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Executive Summary

+ There has been a growing concern about Canada’s stagnant productivity per-
formance in recent years, including the Bank of Canada’s Senior Deputy Gov-
ernor, Carolyn Rogers, declaring Canada’s woeful productivity performance an
economic emergency.

«  Weakbusiness investment, particularly post-2014, has been highlighted by aca-
demics, executives, and policy analysts as an important contributor to Canada’s
weak productivity performance.

+ This study compares capital investment in Canada to that of the US and the
OECD over the past five decades to identify how Canada’s recent relative invest-
ment performance differs from its relative performance in earlier periods.

« The findings of this study support the claim that a fundamental change took
place in Canada’s investment environment post-2000, and particularly post-
2014. Specifically, an increasing share of total capital investment went into
the construction and renovation of residential dwellings, while a decreasing
share went into information and telecommunications equipment and intellec-
tual property products used by businesses. The opposite pattern characterizes
investment in the US.

+ The declining share of total investment in Canada accounted for by corporate
investment, contrasted with an increasing share in the US, is consistent with
the US outperforming Canada in the growth of both labour productivity and
real per capita GDP in recent years.
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1. Introduction

Much has been written about Canada’s capital expenditure gap compared to the US and
other developed countries, particularly in the case of business investment post-2014." For
example, Globerman and Emes (2021) report that as recently as the period from 2000
to 2010, overall capital investment in Canada enjoyed a substantially faster growth rate
than in other developed countries, but from 2010 to 2021, Canada’s investment growth
rate dropped substantially below that of the US and many other developed countries. The
growth rate of corporate investment was especially weak, as corporate investment as a
share of total investment in Canada was the lowest among a set of developed countries
over much of the past two decades. Finlayson (2022) shows the gap between Canada and
the US in business investment per available worker becoming increasingly unfavourable to
Canada after 2010 and especially after 2014. This is a finding confirmed by Hill and Emes
(2023) who report that in 2014, Canada invested about 79 cents per worker for every dollar
of non-residential business investment per worker in the US, whereas in 2021, investment

in Canada was only 55 cents per worker for every dollar invested in the US.

Canada’s investment gap with the US has also been linked to Canada’s slower rate of
growth in real per capita GDP and labour productivity compared to the US. Janzen and Xu
(2023) estimate that the percentage point contribution of capital investments to growth
in output per hour worked in Canada decreased from 1.20 for the period 2000-2009 to
0.4 for the period 2010 to 2019. Williams (2022) highlights the OECD’s projection that
Canada will be the worst performing economy out of 38 advanced countries over the next
two to three decades in terms of growth in real GDP per capita. The principal reason is
Canada’s inability to generate meaningful gains in labour productivity (real output per
hour worked) with declining investment per available worker being an important con-
tributor to lagging labour productivity growth. More recently, the Bank of Canada senior
deputy governor, Carolyn Rogers, pointed to weak business investment as an important
contributing factor to Canada’s weak labour productivity growth and described its woeful

productivity performance as an economic emergency.

1 Among other studies, see, Globerman and Press (2018), Globerman and Emes (2021), Finlayson
(2022), and Hill and Emes (2023). Capital investment in this study includes all gross investment in
fixed capital assets including residential construction, and government and business fixed investment.
As will be shown, the long-term trends for these various categories of investment differ with implica-
tions for growth in productivity and real income.

2 Rogers specifically identified weak business investment in machinery, equipment, and intellectual
property as a particular problem. See Rendell (2024).
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Comparing the Investment Performances of Canada and the United States over the Past Five Decades 3

This study compares the investment performances of Canada and the US over the past
five decades with particular attention to changes in the mix of investment by asset cate-
gory and by sector of the economy (i.e., household, government, and business). The main
focus of the comparison is to identify whether Canada’s investment performance, both
absolute and relative to the US, over the past decade is similar to that of any prior period
over the past five decades. A related focus is to compare growth in labour productivity in
Canada and the US over the past two to three decades. Where possible, the aim is to assess
the relationship between the observed differences in productivity growth and differences
in the two countries’ investment performances.

