI ($69.5 billion USD).

Despite Canadab6s apparent strong perfor ma
Nations Commission on Trade and Development (UNCTAD) points out Viat$d
Investment Report 200that, in comparison to its potential, Canada is in fact
under performing. The report ranks countries
the inward FDI performance index and the inward FDI potential index. The FDI
performance idex measures the extent to which a host country receives inward FDI
relative to its economic size (calculated as
inflows to its share in global GDP). The FDI potential index reflects cospiegific
structuralvariables which affect inward FDI and which do not generally change from
year to year. In 2006, Canada rankell @at of 141 countriem terms of its FDI
performance (based on the inward FDI index), while it ranKkid 4ems of its potential
(Table23). Thusthereisa si gni fi cant caetynlFD petforneaeca Canadad
and its potenti al FDI perfor mance. Mor eover
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inflows is relatively high compared to other economies in the world, when its FDI
inflows areadjusted for the size of its economy (share of world GDP) it ranks quite low.

Chart 3: Inward FDI Stock as a Percentage of GDP in G7
Countries, 1990, 2000, 2005 and 2006
60
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In terms of the absolute ability of Canada to attract and retain FDI, measured as
the inward FDI stock/GDP ratio, Canada does fair well. AmoagdBuntres, Canada in
2006 had the third highest FDI/GDP ratio at 30 per cent, below only the United Kingdom
(48 per cent), and France (35 per cent).

But in terms of the relative ability of Canada to attract FDI, it appears that Canada
has been losinggroundn deed, even t hougthckesSashaelohAds i nwar
GDP increased 50 per cent over the 12006 period from 20 per cent to 30 per cent of
GDP (Chart 3 and Table 3), all otheri&ountries experienced larger increases in per
cent terms and all ber G7 countries except the United States and Japan experienced
larger increases in percentage point termsard FDI stoclkas a share of GDP increased
fivefold in Francethree fold in ItalyandJapan (admittedly from a very low base in this
country), nore than doubled in Germany and the United Kingdamddoubled in the
United States.

Canadaoor performance in the growth of the FDI stock/GDP ratio over the
199062006 period was due to the relatively poor performaméerms ofgrowth inFDI
stock with an average annual growth rate of only 8.0 per.céwmén if we do not
considerSouthEast Europe and CIS countries, where FDI inflows naturally took off after
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the fall of communismCanada still did poorly relative t#hsia (16.2 per cent the
Europan Union (3.2 per cent and the United State8.9 per cent

Chart 4: Inward FDI Stock and Stock Growth by Region, 1990 and 2006
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Canadads share of worl d FDiermsgbimgdram has al s
9.8 per cent in 1980 t®.3 per cent in 199.7 per cenin 2000, and 3.per cenin 2006
(Table 2, Chart 5) This should not be surprising, as Aarad Oceanig.atin America
and the Caribbearsouthern Europe along with CIS countries and the European Union,
all significantlyincreased their share of world FDI stock between 1990 and 2006.

The drastic fall i n Canadads share of the
much attention in this country. Some see thi
declining ability to attract FDI and a major problem or challenge for the Canadian
ecaomy, although the factor that triggered this development is generally not specified.

Others are more sanguine and see the decline as a more natural development. They note

that it has not been the absoluteDIll evel of C
growth has averaged 8 per cent per year between 1990 and 2006. Rather it is that the FDI

stock growth has been much faster in other countries. It is argued that this development

reflected the massive growth of FDI to other economies as these econpanes to the

world.

Already in the mmediate postwar period Canadasia major destination of FDI,
with this countrydéds world FDI share well abo
countries at the time, Canada was open to FDI. After 1980 the rest abtideopened to
FDI. The reduction of investment barriers in the EU meant EU firms invested more in
other EU countries. The fall of communism opened up the former Soviet bloc to
international capital. The adoption of more matbeented policies in many seloping
countries, especially in Asia,deto large inflows of FDI to these areas.
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From this perspective, it is unrealistic to have expected Canada to have retained

its 1980 share of world FDI (9.8 per cent). Indeed, given the massive grotehworld

