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MINISTER’S MESSAGE

This report captures the story of the incredible
sacrifices made and resilience demonstrated by
Canadians and businesses through an unparalleled
chapter in our country’s history, and charts a path
forward as we step into our recovery from the
COVID-19.

With the unprecedented restrictions and challenges
of this pandemic, there is no doubt that 2020 was a
difficult year for all Canadians—from workers and
businesses to families and economy.

Waves of COVID-19, public health measures, and
restricted travel around the world, brought
economic challenges. Canadians stepped up to the
challenges, working together to address this crisis
with compassion and kindness.

Our government’s COVID-19 Economic Response Plan
represented the most significant investments to
support Canadians from the Government of Canada
since the second world war. It was instrumental in
protecting millions of jobs, ensuring families didn't
have to make impossible choices between paying
their bills and putting food on the table, and
supporting businesses to keep their lights on, cover
costs, and keep employees on their payroll.

We have been focused on ensuring we addressed
the significant social and economic impacts of the
pandemic since day one — moving quickly to
introduce crucial emergency business supports and
working internationally to accelerate the production
and equitable distribution of critical medical
supplies, such as personal protective equipment
and ventilators, and vaccines to protect Canadians
and people around the world.

In addition to crucial emergency support programs,
we have used every tool in our toolbox to bridge

businesses through the pandemic and into recovery.

Whether it's been through virtual trade missions
around the world or our fifteen free trade
agreements giving businesses access to 15 billion
customers around the world -- we haven't let
COVID-19 stop us from trading. We have continued
to create opportunities for businesses to trade—
opportunities which will be crucial to growth and

jobs and we work to
recover as quickly
as possible.

Canada’s State of Trade
makes two things clear:
Canadians and
businesses made
significant sacrifices
during COVID-19, and in
our recovery, trade and
investment will be
critical to generating inclusive, sustainable growth,
creating jobs, and building a stronger, more
resilient future.

That is why in Budget 2021 we are investing in
making historic, necessary investments of over
$100 billion over three years for our economic
recovery. Now is the time to restore business
confidence, create jobs, ensure sustainable and
inclusive growth that benefits all Canadians
including women, Indigenous and racialized
entrepreneurs, and keeps our global supply chains
open and resilient.

With our strong, stable and resilient economy;
welcoming business environment, high standards for
labour, the environment, and inclusivity; and skilled,
diverse and well-educated workforce; Canada is set
up for success as we recover from the COVID-19
pandemic.

Moving forward, we will continue to work with our
partners around the world to forge a path to a clear,
strong, and equitable economic recovery. The best
way for us to achieve this is by finishing this fight
against COVID-19 and facing any challenges that may
lay ahead of us, together, as one Team Canada.

Our commitment in giving Canadian businesses the
stability they need to thrive and grow around the
world is unwavering. It's time to build back better,
and together we will succeed.

N M9

The Honourable Mary Ng,
Minister of Small Business, Export Promotion
and International Trade
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ACRONYMS

$B:
$M:
AAFC:
Al:
BDC:
Can$:
CCCA:
CDIA:
CETA:

CGE:
CMA:
CMNE:
CN:

Billion dollars

Million dollars

Agriculture and Agri-Food Canada
Artificial intelligence

Business Development Bank of Canada
Canadian dollar

Consider Canada City Alliance
Canadian direct investment abroad

Canada-European Union
Comprehensive Economic and
Trade Agreement

Computable General Equilibrium model
Canadian mining assets
Canadian multinational enterprise

Canadian National Railway

CKFTA: Canada-Korea Free Trade Agreement

CPTPP: Comprehensive and Progressive

Agreement for Trans-Pacific Partnership

CUSMA: Canada-United States-Mexico

EDC:
EU:
EV:
FDI:

Agreement
Export Development Canada
European Union
Electric vehicle

Foreign direct investment

Canada’s State of Trade — 2021

FTA:
FMNE:
GAC:
GDP:
GFC:
HS:
ICA:
ICT:

| [
IMF:
IPA:
ISED:

KPI:
LNG:
M&A:
M&E:
MNE:

Free trade agreement

Foreign multinational enterprise
Global Affairs Canada

Gross domestic product

Global Financial Crisis
Harmonized System

Investment Canada Act

Information and communication
technologies

Immediate investing country
International Monetary Fund
Investment promotion agencies

Innovation, Science and Economic
Development Canada

Key performance indicator
Liquefied natural gas
Mergers and acquisitions
Machinery and equipment

Multinational enterprise

NAFTA:North American Free Trade Agreement

NAICS: North American Industry Classification

System

NRCan: Natural Resources Canada

OCE:

Office of the Chief Economist, Global
Affairs Canada



OECD:

OE:
OLL

PP:
PPE:
R&D:

Organisation for Economic Us.:
Co-operation and Development

Us$:
Oxford Economics

VTM:
Ownership, location, and
internalization WEO:
Percentage point WTO:

Personal protective equipment

Research and development

SAAR: Seasonally adjusted annual rate

SIBS:

SIF:
SME:
SPE:

Survey of Innovation and Business
Strategy

Strategic Innovation Fund
Small and medium-sized enterprise

Special purpose entity

SR&ED: Scientific Research and Experimental

STEM:

TCS:
UHC:
uvIC:
UK.

Development

Science, technology, engineering,
and mathematics

Trade Commissioner Service
Ultimate host country
Ultimate investor country

United Kingdom

UNCTAD: United Nations Conference on

Trade and Development

United States (used adjectivally)
United States dollar

Virtual trade mission

World Economic Outlook

World Trade Organization
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EXECUTIVE SUMMARY

The year 2020 was one of the most tumultuous
in modern history with the COVID-19 pandemic
wreaking havoc worldwide, impacting every
area of people’s lives. Following 2019, a year
marked by the slowest annual growth in world
GDP since the 2008-2009 global financial crisis
(GFC), 2020 began with an already elevated
level of uncertainty due to trade disputes,
geopolitical tensions, and social unrest. Not
long into the year, a rapidly spreading viral
disease had taken centre stage. By mid-March,
this initially localized health crisis had been
declared a pandemic, on its way to becoming
one of the greatest global disasters in

our lifetime.

The Canadian economy was hit hard,
experiencing its largest quarterly declines
since comparable data were available,
contracting by 7.9% (annualized) in the first
quarter of 2020 and another 38% in Q2
(annualized). As the first wave of the pandemic
passed and restrictions were relaxed, a rapid
recovery followed—the economy expanded by
42% in the third quarter (annualized), the
fastest quarterly expansion on record. The
rebound in Canada’s economic activities
slowed down to 9.3% (annualized) in the fourth
quarter, as rising cases led to a second wave
of lockdowns in affected regions.

The strong recovery in the second half of
2020 was not enough to offset the loss in the
first half though, with many services-producing
industries continuing to struggle by the end of
the year. Overall, Canada’s gross domestic
product (GDP) contracted by 5.3% in 2020, its
largest annual contraction on record. The
pandemic also had a profound impact on the
labour market. For the full year, Canadian
employment declined by 5.2% or nearly

1 million jobs, leading to Canada’s annual
unemployment rate rising to 9.5%.