The study proceeds as follows: Section 2 presents and discusses total fixed capital
investment as a share of gross domestic product (GDP) with a primary focus on the com-
parative performances of Canada and the US. Sections 3 and 4 provide detailed descrip-
tions of the distribution of investment across major sectors of the Canadian and US econ-
omies, as well as across asset categories respectively. Section 5 compares the growth in
labour productivity in Canada and the US and relatedly, Canada’s relative performance in
labour productivity growth to its investment performance compared to the US. Concluding

comments are offered in the final section.
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2. Gross Fixed Capital Investment as a Share of Gross Domestic
Product

In this section of the essay, we examine changes in the capital investment intensities of
the Canadian, US, and OECD economies over the period 1972-2021.° Aggregate capital
investment intensity is measured as the share of gross fixed capital formation in gross
domestic product (GDP). Gross fixed capital formation (GFCF) includes investment in
assets by governments, companies, and households and therefore represents the broadest

measure of expenditures on capital assets.*

Table 1 reports the average annual shares of GFCF in GDP (expressed as percentages)
for the full sample period (1972-2021), as well as for different sub-periods. Of particular
interest is Canada’s overall relative investment intensity compared that to that of the US
prior to and after 2014. Since data for comparable time periods is also available for OECD
countries, we report the average GFCF to GDP percentage for OECD member countries

as well.?

Table 1: Gross Fixed Capital Formation as a Percentage of Gross Domestic Product

Time Period Canada United States OECD
1972-2021 22.1 21.6 23.4
1972-1999 21.6 22.1 24.4
2000-2021 22.6 21.0 22.1
2014-2021 23.5 20.6 21.9

Source: World Bank, calculations by author.

3 The earliest year for which US data on gross fixed capital formation (GFCF) as a percentage of gross
domestic product (GDP) is 1972 and the latest year is 2021. Canadian data is available from 1971
through 2022. The underlying data is reported in World Bank, Gross fixed capital formation as a % of
GDP.

4 We will discuss the distribution of GFCF expenditures over time by sector and by asset type in later
sections of this essay.

5 It is important to note that the number of countries in the OECD increased over the sample period,
although membership is restricted to relatively high-income countries including Canada and the US.
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Comparing the Investment Performances of Canada and the United States over the Past Five Decades 5

The data reported in table 1 shows that over the approximate five decades from 1972-
2021, Canada’s capital investment intensity was actually slightly greater than that of the
US, although it trailed the OECD’s capital investment intensity. From 1972-1999, US
capital investment intensity exceeded that of Canada, whereas the opposite was the case
for the period 2000-2021. Particularly interesting is the fact that Canada’s capital invest-
ment intensity was 2.9 percentage points (or 14 percent) greater than that of the US over
the period 2014-2021 and also exceeded that of the OECD by 1.6 percentage points (or
seven percent) in the same period. Hence, during the most recent period of weakness in
Canada’s business investment as discussed in other studies cited above, Canada’s overall
capital investment intensity was relatively strong compared to the US and the OECD as a
whole. An obvious inference is that relatively strong capital investment intensity in other
sectors of Canada’s economy offset the weakness in business investment. In the next sec-

tion, sectoral investment intensity data are presented and discussed.
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3. Shares of Capital Investment by Sector

Concerns about lagging capital investment in Canada compared to the US arise from rela-
tively weak investment in Canada’s business sector. Table 2 reports corporate investment
as a share of GFCE, as well as investment by governments and households as shares of
GEFCF for Canada and the US, all expressed as mean annual percentages. The data series for
sectoral investment starts in 1981. The latest year data available for sector shares for the

USis 2021. Hence, the full time series reported in table 2 covers the period 1981 to 2021.

Table 2: Investment Shares as a Percentage of Gross Fixed Capital Formation

Canada United States
Time Period Gov't Corporate Household Corporate Household
1981-2021 16.6 49.4 34.0 18.3 50.8 31.1
1981-1999 17.0 50.6 32.6 19.3 50.0 30.7
2000-2021 16.4 48.4 35.3 17.3 51.4 31.4
2014-2021 16.0 47.1 371 16.0 53.4 30.8

Source: OECD, 2024b.

Over the period 1981 to 2021, corporate investment as a share of GFCF reported for
the US was only modestly higher than for Canada.® Indeed, over the sub-period 1981-
1999, the share of corporate investment in GFCF for each country was virtually identical.
The difference in corporate investment intensity between the US and Canada was greater
over the period 2000-2021 than was the case for the preceding two decades. Specifically,
corporate investment as a share of GFCF in the US was three percentage points (or 6.2
percent) higher than in Canada over the 2000-2021 period, while Canada’s share slightly
exceeded that of the US over the period 1981-1999. Over the period 2014-2021, however,
corporate investment’s share of GFCF in the US was 6.3 percentage points (or 13.4 percent)

higher than the share in Canada. This pattern is consistent with earlier cited studies that

6 Other things constant, one would expect the relative share of business investment to be higher in
Canada than in the US given the relatively larger role of the energy, mining, and resource-processing
manufacturing sectors in Canada. The latter sectors are relatively capital intensive compared to sec-
ondary manufacturing and technology-intensive industries.
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find a substantial weakening of Canadian business investment post-2014. In this case, the
weakening is shown relative to corporate investment in the US.