FDI stockover the last quarter century, if Canada had retained its 1980 share of world
FDI in 2006, its FDI/GDP ratio would have been 90 per cent instead of 30 per cent. The
extent of foreign control of the Canadian economy would have been much greater.
Indeed, Canada would have had the highest FDI/GDP ratio in-thby& factor of two!
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Chart 5: Canada's Share of World FDI Stock, Selected Years
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Source: UNCTAD Interactive Database on Foreign Direct Investment

ii. Mergers and Acquisitions

FDI captures investments in the form of mergers and acquisitions (M&A),

reinvested earnings and other investments including gedeinivestment. Mergers and
acquisitions are of particular interest because these investmenftearthe target of
criticism; they raise fears of a hollowing out of Canadian businesses. According to the
Financial Post Crosbie estimates, foreign actjais in Canada have risen both in value
and number since 2003 (Chart 6, Tablé ®).2006, the value of foreign acquisitions in
Canada reached $114,091 million CAfhe highest value recorded over the last decade
(Table 6)® On the other hand, the nuettof transactions has declined compared to the
last M&A peak in 2000, signifying an increase in higdlue takeovers in Canada.

According to data from Statistics Canada, the share of foreign acquisitions in FDI inflows

has increased since the slump i®20going from 6.7 per cent of FDI inflows in 2003, to

" There exist two differentosirces for estimates of the value of M&A in Canada. The Financial Post Crosbie (FPC)
publishes estimates of the number of deals and their value while Statistics Canada provides official estimates of FDI
inflows broken into M&A, reinvested earnings and otRBI. While both sources show similar trends, FPC estimates

tend to be significantly larger than Statistics Canada estimates. Table 5a shows that recent trends for M&A are similar
for both sources. The Competition Policy Review Panel Consultation P@&0#)@h ar peni ng Canadads
Edgeuses both sources for assessing the level of M&A in Canada.

8 FPC preliminary estimates suggest another significant increase in 2007, with M&A deals in Canada easily in excess
of 155 billion CAD.

Compe
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approximately 58.1 per cent of FDI inflows in 2006 (Table 6). Over the-2006

period, 36.5 per cent of all FDI inflows were accounted for by M&A. Canadian
investment abroad has been slightly lesgeth by M&A activity, with M&A investments
abroad accounting for only 31 per cent of the average outward FDI between 2001 and
2006 (Table 11). The difference was starker in 2006, with M&A accounting for 58.1 per
cent of inward FDI flows but only 36.7 peent of outward FDI flows.

120.0
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20.0
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Sources: CPRP {2007;figure 8) and Statistics Canada Table 376-0016

Chart 6 :Mergers and Acquisitions in Canada, 1994-2006 (Billions of CAD)
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The recent increase in FDI in Canada in the form of M&As, and foreign takeovers
of prominent Canadian firms such as Fal
Company, has fuelled debate over whether Canada is being digpmopily affected by
the global increase in M&A activity. However, data fréimancial Post Crosbie:

Mergers and Acquisitiondo not support this view, showing that between 22006

Canadian companies acquired 1,993 foreign firms at a combined valpprokimately

$300 billion CAD, and that over the same period, 864 Canadian companies were acquired
by foreign firms at a combined value of $286 billion (CPRP, 2007). It is also important to
keep in mind that annual M&A activity tends to fluctuate shafifggn year to year, and

can be considerably affected by a few higihue transactions. The recent hgbfile

takeovers in Canada ahot necessarily signal a disproportionate hollowing out of

Canadian businesses.

conbr
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Chart 7: FDI Stock In Canada by Industry, 1999-2006 (Billions CAD)
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iil. Foreign Direct Investment by Sect or and Country

There are significant differences across sectors in the prominence of FDI flows
and stocks (Table-8, Chart 7 Overall, 36.5 per cent of FDI stock in Canada was in the
manufacturing industry at the end of 2006, down from 48.4 per cent in 2000 (Table 8).
The mining and oil and gas extraction industry increased its share of FDI stock from 15.1
per cent in 2005 t&6.2 per cent in 2006, and up from 8.5 per cent in 1999. The finance
and insurance industry also held a significant portion of the FDI stock, 12.2 per cent in
2006. Over the period 202006, both the finance and insurance industry, and the
services andetailing industry registered strong annual growth rates of 6.2 per cent and
10.0 per cent respectively. The mining and oil and gas extraction industry posted the
highest annual growth rate over this period, at 12.3 per cent. In 2006, the bulk of FDI
stockin Canada still was in the manufacturing sector, followed by mining and oil and gas
extraction, finance and insurance, and services and retailing. However, the manufacturing
sector is declining in importance, with FDI in mining and oil and gas extrasgovices
and retailing, and finance growing rapidly.