Canada’s State of Trade — 2021

Year-over-year, Canada’s total trade in goods
and services fell by 13% to $1.3 trillion in
value—the second-fastest 1-year decline on
record, after the 17% contraction following the
GFC, from 2008 to 2009. Both exports and
imports recorded double-digit declines, down
13% and 12%, respectively. This was mainly due
to lower bilateral trade with the United States.
Canada’s trade-to-GDP ratio dropped from
65% in 2019 to 60% in 2020—also the lowest
since 20009.

In 2020, overall Canadian trade in goods
contracted by 10%. Goods exports were more
affected, falling by 12% to $524 billion in value
compared to imports, which shrank 85% to
$561 billion. The impact on services industries
was especially dire, particularly on those that
depend on face-to-face interactions, like the
tourism and hospitality industries. For the full
year, Canadian services trade fell by over a
fifth in value to $237 billion, with services
exports declining by 18% and services imports
falling by 24%.

’

Canada’s foreign investment performance was
also severely impacted by the COVID-19
pandemic, with both flows of inward foreign
direct investment (FDI) and Canadian direct
investment abroad (CDIA) registering large
declines. For 2020 overall, Canadian FDI flows
plummeted by 49% or $31 billion, and CDIA
contracted 41% or $42 billion. While FDI flows
are typically more volatile than trade or other
economic measures, the magnitude of this
1-year decline is surpassed only by the 60%
and 46% plunges in FDI and CDIA flows,
respectively, in 2008-2009 due to the GFC.
The decline in Canada’s performance in
attracting foreign direct investment in 2020
was roughly on par with that of the world.



The devastation brought on by COVID-19
highlights the extent to which the world’s
economies are interconnected. It also serves
as a reminder of the critical importance of
trade and investment in sustaining economic
growth and prosperity. Foreign multinationals
(FMNESs) are essential to the Canadian economy.
They represent less than 1% of companies in
Canada yet account for 12% of all employment
and 15% of GDP. Furthermore, FMNEs account
for over 60% of trade in goods and services
and hence contribute to Canada’s integration
to global supply chains and international trade.
Foreign affiliates also foster competition
among domestic companies, bring new
technology and know-how, and contribute to
skills upgrading in Canada’s workforce.

Just as trade diversification is vital in hedging
risks from shocks, investment diversification is
also key, helping to build connections
worldwide and allowing Canadian businesses
to take advantage of opportunities in fast-
growing markets. Canada’s inward FDI sources
are now more geographically diverse, with
Europe and Asia together accounting for the
larger share of FDI stock. The U.S. now holds
less than half of Canada’s inward FDI stock. It is
important to keep in mind, however, that
among the top investing countries to Canada,
the US.,, Japan and Germany ultimately invest
more than traditional “immediate” investing
country data suggest. A significant portion of
their investments transit through intermediary
countries before arriving in Canada. The
investments are attributed to these
intermediary countries in traditional FDI
statistics, rather than to the original

source countries.

FDI data by industry reveal that most of the
foreign capital in Canada is invested in

3 sectors: manufacturing; mining and oil and
gas extraction; and management of companies
and enterprises. The stock in Canada’s
manufacturing industry has fallen over the past
20 years. In 2000, the industry held close to
44% of FDI stock in Canada and in 2020 this
share was 19%. Meanwhile, the total shares
attributed to the mining and oil and gas
extraction and management of companies and
enterprises sectors have grown. In 2020, just
under one quarter of FDI stock was in the
management of companies and enterprises
sector, while the mining and oil and gas
extraction sector accounted for 18% of

the total.

Outward FDI, or CDIA, has come to play an
increasingly important role in the Canadian
economy. A key reason for establishing
foreign affiliates is to increase sales by
accessing new markets and gaining proximity
to key customers. Sales by foreign affiliates
outpaced goods and services exports in
recent years, and roughly three quarters of
the growth in foreign affiliate sales between
201 and 2018 came from service sector
industries. The services sector now accounts
for the majority of foreign affiliate sales.
Furthermore, sales by foreign affiliates in the
services sector far exceed exports in this
sector. This underscores the fact that having a
local presence is especially important for
foreign sales of services.

The finance and insurance services industry
has accounted for the largest share of CDIA
stock since the early 2000s. The industry now
makes up over a third of Canada’s total direct
investment abroad. The management of
companies and enterprises industry is the
second largest, making up less than a sixth of
the total, closely followed by mining and oil
and gas extraction.

Canada’s State of Trade — 2021 | 5 |



Not surprisingly, the top destination for CDIA
is the United States. The US. has almost 6
times more CDIA stock than the second-
largest destination, the United Kingdom. The
UK., Luxembourg and the Netherlands are the
main European destinations. Interestingly, a
number of Caribbean economies are among
the top 10 destinations of CDIA: Bermuda, the
Cayman Islands, and Barbados. Canadian
investments in the Caribbean countries, and
possibly to some extent in Luxembourg and
the Netherlands, primarily transit through
these offshore financial centres though they
are typically destined to other countries.

Attracting FDI is vital to the growth, prosperity
and resilience of Canada’s cities, provinces
and industries and the overall Canadian
economy. This rings especially true now and
will continue to do so in the wake of the
pandemic. FDI attraction involves competing
on a global scale and promoting Canada'’s
strengths as an investment destination. Key
factors that make Canada an attractive place
to invest include its strong, stable and resilient
economy; welcoming business environment;
highly educated, skilled and diverse labour
force; well-developed innovation ecosystem;
extensive market access; and overall high
quality of life.

The promotion of FDI involves the
coordination, commitment, and connections
among many players across Canada in the FDI
ecosystem. A number of stakeholders
contribute to FDI promotion and facilitation in
Canada at the federal, provincial, territorial
and municipal levels. Investment promotion
activities are critical to attracting FDI and to
building and maintaining long-term
relationships with investors.

| 6 | Canada's State of Trade — 2021



cHAPTER (1.0

11 Global economic

performance

It's been over a decade since the 2008-2009
global financial crisis (GFC), and the global
economy has once again suffered another
recession, this time caused by the COVID-19
pandemic. Since the onset of the pandemic,
both advanced economies and emerging
markets have struggled to balance virus
containment measures against the negative
impacts of such measures on their economies.
In this first chapter of State of Trade 2021, we
will look back at 2020 and the first 3 months
of 2021 to examine how the COVID-19
pandemic has impacted the global economy.

Following 2019, a year marked by the slowest
annual growth in world GDP since the GFC, the
year 2020 began with an already elevated
level of uncertainty due to trade disputes,
geopolitical tensions, and social unrest.
However, not long into the year, news of the
spread of a viral disease became the centre of
attention and added another layer of
uncertainty. By the end of the first quarter, this
initially localized health crisis had manifested
into a global pandemic, becoming one of the
greatest worldwide disasters in our lifetime.