Over the full period 1981-2021, government investment as a share of GFCF was actu-
ally higher in the US than in Canada, and this was also the case for the sub-periods 1981-
1999 and 2000-2021. However, over the sub-period 2014-2021, government investment’s
share of GFCF was the same in both countries. It is worth noting that the share of GECF
accounted for by government investment was virtually unchanged for Canada over the
four decades from 1981-2021, whereas government investment’s share of GFCF for the
US was slightly more than 10 percent lower during the period 2000-2021 compared to
the period 1981-1999. Combined with the previously discussed findings for corporate
investment, the data for government’s share of investment reported in table 2 suggests
that government investment did not necessarily “crowd out” corporate investment in Can-
ada in recent years, since government’s investment share of GFCF is relatively constant
over the four decades for which data is reported.” On the other hand, it is possible that the
declining share of government investment in the US in the 2000-2021 period compared
to the 1981-1999 period freed-up some domestic savings and other investment inputs to
support increased corporate investment intensity, particularly post-2014.

Finally, household investment as a share of GFCF was larger in Canada than in the
US by 2.9 percentage points (or about nine percent) over the full period 1981-2021, as
well as for each of the sub-periods. The Canada-US gap is especially notable post-2014
when household investment as a share of GFCF was 6.3 percentage points (or almost 21
percent) higher in Canada compared to the US. This jump in the absolute and relative (to
the US) share of GFCF by Canadian households during the period 2014-2021 combined
with the larger Canadian deficit in corporate investment as a share of GFCF versus the
US post-2014 suggests that a sharp increase in residential real estate investing in Canada
post-2014 may have competed away investment inputs from Canada’s corporate sector.?
More evidence bearing on this possibility is provided in the next section which reports

data for the investment shares of different asset categories.

7 By crowding out, we mean that increased investment by one sector might push up interest rates and
other contributors to costs of investing for other sectors, thereby discouraging investments by partici-
pants in the latter sectors. To be sure, the fact that the share of government investment in Canada did
not go up consistently over the period 1981-2021 does not mean that a lower share for government
investment would not have been accompanied by increased corporate investment.

8 Residential housing is the dominant asset category for household investing.
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4. Shares of Investment by Asset Categories

In this section, we report data on the shares of total GFCF accounted for by specific asset
categories. The Organisation for Economic Co-operation and Development (OECD) reports
investment as a share of GFCF for the following asset categories: 1. Dwellings; 2. Infor-
mation and Communication Technology Equipment; 3. Intellectual Property Products; 4.
Other Buildings and Structures; 5. Transportation Equipment.® There is obviously some
overlap between the share of GFCF accounted for by any specific asset category and share
of GFCF accounted for by any specific sector. For example, household investment largely
consists of dwellings, while other buildings and structures (which includes roads, bridges,
airfields, dams, and the like), are largely investments made by governments.’ Information
and communications technology equipment consists of items such as computer hardware
and software, computerized databases, and telecommunications equipment. Intellectual
property products include investments in research and development, original software,
and original literary and artistic creations, among other activities. Investments in infor-
mation and communications technology equipment and intellectual property products are
likely primarily made by businesses, as are transportation equipment investments which

include aircraft, ships, trains, and trucks.

Tables 3-7 report the shares of GFCF accounted for by each individual asset category
in Canada and the US. The full time periods differ by asset category, as dictated by data
availability. For example, data on investment in dwellings as a percentage of GFCF is avail-
able for both countries from 1972 to 2021, which is also the case for other buildings and
structures and intellectual property products. However, 1976 is the earliest year for which
data on investments in information communications technology equipment as a share
of GFECEF is available, while 1981 is the earliest year for available data on transportation
equipment’s share of GFCE.