While many countries have stakes in the FDI stock in Canada, a very large portion
of it is accountedor by only a few countries (Table 10). As shown in Chart 8, the United
States accounts for the bulk of the FDI stock in Canada (68 per cent). The U.S. FDI stock
in Canada is fairly evenly distributedhang sectors, with energy antetallic minerals

° FDI stocks by industry are available from Statistics Canada on both a North American Industry Classification System
(NAICS) basis and on a 1980 Standards Industrial Classification (SIC) basis. FDI flows and only available on a 1980
SIC basis.
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andtheial | other industrieso category
by finance and insurance at 17.8 per cent, and then machinery and equipment at 12.1 per
cent. Only three other countries, the United Kingdom (8.7 per cent), France (6éhper

and the Netherlands (5 per cent) own more than five per cent of the FDI stock in Canada.

Chart 8: Share of FDI Stock in Canada Owned by Selected
70 - Countries, 2006 (Percentage)
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iv. Canadian Direct Investment A broad

While not the focus of this study, it is interesting to note that Canada has been a
net exporter of capital (in therfm of FDI) since 1996 (Table 8 and Table 13). Indeed,
from 1996 until recently, the overall stock of Canadian direct investment abroad has been
higher than that of foreign direct investment in Canada. Between 1997 and 2006, the
ratio of FDI stock in Canadto the stock of Canadian direct investment abroad has
hovered between a trough of 81.9 per cent in 2002 and a peak of 90.6 per cent in 2003. At
the end of 2006, the total stock of Canadian direct investment abroad was $523 billion
CAD whereas the totalH stock in Canada was $449 billion CAD. This situation
represented a significant break with the historical reality of Canada as a net importer of
capital since as late as in 1988 the stock of FDI in Canada was still 43 per cent larger than
that of Canadia direct investment abroad. Yet, it must be noted that these development
are in large part the result of significant increases in Canadian direct investment abroad
rather than that of a slowdown in FDI growthThe large FDI inflows in 2007 have
resultedn Canada again returning to a position where FDI in Canada exceeds Canadian
FDI abroad.

10 A more deailed discussion of Canadian direct investment abroad is found in the discussion paper produced by the
Competition Policy Review Panel Consultation (2007).

maki ng

uf
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[1l. Factors that Determine FDI

The factors that affect FDI can be broadly divided into two general areas: first,
those that are fundamental drivers or rationfde&DI decisions and second, those
associated with the environment that enabtefacilitates FDI

Three fundamental drivers or rationales for a firm to make a direct investment
outside its home country can be identified: to take advantage of arladedt; to exploit
natural resources; and to make use of human resources in the host country in production
processes. One or a combination of the follo
investment abroad:

(a) Market Seeking: One motivation for firms tonvestabroad is access to largar
fastergrowing markets, or markets in which there is less competition than the
home country. The existence of trade barriers has historically motivated firms to
establish operations outside their home country to takenaage of local
markets. For example, in the first half of thé"2@ntury US firms such as the Big
Three auto companies established production operations in Canada to get behind
tariff barriers and sell their products in Canada. It should be notedhéhatarket
access sought by multinationals may go beyond the local market of the host
country to include markets with preferential access from the host country. For
example, Japanese auto companies have made direct investments in Canada to
produce vehicle®or the US market which is open to Canadmsed producers
under NAFTA and US firms have invested in Ireland to gain access to the EU
market. With trade liberalization, this motivation is of declining importance
today.

(b) Resource SeekingFirms alsanves abroad to exploit natural resources (usually
for export markets) that are not readily or cheaply available in the home country.
Manufacturing firms such as chemical producers that use natural resources may
also invest abroad to set up plants closeemgtural resources that are used in
the production process. Canada has traditionally attracted FDI in the primary
sector due to its rich natural resource base. Natural resources continue to be the
driving force in inward FDI into Canada, and with the fiseommodity prices,
this rationale for FDI is increasing.