While most countries did not implement
COVID-19 restriction measures until mid-March
2020, COVID-19 had left a clear negative
impact on most of the world’s major
economies by the end of the first quarter of
2020. Only one quarter into the year, world
GDP had already declined by 12%
(annualized)—the largest quarterly decline
since comparable data was available. Besides

2020 in review

mainland China suffering its first quarterly
economic decline since 1992, all G7 economies
recorded negative GDP growth over this
period. The virus took a firm foothold in every
corner of the world in the second quarter of
2020, forcing governments around the world
to either extend or implement stricter
COVID-19 containment measures. As a result,
world GDP experienced a second contraction
(-24%, annualized). Fortunately, as the
pandemic became more contained, and
restrictions were gradually lifted, the global
economy rebounded with historical growth in
the third quarter of 2020 (+34%, annualized).
Yet, recovery slowed down in Q4 to 6.6%
(annualized) due to rising COVID-19 cases,
prompting a second wave of lockdowns in
many major economies. Moreover, despite

2 consecutive quarters of growth, global GDP
in Q4 2020 remains 13% below the level
recorded in the fourth quarter of the

year prior.

For the full year, bleak economic conditions
and an unprecedented level of uncertainty
were clearly visible in the economic data. For
example, world GDP forecasts from the
International Monetary Fund (IMF) were revised
more often in 2020 and with more significant
adjustments than in other years. Prior to the
pandemic, the IMF forecasted in its January
2020 World Economic Outlook (WEO) that
global GDP growth would accelerate in 2020,
up 0.4 percentage points (pp) compared to
2019 to 3.3% (Figure 1.1). However, 3 months
later in April, the pandemic had changed the
world. Due to the costly but necessary
government public health restrictions all
around the world, the IMF significantly

Canada's State of Trade — 2021 | 7 )
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downgraded its 2020 forecast for world GDP lengthier than expected lockdowns at the
growth to -3.0%. Since this forecast was made height of the pandemic. Estimates for 2020
only a few months into the year, this baseline then improved in the 2 subsequent releases,
projection rested on many assumptions that up 0.5 pp in October 2020 and another 0.9
were bound to change as the year unfolded. pp in January 2021. In its April 2021 release,
Indeed, 2 months later in June, the IMF once the IMF estimated world GDP to have

again drastically lowered its 2020 world GDP contracted by 3.3% in 2020 and is forecasted
forecast, down 19 pp to -4.9%, mainly due to to rebound by 6.0% in 2021 and 4.4% in 2022.
FIGURE 11

Annual global economic growth

IMF global GDP growth, 2005-2022 (%)

2005 2006 2007 2008 2009 2010 201 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

SR

Projections

Revisions to 2020 global GDP growth, projections and estimates (%)

33
-30 -
I -3.5 3.3
-4.4
-49
Jan-20 Apr-20 Jun-20 Oct-20 Jan-21 Apr-21

Source: IMF WEO, various reports in 2020 and 2021, retrieved on April 9, 2021.
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A similar degree of uncertainty surrounded
global trade. While a decline in international
trade flows was inevitable due to COVID
restrictions, the degree of deterioration
depended on how governments balanced
virus containment and lockdown with their
economies. The adoption of various trade
restrictive policies at the onset of the
pandemic also contributed to the contraction
in global trade. At the height of the first wave
of the pandemic, due to the combined effect
of widespread lockdowns, bans on
international travel, and trade restrictions
placed on critical supplies to combat the virus,
the World Trade Organization (WTO)
anticipated global merchandise trade volume
would suffer a historical decline ranging from
13% to 32% for the full year (WTO, 2020a). But
as the year unfolded with recovery in trade
accelerating in the second half of the year, the
WTO revised its forecast for 2020 upwards
(WTO, 2021b). In its latest press release on
March 31, 2021, the WTO indicated that global
merchandise trade volume contracted by 5.3%
in 2020—even better than the best-case
scenario in its initial forecast back in April
2020 (WTO, 2021).

The global pandemic also introduced a
multifaceted shock to global flows of foreign
direct investment (FDI) leading to the largest
annual decline in FDI on record. The immediate
negative impacts are estimated to have
dragged down global FDI flows by 42% in
2020 (United Nations Conference on Trade
and Development, 2020). But combined with
its lingering effects, United Nations Conference
on Trade and Development (UNCTAD)
anticipates the COVID-19 pandemic to
negatively impact the world’s FDI flows in the
long run far more than the GFC did. Moreover,
the pandemic also had a varying degree of
impact on FDI flows for different regions of the
world. Developed countries were hit harder as
their FDI flows fell by 69% in 2020, especially
to Europe and the United States. In contrast,
FDI flows to developing economies recorded a
smaller decline of just 12%. Consequently, the
share of global FDI in developing economies
rose to 72% in 2020—the highest on record.

By the end of 2020, many countries had
recovered, at least partially, from the
pandemic. Collectively, we have avoided the
worst-case scenario projected at the height of
the pandemic, but the pace of recovery is still
very much dictated by the direction in which
the virus and its new variants are headed.
Although the negative health and economic
impacts from the pandemic are likely to remain
in the medium term, as we gradually reach
global herd immunity through vaccination, we
can expect further cutbacks to restrictions and
a return to our normal lives.

Canada’s State of Trade = 2021 | 9
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BOX 11

The art of forecasting trade

As COVID-19 rapidly spread and disrupted every aspect of our
lives, many wanted to know how trade would be affected. To
tackle this question, the Office of the Chief Economist (OCE) used
an innovative approach to combine its Computable General
Equilibrium (CGE) model with macroeconomic and sectoral growth
projections from Oxford Economics (OE).

Instead of looking at the impact of a change in tariffs as a result
of a free trade agreement, we examined the impact on Canadian
trade of the adverse shocks on labour supply, the GDP shocks on
the hardest-hit sectors (e.g. tourism, hospitality and air transport)
due to social confinement, and the overall GDP shocks for all
major economies. The forecast was first undertaken in May 2020
at the height of the first wave and then again in October 2020 to
account for some of the recovery that was taking place.

In May 2020, OE expected that Canada’s GDP would decline 11%,
its labour supply would decrease 16%, and that the hardest-hit
sectors would contract by 30-40%. Based on these shocks, the
OCE’s CGE model revealed that Canadian exports to the world

would shrink by 20% in 2020 and grow by 17% in
2021. As the economy improved slightly, we
reiterated the exercise in October 2020, with
OE's revised GDP growth forecast of -5.3% in
2020, and 5.9% in 2021. Using these newest
forecasts, OCE’'s CGE model indicated that
Canada’s exports to the world would decline by
13% in 2020, rather than by 20% as initially
forecasted in May, followed by a recovery of 7.6%
in 2021. The October forecast of 13% turned out
to be 3 percentage points lower than the actual
drop of 10% for 2020 as the economy continued
to slowly recover in the last 3 months of 2020.

The CGE model also allows us to identify in which
markets Canadian exports would decline the
most. It suggests that exports to the UK. (-32%),
the US. (-13%), and Europe (-13%) would be
harder hit than to other countries due to the
relatively more severe COVID-19 conditions in
those regions, while our exports to China (-5%)
and South Korea (-7%) would be the least
affected.

Canadian exports to the world, baseline, forecasts for 2020

under different scenarios and 2020 actual

2019 level =100
105

100
95
90
85

80

75

2010 20M 2012 2013 2014 2015

Baseline = = = May Est.