Table 3 reports the mean annual investment in dwellings as a percentage of GFCF
for the full period 1972-2021, as well as for specific sub-periods. In every reported time
period, dwellings are a larger percentage of GFCF for Canada than for the US. However,
the difference is markedly larger in the post-2000 period and particularly post-2014. As

a frame of reference, investment in dwellings as a percentage of GFCF in Canada was five

9 See OECD, Investment by asset (indicator). One small category of investment which is not reported in
this section is cultivated biological resources, which primarily encompasses managed forests, livestock
raised for milk, and other agricultural assets.

10 Businesses also account for some investment in this category, particularly utility companies.
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Comparing the Investment Performances of Canada and the United States over the Past Five Decades 9

percentage points (or about 27 percent) higher than in the US over the period 1972-1999.
Over the period 2000-2021, it was 10.8 percentage points (or approximately 65 percent)
higher, and it was 15.6 percentage points or a dramatic 84 percent higher in the post-2014
period.

Table 3: Investment in Dwellings as a Percentage of GFCF
Investment in Dwellings as a Percentage of GFCF

Time Period Canada United States

1972-2021 28.2 20.3
1972-1999 26.5 20.9
2000-2021 30.4 19.6
2014-2021 34.1 18.5

Source: OECD, 2024a; calculations by author.

The mean annual values of investments in other buildings and structures as percent-
ages of GFCF for various time periods are reported in table 4. The data show that Canada
consistently has a higher share of total investment in what might be identified as public
physical infrastructure than does the US. Furthermore, the investment intensity difference
between Canada and the US for this asset category increases over time. For the period
1972 to 1999, this asset category’s share of Canada’s GFCF was 8.7 percentage points (or
35 percent) greater than its share of US GFCF, but it was 10.7 percentage points (or 47
percent) higher over the period 2000 to 2021 and 13 percentage points (or 58 percent)
higher post-2014.

Table 4: Investment in Other Buildings and Structures as a
Percentage of GFCF

Time Period Canada United States
1971-2021 33.7 24.1
1971-1999 33.9 25.2
2000-2021 33.5 22.8
2014-2021 35.5 22.5

Source: OECD, 2024a; calculations by author.
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10 Comparing the Investment Performances of Canada and the United States over the Past Five Decades

The differences in investment intensity between Canada and the US for the transpor-
tation equipment asset category is the mirror image of the relationship for other buildings
and structures. Specifically, as reported in table 5, the US has a consistently higher invest-
ment intensity for this asset category than does Canada, and the intensity gap increases
over the full time period reported. For the period 1981 to 1999, investment in transpor-
tation equipment as a share of GFCF was 2.9 percentage points (or 48 percent) higher in
the US compared to Canada, whereas it was also 2.9 percentage points (or 62 percent)
higher over the period 2000 to 2021 and slightly more than 4.1 percentage points higher
post-2014.

Table 5: Investment in Transportation Equipment as a Percentage

of GFCF

Time Period Canada United States
1981-2021 5.32 8.22
1981-1999 6.07 8.99
2000-2021 4.67 7.55
2014-2021 3.94 8.02

Source: OECD, 20244; calculations by author.

Tables 6 and 7 compare relative investment intensities for information and commu-
nication technology equipment and intellectual property products, respectively. These are
arguably critical asset categories in terms of their contribution to productivity growth.
While all physical assets increase the ratio of capital to labour and thereby should contrib-
ute to increased labour productivity, these two asset categories are the primary vehicles
for introducing new technology into an economy. The data reported in table 6 shows that
Canada’s investment in information and communication technology equipment as a share
of GFCF is consistently below that of the US, with substantially larger differences in the
post-2000 period—both for the full period 2000-2021 and for the post-2014 period.
Specifically, as a share of GECE, information and communications equipment for the US
was approximately 1.5 percentage points (or 15 percent) higher compared to Canada from
1976-1999, whereas it was 4.5 percentage points (or about 40 percent) higher over the
2000-2021 period and 6.1 percentage points (or around 59 percent) higher post-2014.

By any standard, this pattern reflects a substantial shortfall in a critical (for productivity
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Comparing the Investment Performances of Canada and the United States over the Past Five Decades 11

growth) category of Canadian business investment compared to the US post-2000, and

this shortfall has deepened in recent years.

Table 6: Investment in Information and Communications
Technology Equipment as a Percentage of GFCF

Time Period Canada United States
1976-2021 10.4 13.3
1976-1999 9.6 11.0
2000-2021 11.4 15.8
2014-2021 10.4 16.5

Source: OECD, 20244; calculations by author.