(c) Efficiency Seeking:Firms may invest abroad in order to take advantage of the
relative strengths of countries in a way thmhimizes theircosts.For example, a
firmds st r a takingydvantge oficmeapllabodiren one country for
certain parts of the production process, and utilizing highly qualified workers in
another country for different elements of the production process. Efficiency
seeking is becoming an increasingly impotrt@@terminant of FDI, evidenced by
the rise of global value chains.
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Summary Table 1: Determinants of Foreign Direct Investment
(a) Markets: size, growth potential, income levels, proximity to importagional
markets, urbanization, demand patterns.
(b) Resources: natural resources availability, location of resources, cosl
exploring and exploiting resources.
(c) Competitiveness: labour costs, labour productivity, availability of skill
labour,scale of production, physical infrastructure, and level of technology, cc
comparative advantage
(&) Macroeconomic Environment: price stability, growth, employment, exchar
rates
(b) Promotion of Private Enterprise: tax system, efficiency of the financial sect
foreign trade zones, labour or capital subsidies.
(c) Trade Policies: openness in foreign trade, regional integration and acce
regional markets
(d) Regulation: regulatory frameworks withrespect to competition, financ
reporting, IPR, labour market (EPL and labour tax wedges); regulatory bur
terms of time and cost.
(e) FDI Regulations:level of FDI restrictions, nediscrimination between foreig
and domestic enterprise, transparand stable policies.
(f) Good Governanceand Quality of Life

SummaryTable 1 provides a detailed listing of the host country determinants of
FDI. These are grouped into two categoEesnomic ©nditionsandGovernment
Policies Economic ©nditionsessentially outline the three motivating factors for FDI
discussed aboveGovernment Bliciesoutline the rules and regulations in a country,
which provide an enabling environment for investment. Accordingly, the next section of
the report discusses theost influential factors that affect the inflows of FDI, and
assesses how Canada ranks reldatvather major OECD countries with respectitose
factors.
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IV. Where Canada Stands with Respect to the Factors that
Affect FDI Inflows

This sectionofthe eport di scusses the current stat
a locus for foreign direct investment in terms of both fundamental drivers and enabling
factors. To facilitate presentation, the factors have been divided into two sets: factors
where Canads doing well and factors where Canada is doing less well. It should be
stressed that the factors lie on a continuum and the boundary between the list of factors
where Canada is doing well and less well is arbitrary. In terms of the factors where
Canada isloing less well, the assessment is made relative to other factors and not other
countries. Compared to other countri€anada may be doirvgell. Moreover, even for
the factors where Canada is assessed to be doing well, there is still room for
improvemen

The areas where Canada is assessed to be performing well are: natural resource
base; human resources; govaroe; macroeconomic performankaour market
flexibility; government finances; general business environment; and quality of life.

The aras where Canada is assessed to be doing less well from the point of view
of attracting FDI are: productivity performance; innovation performance; exchange rate;
infrastructure; taxes; and FDI regulation.

~ -
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i. Natural Resource Base

Canadads t anagdin attractimdaréign dir@ot investment has been its
rich natural resource base related to our extensive land mass, the second largest in the
world. With the rise in world commodity prices related to growing demand for
commodities in developing countries, particulanAsia, this relative advantage has
become even more important.

As noted earlier in the report, the surge in FDI inflows to Canada since 2004 has
been mainly driven by investment in the natural resource sector, a trend which is likely to
continue in tle foreseeable future (DFAIT, 2007). In 2005, net FDI flows in energy and
metallic minerals totaled $21.9 billion CAD (Table 7). This increased to $46.5 billion in
2006 and $65.2 billion in 2007. Energy and metallic minerals FDI, defined on the 1980
SIC bass, accounted for 62.5 per cent of net FDI inflows in 2005, 59.4 per cent in 2006,
and 56.5 per cent in 2007 (Table 7a).

Canada is and remains a choice location for mineral exploration, much of it done
by foreigncontrolled firms. The Prospectors andvBlepers of Canada estimates that in
2007 Canada accounted for-20 per cent of worldwide exploration spending (Koven,
2008), well above its share wiorld land mass and mineral production.
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It should be noted that Canada is a world leader in miningnodapy and that
Canadian firms such as Inco, Noranda, Falconbridge, and Alcan have operations
throughout the world. The inward FDI associated with the takeover of these Canadian
natural resource companies by foreigners thus includes the acquisitiorCairthéian
controlled assets abroad of these corporations as well as the assets located in Canada.

Following from the increased FDI inflows in the natural resource sector, the share
of energy and metallic miner al markedly.tCanadaos
reached 25.2 per cent in 2005 and 27.9 per cent in 2007 (Table 9a, Chart 9).