Source: Office of the Chief Economist, Global Affairs Canada
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QZ CANADIAN ECONOMIC PERFORMANCE

1.2 Canadian economic

performance

The recovery in Canada’s economy mimicked
the pattern for the global economy. Following
implementation of COVID-19 restrictions in
March 2020, the Canadian economy
experienced some of its largest quarterly
declines since comparable data were available
in the first 2 quarters of the year, contracting
by 7.9% in Q1 and another 38% in Q2
(annualized). However, as the first wave of the
pandemic passed and restrictions were relaxed
in Canada, a rapid recovery followed. The
Canadian economy expanded by 42% in the

FIGURE 1.2
2020 GDP growth in G7 countries

%

third quarter (annualized), also the fastest
quarterly expansion on record. The rebound in
Canada’s economic activities slowed down in
the fourth quarter of 2020 to 9.3% (annualized),
as rising cases led to a second phase of the
outbreak prompting another wave of lockdowns
targeted to regions affected.

Overall, the Canadian economy contracted by
5.3% in 2020, the biggest contraction since
comparable data were first recorded in 1961.
Relative to other G7 countries, Canada stood
in the middle of the pack in terms of decline
in overall economic activities in 2020

(Figure 1.2).

N

-10

-12

United Italy France

Kingdom

Source: IMF WEO April 2021, retrieved on April 30, 2021.
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(0]
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-8

United
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The pandemic had an uneven impact across
sectors in Canada, resulting in a “K” shaped
recovery that is characterized by certain
sectors recovering early while others stagnate
or continue to decline. After significant
declines from factory closures and indoor
gathering restrictions, the manufacturing
sector was one of the first to bounce back as
restrictions were lifted and consumers
increased spending. Moreover, certain
commercial services such as finance and
insurance, and real estate and rental and
leasing, showed exceptional resilience
throughout the year. On the other hand,

FIGURE 1.3
GDP change by industry

mmm From February to April

Agriculture, forestry, fishing and hunting
Finance and insurance

Real estate and rental and leasing
Wholesale trade

Retail trade

Public administration

Professional services

Information and cultural industries
Educational services

Health care and social assistance
Construction

All industries

Utilities

Manufacturing

Mining & oil and gas
Administrative & waste management
Management services

Other services

Transportation and warehousing
Accommodation and food services
Arts, entertainment and recreation

L

sectors that rely on social interactions were
some of the most affected. Not only have
sectors like accommodation and entertainment
plummeted at the onset of the pandemic, but
they continued to struggle as additional waves
of lockdowns in high-risk zones led to further
restrictions of their main business activities. It
is unlikely that these sectors will fully recover
before social distancing and containment
measures are completely lifted. By the end of
2020, goods-producing sectors had recovered
for the most part, while many services-
producing sectors had yet to overcome
pandemic challenges (Figure 1.3).

mmm From February to December

% -70 -60 -50

-40 -30 -20 -10

o

10

Source: Statistics Canada Table 36-10-0434-01, retrieved on June 1, 2021.

Calculation of the OCE.
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The pandemic also had a profound impact on
the labour market. For the full year, overall
Canadian employment declined by 5.2% or
nearly 1 million jobs, leading to Canada’s
annual unemployment rate rising nearly 4 pp,
from 5.7% in 2019 to 9.5% in 2020. The
pandemic’s immediate impact on the labour
market far surpassed the one experienced
during the aftermath of the 2008-2009 GFC.
On a monthly basis, Canadian employment
plummeted by nearly 16% in 2 months since
losses started (February to April 2020).

FIGURE 14

However, monthly employment figures
rebounded strongly afterwards before
plateauing in September 2020. By the end of
the year (10 months after losses started),
employment in Canada remained 3.4% below
the level in February 2020. The brunt of the
impact was again felt by high-contact service
industries, especially accommodation and food
services, which saw total industry employment
decline by nearly 50% at the height of the
pandemic and only half the lost jobs recovered
by the end of the year.

Monthly change in Canadian employment by sex and age group, January 2020-
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Calculation of the OCE.
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The gender and age gaps in employment
were apparent early in the crisis. Female
employment contracted by 17% compared to
a 15% decline in male employment in the first
2 months since losses started. Similarly,
employment in the 15-24 age group
experienced a larger fall (-34%) than
employment for all those aged 25 and older
(-13%). These gaps improved over the spring
and summer, but have remained stable since.

1.3 Canadian trade performance'

Like much of the world, Canada’s international
trade was affected by the global pandemic in
2020. Year-over-year, Canada’s total trade in
goods and services collapsed by 13% to

$13 trillion in value. This was the second-
fastest 1-year decline on record, after the 17%
contraction observed from 2008 to 2009 from
the GFC (Figure 15). Both Canadian exports
and imports recorded double-digit declines,
down 13% and 12%, respectively. As the
decline in exports was greater than that of
imports, Canada’s trade deficit widened by
$8.4 billion in value to $45 billion. Moreover, as
international trade was especially impacted by
COVID restrictions, Canada’s trade-to-GDP
ratio plummeted more than 5 pp, from 65% in
2019 to 60% in 2020—also the lowest

since 2009.

1 This section discusses international trade in goods and
services using data on a balance of payments basis.
For a detailed analysis using data on a customs basis
(e.g. merchandise trade), see Jiang (2021).

FIGURE 15
Canadian trade in goods and services and trade-to-GDP ratio, 2005 — 2020
$B % of GDP
900 gl:(p;z:iss mmsss Trade to GDP 72
800 70
700 68

500

600 66
64
2

400 6
- 60
58
20 c6
10 54
0 52

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Source: Statistics Canada, Table 36-10-0104-01, retrieved June 1, 2021. Calculation of the OCE.

o O O

YR
\14/) Canada’s State of Trade — 2021


https://www150.statcan.gc.ca/t1/tbl1/en/tv.action?pid=3610010401
https://www.international.gc.ca/trade-commerce/economist-economiste/analysis-analyse/merchandise_trade-commerce_marchandises.aspx?lang=eng

6.3 CANADIAN TRADE PERFORMANCE

GOODS

In 2020, overall Canadian trade in goods
contracted by 10% compared to 2019.
Canadian goods exports were more affected
than imports, falling by 12% to $524 billion in
value, while goods imports only contracted by
8.5% to $561 billion. The sharp fall in goods
exports was a result of a combination of both
the price and the volume effect. Year-over-
year, goods export volumes fell 6.6%, and
export prices were down 6.1%. On the other
hand, the contraction for Canadian goods
imports was driven purely by volume, down
9.7%, while import prices rose 1.3% compared
to the previous year.

Trade performance by product sector

The declines in exports were concentrated in
the second quarter of the year, when
pandemic-restriction measures were
implemented at home and abroad, limiting
social interactions and halting factory
productions. Most export sectors posted

declines during the first wave of the pandemic,

with those producing durable goods and
relying on international supply chains being
the most affected. However, similar to global
trade, export sectors in Canada rebounded in
the second half of the year. By the end of
December, the level of Canadian goods
exports was only 0.6% lower when compared
to the pre-COVID benchmark in February. For
2020 overall, 8 out 11 goods export sectors
posted declines.