Table 7: Investment in Intellectual Property Products as a

Percentage of GFCF

Time Period Canada United States
1972-2021 10.9 20.9
1972-1999 8.9 17.4
2000-2021 13.5 25.3
2014-2021 12.6 27.7

Source: OECD, 20244; calculations by author.

Table 7 reports the mean annual share in GFCF of investment in intellectual property
products. Investments in intellectual property products comprise a somewhat larger share
of overall GFCF than does investment in information and communication technology
equipment. Furthermore, Canada’s relative investment gap with the US in intellectual
property products is even larger than it is in information and communications technology
equipment, and the gap also increases, albeit not consistently, over the time period for
which data are reported. For the period 1972 to 1999, investment in intellectual property
products as a share of GFCF was 8.5 percentage points (or 96 percent) higher in the US

than in Canada, while it was 11.8 percentage points (or about 87 percent) higher over the
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12 Comparing the Investment Performances of Canada and the United States over the Past Five Decades

period 2000-2021, and 15.1 percentage points (or fully 120 percent) higher post-2014.
These differences represent substantial divergences in the shares of overall capital invest-
ment that is arguably directed at promoting innovation.

In summary, over the past five decades, GFCF as a share of GDP for Canada has been
quite comparable to that for the US. Indeed, over the period 1971 to 2021, the share for
Canada slightly exceeded that for the US, with the US share being slightly larger over the
1972-1999 period and the opposite being true for the period 2000-2021."* Therefore, the
observed differences in the investment performances between the two countries primar-
ily reflect differences in the sectors and the related asset categories in which investment
takes place.

In this regard, differences in investment intensities by sector are modest over the full
period 1981-2021. However, this masks notable differences when comparing the first
two decades of the full period to the second two decades—and particularly to the post-
2014 period. For example, corporate investment as a share of GFCF was about 13 percent
higher in the US than in Canada post-2014, whereas it was only three percent higher over
the full period 1981-2021. Conversely, the share of household investment in GFCF was
consistently higher in Canada than in the US, although the difference is substantially
greater post-2014 when the share for Canada was 21 percent higher than for the US, while
it was approximately nine percent higher over the full period 1981-2021. In the case of
government’s investment shares, Canada’s approximate 14 percent deficit compared to
the US over the period 1981-1999 converged to zero post-2014, which primarily reflects
a significant decline in government’s share of GFCF in the US post-2000.

The pattern for investment shares by asset category largely parallels that for invest-
ment shares by sectors. Specifically, as discussed earlier, the shares of GFCF accounted
for by information and communications technology equipment and intellectual prop-
erty products for Canada declined significantly relative to the US shares post-2000—and
especially post-2014. These are asset categories where investments are made primarily
(although certainly not exclusively) by businesses. As was also discussed earlier, the higher
share of household investment in Canada’s total GFCF compared to the US post-2000, but
especially post-2014 is consistent with the dramatic increase in residential housing’s share
of total investment in Canada compared to that asset category’s share of total investment
in the US.

11 A more substantial difference is observed for the post-2014 period in which GFCF as a share of GDP
for Canada was 14 percent higher than for the US, whereas over the full period 1972-2021, the share
for Canada was only about two percent higher than for the US.
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Comparing the Investment Performances of Canada and the United States over the Past Five Decades 13

As a whole, the data reported and discussed above generally supports concerns
expressed in previously referenced studies that investment in residential housing in Can-
ada might be displacing economically important asset categories of business investment
in recent years, and that the shift in the mix of sectoral and asset category investments
away from productivity-enhancing business asset categories might be contributing to
slower labour productivity growth in Canada compared to the US. In the next section, we
compare labour productivity growth in the two countries with a focus on whether observed
differences over time in this economic performance measure corresponds to differences

over time in the composition of GECF in the two countries.
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5. Growth in Labour Productivity in Canada and the United States

While various factors influence changes in a nation’s standard of living, usually measured
by inflation adjusted GDP per capita, productivity growth is the primary contributor to
increases in real GDP per capita. Hence, it is useful to consider differences over time in
the productivity performances of Canada and the US to see if they are temporally linked
to differences in investment patterns, where productivity is measured as GDP per hours

worked.