Chart 9: Share of Energy and Metallics Minerals in Total FDI Stock in
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Despite the attractiveness of Canada as a location for FDI in the natural resource
sector, it should be noted that this advantage is not absolute and caddxk €rhe cost
of exploring for and developing new natural resource deposits in Canada has increased
significantly in recent years (Conference Board of Canada, 2004). The cost overruns in
oil sand projects are an example of this trend. Developing naés@irces in Canada
can also be difficult given the unsettled nature of many Aboriginal land claims and
stringent environmental regulations. Other countries also have great potential for natural
resources development, and at lower costs. Canada shoudtk&dodr granted its
attractiveness as a location for FDI in the natural resource sector.

il . Human Resources

An important OECD study on FDI found that a high level of human capital tends
to attract inward FDI (Nicoletit al, 2003:44). The qualityfaCanadian human resources
is in general high, which makes Canada an attractive location for FDI that needs a well
educated workforce. I ndeed, Canadads greates
resources area tbe proportion of workingaged adults (250-64 yearold populaion)
with tertiary education. At 46 per cent in 2005, this proportion was highestg OECD
countrieg'seeSummaryTable 2below), althoughthese estimates do suffer from
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definitional issues® If we focus on all postsecondary eduoati | Canadads advant
the second place country grows to almost 20 percentage points (Chart 10).

Chart 10: Percentage of Adults Aged 25-64 with Postsecondary Education, 2005
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Canadian students have also done extremely well in the PISA International
Student Assessment tests (OECD, 2007c). In the most recent survey condQO@6! i
(Table 14), Canadian students ranked second among 30 OECD countries in science (after
Finland), and third in reading and mathematics (after Korea and Finland).

Canadalid quite well in the International Adult Literacy Survey conducted
between 1994nd 1998 (OECD, 2000). For the 22 jurisdictions for which results are

" The 1997 International Standard Classification of Education (ISCED) used by the OECD divigs=cpasiary
education into three levels, i.e. Level 4, Level 5 and Level 6 (UNESCO, 1997). Level 4 referssecpostary, non
tertiary education and captgrprogrammes that straddle the boundary between-ggpendary and pesecondary
education from an international point of view, even though they might clearly be considered aseappdary or
postsecondary programmes in a national context. Levethbides tertiary education programmes which do not lead
directly to the award of an advanced research qualificatiamcludes both programmes which are theoretically
based/research preparatory (history, philosophy, mathematics, etc.) or giving apcefssgions with high skills
requirements (e.g. medicine, dentistry, architecture, etc.), and those programmes which are
practical/technical/occupationally specific. The first type is classified as Level 5A while the second is classified as
Level 5B. Findly, Level 6 is reserved for tertiary programmes which lead to the award of an advanced research
qualification and are therefore devoted to advanced study and original research and are not baseevaricontge
For many countries including Canada, ek data are not recorded separately but instead included in Level 5A. In
Canada, the Labour Force Survey does not allow for a clear delineation between Level 4 and Level 5B which,
according to the OECD, leads to inflated estimates for LevasiiBhatesOne must therefore be careful when
comparing Canadian data on tertiary education (Level 5 and Lewéth6dhat of other countrieg his problem can be
avoided by comparing data on overall postsecondary educational attainment (Levels 4, 5 and @usiryyda what
is commonly called university level educational attainment (Level 5A and Level 6).
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available, Canada rankel! B terms of prose literacy in mean scor&ji8document

literacy, and ¥ for quantitative literacy (Table 15). In terms of the proportion of the
populatbn at the top literacy level (level 4/5), Canada ranked second in prose litétacy, 4
in document literacy, and"8n quantitative literacy of 22 countries (Table 15a).

Summary Table 2: Educational Attainment in 2005 for Selected OECD
Countries and Regions

Percentage of Working -Aged Percentage of University Graduates
Population (25 -64 years) (20-64 years old)
University Degrees
Tertiary (Tertiary Type A Science Engineering
Education and Advanced Graduates Graduates
Research)

Canada 46 23 12 11
Japan 40 22 n/a 14
United States 39 30 n/a n/a
United Kingdom 30 21 18 11
France 25 15 15 10
Germany 25 15 8 22
Italy 12 12 12 n/a
EU 19 24 17 n/a n/a
OECD 26 19 11 14

Symbol n/a denotes missing data
Source: Education at a Glance: OECD Indicators 2007

I n recognition of Canadads record in
children and youth outlined above, the Conference Board of Canada (2007) in its report
card of Goamaacd gavCanagaeam A irducation and skills.

Of course, there are aspects of human resources where Canada performs less well.