In 2020, the top 3 Canadian goods exports in
terms of value were energy products, motor
vehicles and parts, and consumer goods
(Table 1.1), the same as it was in 2019. However,
the 2 largest export sectors, energy and

motor vehicles, registered historical declines
and were responsible for most of the decline
in total Canadian goods exports, while exports
of consumer goods improved marginally. As a
result, the top 3 sectors together only
accounted for 42% of Canada’s goods exports,
down 5 pp from 47% in 2019.

Energy products remain the top export sector
for Canada, accounting for 14% of Canada’s
total exports. Nonetheless, the sector posted
its fastest 1-year decline in export value on
record and the largest contraction in value out
of all the sectors in 2020. Compared to 2019,
the sector shrank by 37% or $43 billion to

$74 billion, a decline mainly attributable to the
$34-billion drop in exports of crude oil and
crude bitumen. Additionally, other energy
products such as refined petroleum and coal
also recorded annual declines of over 40%.
Partially mitigating these declines were higher
exports of electricity (+2.1%) and nuclear fuel
and other energy products (+15%). Exports in
this sector have rebounded since the initial
shock from the pandemic with overall energy
exports in December 2020 only 3.4% below
the level in February.

Motor vehicles and parts was Canada’s
second-largest export sector in 2020.
Following strong growth in 2019, exports of
motor vehicles and parts declined 20% in
2020, mainly due to lower exports of
passenger cars and light trucks. Like energy
products, the declines in exports of motor
vehicles and parts were also concentrated
during the initial wave of the pandemic, falling
as much as 85% from February to April.
However, while exports rebounded rapidly in
the third quarter as restrictions were lifted,
recovery plateaued in the fourth quarter of
2020. By the end of the year, exports of motor
vehicles and parts stood at 8.8% below its
pre-pandemic level.
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In addition to energy and motor vehicles and
parts, 6 other product sectors posted declines
in export value in 2020. Four recorded double-
digit declines: industrial machinery, equipment
and parts; basic and industrial chemical, plastic
and rubber products; electronic and electrical
equipment and parts; and aircraft and other
transportation equipment and parts. It should

TABLE 11

Value of Canadian goods trade

be noted that the annual results mask the
important movement from month to month in
exports in 2020. Exports declined dramatically
in April and May due the spread of COVID-19
and slowly recovered in the following months.
By late 2020, most export sectors had
returned to pre-COVID levels.

in 2020 by product sector VALUE CHANGE CHANGE
($B) (%) ($B)
EXPORTS
Aircraft, and other transportation equipment and parts 22 -20 -5.6
Basic and industrial chemical, plastic and rubber products 31 -1 -37
Consumer goods 71 0.0 0.0
Electronic and electrical equipment and parts 26 -12 -3.6
Energy products 74 -37 -43
Farm, fishing and intermediate food products 44 15 5.7
Forestry products and building and packaging materials 42 -0.6 -0.3
Industrial machinery, equipment and parts 35 -15 -6.0
Metals ores and non-metallic mineral products 67 25 1.6
Metals ores and non-metallic minerals 21 -0.2 0.0
Motor vehicles and parts 74 -20 -19
TOTAL 524 -12 -74
IMPORTS
Aircraft, and other transportation equipment and parts 19 -27 -7.0
Basic and industrial chemical, plastic and rubber products 41 -8.3 -38
Consumer goods 127 14 1.8
Electronic and electrical equipment and parts 68 -5.8 -4.2
Energy products 23 -39 -14
Farm, fishing and intermediate food products 21 0.8 0.2
Forestry products and building and packaging materials 26 -33 -0.9
Industrial machinery, equipment and parts 60 -13 -89
Metals ores and non-metallic mineral products 50 26 10
Metals ores and non-metallic minerals 16 16 23
Motor vehicles and parts 87 -24 -28
TOTAL 561 -85 -52

Source: Statistics Canada, Table 12-10-0122-01, retrieved May 31, 2021. Calculation of the OCE.
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On the import side, 7 out of 11 sectors posted
declines for the full year. Consumer goods
remain the top import sector, accounting for
over one fifth of Canadian imports. The sector
recorded a moderate expansion of 14%,
primarily because of increased imports of
medical supplies and personal protective
equipment to combat the pandemic. The other

BOX 1.2

Are immigrant-led SMEs more likely
to export?

Canada has a large immigrant population:

1in 5 Canadians are foreign born. New Canadians
are typically highly educated: 34% have a bachelor’s
degree. As observed in many countries, immigrants
are more likely to own or run a business than are
native-born citizens. In Canada, immigrant-led small
and medium-sized enterprises (SMEs)" are more
likely to export (14.3%), compared to both the
Canadian average (11.7%) and SMEs with Canadian-
born leaders (10.8%) (Blanchet, 2021).

A number of factors may help explain this
phenomenon. Immigrants continue to maintain
relationships with, and have intrinsic knowledge of
how to conduct business in, their countries of
origin: this facilitates exporting to their home
countries. It is also observed that immigrant-led
SMEs are more likely to operate in export-intensive
industries, such as accommodation and food
services, or retail trade. In addition, between 2014
and 2017, the number of immigrant-led SMEs grew

* The immigrant-led SME category refers to SMEs where
the primary decision maker self-identifies as being born
outside of Canada.

3 sectors that posted increases in imports
were metal and non-metallic mineral products;
metal ores and non-metallic minerals; and
farm, fishing and intermediate food products.
In contrast, large import sectors such as motor
vehicles and parts and industrial machinery,
equipment and parts recorded substantial
declines.

proportionally faster than the number of SMEs
led by those born in Canada: immigrants in
Canada currently lead 1 in 4 SMEs. Furthermore,
the number of immigrant-led SMEs that export
has grown almost twice as fast (+27%) as the
number of exporting SMEs led by those born in
Canada (+14%).

Considering women-owned SMEs in Canada, the
export propensity of SMEs owned by immigrant
women is almost twice that of those owned by
Canadian-born women, at 17% and 9.0%,
respectively. In short, the contribution of
immigrants to Canada’s economy and trade
performance is undeniable.

EXPORT PROPENSITY

Canadian-born led SMEs ,@f@m% 10.8%

N

N7%

BAS,

Source: Statistics Canada, Survey on financing and
growth of small and medium enterprises, 2017.
Calculation of the OCE.

Canadian average

Immigrant-led SMEs 14.3%
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Goods import sources and export destinations

Canada’s goods exports declined to most of
its top trading partners in 2020. Although the
United States remains Canada’s top export
destination by far, Canadian goods exports to
the US. plummeted by 16% for the year. As
this decline outpaced the overall decline in
Canadian goods exports, the US. share of
Canadian goods exports contracted to 72% in
2020—the lowest since 1982. At the same time,
Canadian goods imports from the US. also
registered a double-digit decline of 11%.
Overall, lower 2-way trade with the US.
accounted for most of the decline in Canada’s
goods trade in 2020.