Data for the annual percentage change in labour productivity is available for Canada
and the US from 1995 through 2022.'? Obviously, the last few years of the series on
changes in labour productivity in both Canada and the US are likely to be affected by
government policies that were imposed to contain the spread of the COVID virus. Hence,
it is possible that different COVID-related policies in Canada and the US contributed to
observed differences in productivity performance. For this and other reasons, any observed
relationship between differences in the behaviour of capital investment and differences
in labour productivity between the two countries would, at best, be only suggestive of
a structural relationship between those economic measures. However, since the capital
investment experiences of the two countries seem to have differed most dramatically in
the post-2014 period, it is still useful to assess and compare the labour productivity perfor-
mances of the two countries over as long a time period post-2014 as available data permit.
In addition, data on labour productivity growth for the OECD countries as a whole is also
reported, although data for the OECD only begins in 2001. Comparing the investment
and productivity performances of Canada and the US to that of the OECD provides an
additional potential insight into whether changes in Canada’s investment performance,
particularly post-2000 have adversely affected the standard of living of Canadians relative
to other developed countries.

Table 8 reports the average annual percentage change in labour productivity for Canada
and the US for the period 1995-2022 and for the sub-periods 2001-2022 and 2014-2022.
Data for the OECD is available post-2000 and is reported to provide a broader context
for evaluating Canada’s recent productivity performance. The data highlights the sharp
deterioration in Canada’s absolute and relative labour productivity growth performance

post-2014. The relatively small difference between average labour productivity growth in

12 See OECD.Stat, Growth in GDP per capita, productivity and ULC.
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Canada and the US over the period 2001-2022 implicitly suggests that 2014 marked a
sharp discontinuity in productivity growth in Canada relative to the US and other devel-
oped countries of the OECD. Indeed, labour productivity growth in Canada averaged 1.13
percent per year from 2001-2022, while it averaged 1.25 percent annually in the US and
1.12 percent in the OECD over that period. For the period 1995-2014, labour productivity
growth in Canada averaged 1.71 percent per year, whereas it averaged 1.55 percent annu-
ally in the US. However, from 2014-2022, labour productivity growth in Canada averaged
only 0.34 percent annually, while it averaged 1.78 percent annually in the US and 0.95
percent annually in the OECD

Table 8: GDP Per Hour Worked, Constant Prices, Annual Percentage Growth

Time Period Canada United States OECD
1995-2022 1.26 1.61 n/a

2001-2022 1.13 1.25 1.12
2014-2022 0.34 1.78 0.95

Source: OECD.Stat.

Table 9: GDP Per Capita, Constant Prices, Annual Average Percentage Change

Time period Canada United States OECD
1971-2022 1.76 1.81 n/a
1981-1999 2.27 2.20 n/a
2000-2022 1.11 1.33 1.31
2014-2022 1.17 1.72 1.47

Source: OECD.Stat.

Finally, table 9 reports the annual average percentage change in inflation adjusted
GDP per capita for Canada, the US, and the OECD for various time periods.'? For the full
period 1971-2022, the average annual rate of growth of real GDP per capita in Canada
was virtually equal to that in the US. This reflects the fact that Canada’s real GDP growth

13 Data for the OECD is not reported prior to 2001. Hence, the annual average reported for the OECD in
table 9 is for the series starting in 2001.

15
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16 Comparing the Investment Performances of Canada and the United States over the Past Five Decades

per capita exceeded that of the US from 1971-1999 and then lagged that of the US from
2000-2022. The gap with the US increased considerably post-2014, while it increased more
moderately relative to the OECD.**

14 Over the period 1995-2014, real GDP growth per capita averaged 1.55 percent per annum in the US
compared to 1.40 percent per annum in Canada. This underscores the sharp divergence in Canada’s
economic performance relative to the US post-2014.
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6. Conclusion

As discussed in the introduction to this essay, a growing number of economists, business
journalists, central bank officials, and even politicians have identified Canada’s declining
productivity growth and the very sluggish growth in real per capita income as serious
economic problems that need to be addressed. A slowdown in business investment is
increasingly seen to be a major contributing factor to Canada’s productivity and real eco-

nomic growth slowdowns.

This essay provides comprehensive support for the increasingly widespread view that
there was a fundamental change in Canada’s investment environment post-2000 and par-
ticularly post-2014 that contributed to a significant shift in how investment capital is
allocated across sectors and asset categories. Specifically, an increasing share of capital
investment is going into the construction and renovation of household dwellings, while
a decreasing share is going into information and telecommunications equipment tech-
nology and intellectual property products used by businesses. The opposite relationship
characterizes investment patterns in the US.