For example, the distribution of university graduates in Canada is generally skewed
towards social sciences, arts and humanities rathartbwards science and engineering.
Indeed,Canada had a lower proportionitsf university graduates science and
engineeringhan manyEuropean countrigsuch as Finland, Belgium, France, Germany,
Ireland, Italy and the U.K.)and also had a much lewproportion of workingaged adults
with university degrees than the United StgfasmmaryTable 2).In fact, Canada only
ranks sixth in the OECD in terms of university graduates with 23.3 per cent of working
aged adults with university degrees, 7.0 patage points behind first place Norway (30.3
per cent) and 6.3 percentage points behind second place United States (29.6 per cent)
(Chart 11). Workplace training also appears to be less developed in Canada than in other
countries.

Because of these defanicies, some have suggested thanaddacksthe level of
competencies required be an attractive destination for the production of high value
added elements in the global supply chains of MNESs, although this is a moot point.

del
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TheGlobal Competitiveass Repor20062007, produced byhe World
Economic Forumranked Canada f'out of 125 countried higher education and
training behindcountries such as Finland, Denmark, Sweden, Belgium, Norway, United
States, Singapore, United Kingdom, France aghn, to name a few. The composite
indicator was based on eight sctimponents. In terms of these variables, Canada ranked
15" in the gross secondary enrolment raté” & tertiary enrolment rate; ¥4n the
quality of the educational system, defings the ability to meet the needs of a competitive
economy; 2% in terms of the quality of math and science educatiBrin 4he quality of
management schools;"1# the local availability of specialized research and training
services; 24 in the exent of staff training; andtéin the quality of public schools. All
these assessment are based on survey data except the first two which are based on hard
data. This may account for Canadads poorer s
secondary educatiaand PISA data on school achievement.

Chart 11: Percentage of Adults Aged 25-64 with University Education, 2005
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iii. Governance

Governance has been defined as "rules, processes and behaviour that affect the

way in

whi

ch powers

ar e
accountability, effectivenessid coherace" (European Commissio20)01).There are a

exercisedé.

particul

number of international studies of governance indicators and Canada does well on all of

them.
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For example,ite World Bank reportGovernance Matters 200dentifies six
dimensions of governance adevelops empirical estimates for 212 countries (World
Bank, 2007):

e Voice and accountabilitymeasures the extent to which the citizens of a county are
able to participate in selectitigeir government, includinfyjeedom of expression,
freedomof association, and free media;

e Political stability and absence of violenceeasures the perceptions of the likelihood
that the government will be destabilized or toppled through unconstitutionall@ntvio
means, including terrorism;

e Government effgiveness measures the quality of public services, the quality of civil
service and its degree of independence from political pressure, the quality of policy
formulation and implementation, and the credibility of the governinent ¢ o mmi t me n't
to those poties;

e Regulatory quality measures the ability of the government to formulate and
implement both sound policies anelgulations that proote private sector
development;

¢ Rule of lawi measures theonfidence ofacountr6 s ci ti zensandtme t he r ul
extent to which they abide by, with particular emphasis dhe quality of contract
enforcement, courts, police, and tielihood of crime and violence;

e Control of corruptioni measures the extent to which public power is used for private
gain. It includes petty and grand forms of corruption, as well as the capture of the
state by elites and private interests.

Canada scored very well in all six dimensions of governance. Ameéng G
nations, Canada ranked first in three areas (government eéieesis, the rule of law, and
the control of corruption) and second in three areas (voice and accountability, regulatory
guality, and political stability and absence of violence). Canada was among the top 10 per
cent of 212 countries in all dimensions, exdeppolitical stability and the absence of
violence, where it ranked among countries in tht650d" percentile.

In contrast to the stellar performance in the World Bank report, Canada did not
rank quite as high in the governance measures contairteeGlobal Competitiveness
Report2006:2007, produced byhe World Economic Forumit ranked21® out of 125
countriesin institutions, a broad measure of governance. A total of 2&asuoiponents or
variables make up this index, with all indicatorsiwkst from survey data. In terms of
these variables, Cad@wddfcananadsngrelamgiede fp o

12 canada ranked"din centralization of economic policy making; "1 freedom of the press; 1in the
protection of mi n o r i"tinythe seliahilityeoh policd servises;i f4irt teer ethisal s ; 1 4
behaviour of firms; 1% in the efficacy ofcorporate boards; 14n the effectiveness of lamaking bodies;

15" in the strength of auditing and accounting standardSjriifregular paymenti public utilities; 17" in