In comparison, exports to the European Union
(EU) and the United Kingdom (UK.) have held
up relatively well. Year-over-year, Canadian
exports to the EU fell 20% and imports from
the EU fell 12%. Moving into the third year of
Canada-European Union Comprehensive
Economic and Trade Agreement (CETA),
Canadian exports to the EU remain strong
despite the pandemic. Of the main EU
partners, exports rose significantly to Italy and
the Netherlands. Although the UK. left the EU
at the beginning of the year, the temporary
measures put in place during this transitional
period maintained the status quo and continue
to facilitate 2-way trade between Canada and
the UK. For 2020 overall, both Canadian
exports to and imports from the UK.
improved, advancing by 44% and 12%,
respectively.

Trade with partners in Asia showed a mixed
picture. Following the largest decline on record
in 2019, Canadian goods exports to China
advanced 7.4% in 2020, supported by farm,
fishing and intermediate food products; metal
ores and non-metallic minerals; and consumer

Canada’s State of Trade — 2021

goods. Meanwhile, Canadian goods imports
from China climbed 5.7% on the back of
increased shipments of consumer goods. Trade
with other large Asian trading partners
recorded different levels of declines. Exports
to Japan held up relatively well (-2.2%), but
exports to South Korea, India, and Hong Kong
all recorded historical declines.

TABLE 1.2

Value of Canadian goods trade
in 2020 by partner

VALUE CHANGE  CHANGE

($B) (%) ($B)

EXPORTS
United States 376 -16 -70
European Union 29 -2.0 -0.6
China 26 74 18
United Kingdom 21 44 0.9
Japan 13 -2.2 -0.3
Mexico 7.0 -16 -1.4
South Korea 48 -16 -0.9
India 3.8 -24 -1.2
Hong Kong 1.9 -53 -2.2
Other Countries 41 -0.1 0.0
TOTAL 524 -12 -74

IMPORTS
United States 349 -1 -43
European Union 51 -12 -6.9
China 50 57 27
Mexico 17 -17 -35
Japan 10 -19 -2.4
United Kingdom 9.4 12 1.0
South Korea 75 -10 -0.8
Hong Kong 4.2 -0.7 0.0
India 39 -5.9 -0.2
Other Countries 60 11 0.6
TOTAL 561 -85 -52

Source: Statistics Canada, Table 36-10-0023-01,
retrieved May 31, 2021. Calculation of the OCE.
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BOX 1.3

Promoting FTAs: helping more Canadian
exporters understand how to use them

Some Canadian exporters are still unaware of the
benefits of free trade agreements (FTAs) and the
resources at their disposal to make full use of
them.* In the last few years, Global Affairs Canada
(GAC) has taken an innovative approach to help as
many exporters as possible understand and fully
utilize such FTAs as the Canada-United States-
Mexico Agreement (CUSMA), the Comprehensive
and Progressive Agreement for Trans-Pacific
Partnership (CPTPP), and the Canada-European
Union Comprehensive Economic and Trade
Agreement (CETA).

To that end, GAC has been busy honing its
innovative strategies, adding the following business
intelligence tools to its toolkit:

Canada Tariff Finder, which allows a potential
exporter to search the tariffs applicable to its
product (using harmonized system codes) in an
FTA partner country

Market Potential Finder, which enables trade
commissioners to determine market opportunity

leads for exporting businesses in CETA countries

and in selected CPTPP economies based on

intelligence developed from empirical trade data

and exclusive qualitative input from the Trade
Commissioner Service (TCS) network abroad

In 2020, the COVID-19 pandemic disrupted
international business conditions, which created
additional challenges for businesses wanting to
export. Once again, GAC innovated by transitioning
from in-person training sessions to digital offerings.
In the fall of 2020, GAC held the first virtual trade

mission (VTM) to South Korea. Led by the
Honourable Mary Ng, Minister of Small Business,
Export Promotion and International Trade, the
VTM highlighted the tools, programs, business
leads and information the TCS and its partners
can offer Canadian entrepreneurs and exporters
looking to expand in South Korea. It also provided
information about sectors of growth in South
Korea, available export support and funding, as
well as the benefits of FTAs such as the Canada-
Korea Free Trade Agreement (CKFTA). The VTM

UTILIZATION OF CETA TARIFF
PREFERENCES BY CANADIAN
EXPORTERS, 2018 TO 2020

From Canada to
the European Union

2018 2019 2020
52% 54% 57%

© @

Canada

European
Union

Source: Eurostat
Calculations of the OCE

* Global Affairs Canada’s survey (n=2,089) on “Canadian
Attitudes towards International Trade” conducted in
February 2020 suggests that while Canadians are
generally supportive of free trade, they have limited
knowledge of free trade agreements.
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was a huge success; it allowed micro-firms and
underrepresented exporters that might otherwise
have lacked the time or money to participate in a
regular trade mission to join virtually. The benefits of
using a hybrid virtual/in-person approach for future
trade missions are clear.

Recent data on utilization of FTAs have shown GAC
the importance of continuing its FTA promotion
activities. After CUSMA replaced the North
American Free Trade Agreement (NAFTA) and
entered into force on July 1, 2020, the agreement
maintained a high utilization rate in the second half
of 2020: 69% of Canadian exporters to the US.

leveraged the trade benefits of the agreement.
In contrast, CETA has only been in force for

3 years, and the FTA promotion activities have
been crucial to increase awareness among
exporters. The utilization of CETA among
Canadian exporters to the EU-27 improved
noticeably, from about 52% in 2018 to about
57% in 2020. Further work will be required to
increase CETA utilization rates to levels
comparable to those of CUSMA. The TCS is
looking to engage businesses in more sector-
specific activities and assist them in their
strategic plans to diversify their export markets.

BOX 14

TCS leveraged its expertise to secure
critical medical supplies for Canadians

In 2020, Canada dramatically increased its
imports of medical supplies in response to the
COVID-19 pandemic. Overall Canadian imports
of medical supplies grew by 30% year-over-
year, led by 137% growth in personal
protective equipment (PPE). The United States
remained Canada’s top source of imports. The
US. in harnessing its advanced medical
resources was Canada’s main supplier of
sophisticated medical products such as
medical devices, diagnostic instruments, and
medicaments. China followed closely in second
place, supplying over 60% of Canada’s PPE
imports over the past year. Since the start of
the pandemic, Canada was also able to import
more medical goods from other trading
partners in Europe, such as Switzerland and
Sweden, and in Asia, most notably South Korea
and Malaysia. However, monthly Canadian
imports of medical goods (especially PPE) have

Canada’s State of Trade — 2021

trended down since peaking in June 2020,
likely a result of the government’s “Made in
Canada” call to action, which supported
building domestic PPE production capacity.
By February 2021, imports were at their
lowest monthly value since March 2020.

Since the start of the pandemic, the TCS has
played a pivotal role in securing critical
medical supplies. At the height of the
pandemic when Canada faced an
unprecedented demand for PPE and medical
devices such as ventilators, the TCS
leveraged its expertise to identify likely
sellers of PPE and brokered the best deals
on behalf of Canada. As medical goods
shortages were eventually resolved, the TCS
then worked tirelessly to ensure an
adequate supply of COVID-19 vaccines
reached Canadians. At the same time,
despite pandemic challenges, the TCS
continued to support Canadian exporters by
connecting businesses to customers abroad.