It is beyond the scope of this essay to evaluate in any detail possible explanations for
the diverging shares of investment by sector and asset category in Canada and the US. One
popular hypothesis is that increased immigration in recent years has directly increased
demand for dwellings in Canada, and the resulting higher average price for dwellings has
stimulated an increased flow of capital into the construction and renovation of residen-
tial housing. At the same time, increased immigration has arguably reduced the real cost
of labour in Canada, which, in turn, has encouraged businesses to substitute labour for
capital equipment, on the margin."

Immigration has grown faster in Canada than in the US in recent years. Specifically,
over the period 2011 to 2021, the total number of immigrants in Canada increased by
around 23 percent, whereas over a comparable time period (2010-2021), the total num-

ber of immigrants in the US increased by approximately 13 percent.'® Hence, the greater

15 For a discussion of the linkages between increased immigration, housing costs, and business invest-
ment, see Mintz (2023).

16 The estimates for Canada and the US are the author’s using data reported in Statistics Canada, Immi-
grant status and period of immigration by gender and age: Canada, provinces and territories, and
United States Census Bureau, Foreign-Born Data Tables.
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18 Comparing the Investment Performances of Canada and the United States over the Past Five Decades

increase in immigration to Canada compared to the US quite plausibly has contributed to
the diverging sector and asset investment allocation patterns between the two countries
in recent years."”

St-Arnaud (2024) argues that household demand for mortgages and other dwelling-re-
lated financial capital may have “outcompeted” corporations for financing in Canada, spe-
cifically in the post-2000 period. Real ex-post interest rates were substantially lower in
the period 2001-2021 than they were in the prior two decades. Indeed, the ex post real
interest rate on 10-year government bonds was actually negative from 2014-2021. As
St-Arnauld (2024) notes, lower-inflation adjusted returns to lending likely increased com-
petition among borrowers for loanable funds, while discouraging lending at the margin.
He asserts that households were advantaged in the intensified competition for loanable
funds for two reasons: 1) A higher risk on corporate loans relative to loans to households,
especially considering the appreciating value of collateral for mortgage lending associ-
ated with fast-rising house prices over the past two decades; 2) Higher regulatory capital
requirements for lending to corporations leading to costlier loans compared to lending to
households.

To the extent that Canada continues to experience rapid immigration and households
are advantaged relative to corporations in capital markets, significant changes in public
policy may be required to promote increased business investment, even as government
policy prioritizes increased residential housing construction. Such changes might include
reducing corporate tax rates and regulatory burdens on small and medium-sized busi-
nesses and putting more emphasis on taxing consumption while reducing taxes on income
and capital gains.'®

It is also beyond the scope of this essay to identify the contribution of diverging sec-
tor and asset allocation patterns between Canada and the US to productivity and real per
capita income growth in the two countries. Certainly, the declining share of corporate
investment in GFCF in Canada post-2000, combined with an increasing share in the US is
consistent with the US outperforming Canada with respect to labour productivity growth

and real per capita GDP growth, especially post-2014. However, it should be underscored

17 Differences in total population growth between Canada and the US mirror differences for immigra-
tion. Specifically, from 2011 Q1 to 2022 Q4, Canada’s population increased by 15 percent, while the
US population increased by seven percent. The source for Canada’s population growth is Statistics
Canada, Population estimates quarterly. The source for US population growth is World Bank Data,
Population, total—United States.

18 The role that relatively high marginal personal income and corporate tax rates play in discouraging
business investment and innovation is discussed in Globerman (2023).

fraserinstitute.org



Comparing the Investment Performances of Canada and the United States over the Past Five Decades 19

that the share of GFCF comprising investments in information and communication equip-
ment and intellectual property products in Canada increased in absolute terms when com-
paring the approximately three decades prior to 2000 to the approximately two decades
post-2000. Hence, the absolute decline in labour productivity growth post-2000 might well
reflect factors beyond capital investments in machinery and equipment and intellectual
property—including factors affecting how efficiently those assets are utilized.

Overall, this extensive historical examination of capital expenditure patterns in Can-
ada and the US reinforces the need for policymakers in Canada to focus much more atten-
tion on why business investment performance in Canada has diverged so sharply from that
of the US in recent years, particularly compared to patterns evident in earlier decades. It
also underscores the importance of ensuring that policies designed to promote increased
investment in residential housing do not undermine the incentives and ability of compa-

nies to invest in new equipment and other productivity-enhancing assets.
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