6.3 CANADIAN TRADE PERFORMANCE

SERVICES

The global pandemic had an even larger
impact on services trade, especially on sectors
that depend on face-to-face interactions. For
the full year, Canadian services trade fell by
21% to $237 billion in value, with services
exports declining by 18% and services imports
plummeting 24%.

Services trade by sector

As pandemic containment measures around
the world restricted travel and kept a large
portion of the global population housebound,
travel and transportation became the

2 hardest-hit sectors. In 2020, Canadian travel
exports plummeted 59%, and travel imports
fell 66% compared to the year prior, mainly
because countries imposed restrictions on
entry into their territory and fewer individuals
travelled. Similarly, Canadian exports of
transportation services were down 27% over
this period, and transportation imports fell
28%, with air transportation contributing the
most to the declines since air transportation is
more dependent on passenger travels. By the
end of December 2020, on a seasonally
adjusted basis, both travel and transportation
exports were still well below their pre-
pandemic levels in February 2020. Industry
experts predict that levels would not return to
normal in the short term.

In a sharp contrast to travel and transportation
services, trade in commercial services has held
steady throughout the year and even
surpassed pre-COVID levels. On a year-over-
year basis, Canadian exports of commercial
services advanced 3.2% to $84 billion in value.
This growth was mainly supported by
increased exports of professional and
management consulting services, and financial
services. At the same time, Canadian imports
of commercial services were up 25% to reach
$81 billion, with increased imports of financial
services partially offset by lower imports of
maintenance and repair services.

TABLE 1.3

Value of Canadian services trade
in 2020 by type

VALUE CHANGE ~ CHANGE
($B) (%) ($B)
EXPORTS
Commercial 84 32 2.6
Travel 15 -59 -22
Transportation 14 -27 -4.9
Government 14 -17 -0.3
TOTAL 115 -18 -25
IMPORTS
Commercial 81 25 19
Transportation 16 -66 -31
Travel 23 -28 -9.1
Government 14 -8.0 -0.1
TOTAL 122 -24 -39

Source: Statistics Canada, Table 36-10-0021-01, retrieved
May 31, 2021. Calculation of the OCE.
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Services import sources and export
destinations

Canada posted double-digit declines in
services trade with every one of its top
trading partners in 2020. As the United States
is Canada’s largest services trading partner by
far, it accounted for most of this contraction in
terms of value. Year-over-year, Canadian
services exports to the United States fell by
12% or $8.9 billion, almost entirely driven by
the 85% decline in travel exports and 16%
decline in transportation exports, while
exports of commercial services were up 5.7%.
At the same time, services imports from the
US. contracted 22% or $19 billion, with travel
and transportation imports declining by 69%
and 37%, respectively.

Services trade with partners in Europe and
Asia showed a similar decline. Although the EU
remained Canada’s second-largest services
trading partner, 2-way trade in every type of
service declined in 2020. For the full year,
services exports to the EU fell by 28%, while

services imports fell 30%. The United Kingdom,

no longer part of the EU, stood as the third-
largest services trading partner for Canada,
followed by China and Hong Kong to round
out the top 5. Services trade with all

3 partners deteriorated in 2020.

Canada’s State of Trade — 2021

TABLE 1.4

Value of Canadian services trade

in 2020 by trade partner

VALUE CHANGE  CHANGE

($B) (%) ($B)

EXPORTS
United States 66 -12 -89
European Union 1 -28 -4.5
United Kingdom 5.8 -20 -15
China 54 -34 -2.7
India 2.8 -32 -14
Hong Kong 1.4 -26 -0.5
Japan 13 -33 -0.6
Mexico 1.2 -40 -0.8
South Korea 0.8 -38 -0.5
Other Countries 19 -15 -34
TOTAL 115 -18 -25

IMPORTS
United States 68 -22 -19
European Union 14 -30 -6.2
United Kingdom 7.0 -1 -0.8
Hong Kong 45 -16 -0.8
China 24 -29 -1.0
Mexico 2.2 -49 -21
Japan 2.1 -31 -1.0
India 2.0 -18 -0.5
South Korea 04 -20 -0.1
Other Countries 19 -27 -71
TOTAL 122 =24 -39

Source: Statistics Canada, Table 36-10-0024-01, retrieved

May 31, 2021. Calculation of the OCE.
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14 Canadian foreign direct

investment performance

Like other aspects of the economy, Canada’s
foreign investment performance? was severely
impacted by the global pandemic, with both
flows of inward foreign direct investment (FDI)
and Canadian direct investment abroad (CDIA)
registering large declines. For 2020 overall,
Canadian FDI flows plummeted by 49% or

$31 billion, and CDIA contracted 41% or

$39 billion. While foreign direct investment
flows have historically been more volatile than
trade or other aspects of the economy, this
level of 1-year decline was only surpassed by
the crashes in FDI and CDIA due to the GFC in
2008-2009 when they fell by 60% and 46%,
respectively. Nevertheless, the decline in
Canada’s foreign direct investment performance
was roughly on par with that of the world.

FIGURE 1.6

Canadian flows of foreign direct investment
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2 This section reviews inward and outward foreign direct
investment flows for 2020. The rest of the State of Trade
explores the benefits, the motivations and the results of
direct investment, both inward and outward, by focusing
on stock and other measures.
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Source: Statistics Canada, Table 36-10-0025-01, retrieved May 31, 2021.
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BOX 15 9 years of consecutive growth in FDI inflows

Canada’s FDI recovery following the GFC suggests
post-COVID recovery

Contribution by Invest in Canada

following the recession in the early 1990s and was
also the only G7 country to demonstrate 4 years
of consecutive growth in FDI inflows following the
GFC. The later growth led to Canada increasing its
1.8% share of global FDI flows in 2009 to 4.8% by

24 )

As seen in Figure 1.6, Canada’s FDI flows took a hit in 2020. This 2013, the largest gain in global FDI share than any
49% drop was relatively less severe than the decline caused by other G7 country—ahead of the US. whose share
the GFC when FDI flows fell by over 60%, from $66 billion to increased 2.2 pp. During the same period, Canada
$26 billion between 2008 and 2009 (Statistics Canada, also had the highest FDI flows per capita

Table 36-10-0025-01). Flows started recovering in 2010, but it (US$1,965.3) among the G7 by 2013. Canada’s past
took 4 years before they surpassed their 2008 pre-GFC level. performance showed that, although it may take a
While Canada’s recovery may appear to be slow, Canada’s FDI few years, Canada’s FDI flows do rebound from a
performance in past crises demonstrates Canada’s resilience and large shock and hopefully they will likewise
stability in comparison to its G7 peers. Based on rebound from the COVID-19 pandemic in the
UNCTAD data, Canada was the only G7 country to demonstrate not-too-distant future.

FDI inflows per capita across G7, US$ at current prices per capita
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FDI and CDIA sectoral composition On the other hand, energy and mining was the

By sector, most of the $42-billion decrease in main driver of the decline in FDI flows.

CDIA flows in 2020 can be attributed to the Following a $15 billion increase in 2019 to over
management of companies and enterprises $20 billion in value, FDI in this sector posted a
sector (a notable $27-billion or 78% decrease hl."ge contraction in .2920' resulting .m
following a spike in the year prior), trailed by dlvestmlenF of $7.3 b|II|.on. FDI flows into
energy and mining, and trade and Canada’s finance and insurance, management
transportation. In contrast, CDIA flows in the of companies and enterprises, and

finance and insurance sector contracted njlan.ufacturlng §ectors also recorded
marginally, and those in the manufacturing significant declines.

sectors and “Other industries” expanded.

TABLE 15
Canada’s CDIA and FDI flows by sector (2020) VALUE CHANGE CHANGE
($B) (%) ($B)
CDIA
Energy and mining 53 -70 -12
Finance and Insurance 29 -20 -0.6
Management of companies and enterprises 7.4 -78 -27
Manufacturing 5.1 5.8 03
Trade and transportation 16 -88 -12
Other industries 14 162 8.7
TOTAL 62 -41 -42
FDI
Energy and mining -7.3 -136 -28
Finance and Insurance 5.1 -33 -2.4
Management of companies and enterprises 5.6 -27 -2.1
Manufacturing 6.4 -66 -13
Trade and transportation 9.6 3,453 9.4
Other industries 13 53 44
TOTAL 32 49 3

Source: Statistics Canada, Table 36-10-0026-01, retrieved May 31, 2021.
Calculation of the OCE.
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FDI sources and CDIA destinations

The United States remains Canada’s top
investment partner. For 2020 overall, CDIA into
the United States rose 7.9% to reach

6-4 CANADIAN FOREIGN DIRECT INVESTMENT PERFORMANCE

TABLE 1.6

Canada’s CDIA and FDI flows by
destination and source (2020)

nited : VALUE ~ CHANGE  CHANGE
$37 billion in value, representing nearly 60% ($B) (%) ($B)
of the total CDIA for the year. However, FDI
flows from the US. into Canada contracted CDIA
over the past year, down 57% to $12 billion or United States 37 79 27
37% of the annual FDI flows into Canada. Hong Kong 4.6 230 3.2
Barbados 4.4 -40 -2.9
CDIA flows into Hong Kong more than tripled Mexico 40 300 3.0
in 2020. Consequently, Hong Kong became United Kingdom 3.0 -63 -5.0
the second-largest CDIA destination for the Germany 18 11 02
year. Other significant CDIA destinations in Australia 15 -198 3.1
2020 include those in Latin America and the China 12 100 06
Caribbean, for example, Barbados and Netherlands 0.9 -58 -13
Mexico, as well as countries in Europe like the Japan 03 -312 04
United Kingdom and Germany. Cayman Islands 03 -9 2.7
France 0.2 -70 -05
For inward FDI flows, the Netherlands was the Brazil 0.1 -81 -05
second-largest investing country in Canada Switzerland 0.0 -100 -6.8
after the United States in 2020, up one spot Luxembourg -0.9 -113 -7.5
from 2019 as FDI flows from Switzerland turned Other Countries 3.6 -89 -28
negative for the year. The United Kingdom TOTAL 62 -4 -42
trailed in third place. However, it is worth
noting that since FDI flow figures capture the
last country the investment was in before FDI
entering Canada, they may overstate the United States 12 -57 -16
importance of certain intermediary investing Netherlands 38 -46 -33
countries such as the Netherlands and United Kingdom 36 66 14
understate the size of investment from France 16 -21 -04
countries such as the United States, Brazil and Brazil 16 17 0.0
China that hold larger stocks on an ultimate Cayman Islands 0.9 77 3.1
investing country basis. Chapter 2 provides a Germany 0.8 76 04
detailed explanation and discussion of FDI China 04 60 07
stock as measured on the basis of immediate Barb.ados 03 848 0.2
or ultimate investing country. Mexico 0.2 1446 02
Japan -0.3 -213 -0.5
Luxembourg -0.6 -125 -2.8
Hong Kong -0.9 54 -0.3
Australia -1.8 -177 -4.2
Switzerland -4.2 -154 -12
Other Countries 15 186 9.7
TOTAL 32 -49 -31

Source: Statistics Canada, Table 36-10-0473-01, retrieved

May 31, 2021.

Calculation of the OCE.
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65 2021 TRADE UPDATE

15 Q1 2021 trade update

Due in part to the spread of more contagious decelerating to 5.6% in Q1 2021 (annualized).
variants of the coronavirus, Canada Further lockdowns represent another delay in
experienced the peak of its second wave of recovery for many high-contact services

the pandemic in the first quarter of 2021. industries, which have seen little improvements
Consequently, strict pandemic containment to economic activities since their initial crash
measures were re-implemented in hot zones, in February.

resulting in Canada’s economic recovery

FIGURE 1.7
Monthly Canadian trade in goods and services, Feb. 2020 — March 2021
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Source: Statistics Canada, Tables 12-10-0011-01 and 12-10-0144-01, retrieved May 6, 2021.
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Despite another slowdown in economic growth
both Canada’s goods exports and imports
have surpassed their respective pre-pandemic
levels by the end of Q1 2021. In March 2021,
Canadian goods exports were 5.9% above
their level in February 2020. Among the
sectors that registered strong export growth
in the first quarter of the year, aircraft and
other transportation equipment and parts, and
energy products stood out, expanding by 44%
and 31%, respectively. Furthermore, Canadian
goods imports were 2.9% above their pre-
pandemic level in March 2021, supported by
strong growth in energy imports.

’

In contrast to goods trade, low levels of
services trade persisted through the first
quarter of 2021. As travel restrictions remained
in place and the closure of the Canada-US.
border continued to be extended, Canada’s
2-way travel and transportation services trade
remained far below pre-pandemic levels. By
the end of Q1 2021, overall services exports
and imports were 15% and 34% below their
levels in February 2020.

Canada’s State of Trade — 2021



. TAKE-HOME MESSAGES

The year 2020 was marked by historical
challenges to the global economy and trade
due to the pandemic. Canada was not spared
as it registered its largest annual economic
contraction since comparable data were first
recorded.

While Canada’s economy saw strong recovery in the second half of 2020, it was not enough to
offset the loss in the first half, with many services-producing industries continuing to struggle by

the end of the year.

2019 7
Pandemic 1 wave
$529B arrives in Canada
t At $5188
Cooint) P (20%)

\ $4598 /

(-13%)

Improving 2" wave

$512B

$501B _p(31%)

(-5.2%)
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While the economy was harder hit by the pandemic than by the GFC, Canada’s trade and FDI flows
declined less because of the pandemic than they did from the GFC.

©

. Global . VS Pandemic
Financial Crisis (2019-2020)

(2008-2009)
G | @

-29% \@; 53% | %2> ) -B3% | -60% (‘tEERY) -49%
GDP TRADE FDI flows

International trade was one of the hardest-hit aspects of the Canadian economy. Due mainly
to lower bilateral trade with the United States, both Canadian exports and imports suffered
double-digit declines.

CANADIAN TOTAL GOODS AND SERVICES TRADE
2020 VS 2019

(CHANGE %) (CHANGE $B)

/9
13% \@; -$190B -14% = -$141B  -95% \@; -$49B
World us. Rest of the
world
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cHAPTER (2.0

FDI AS A DRIVER OF

DOMESTIC GROWTH

Over the past 30 years, we have seen
tremendous growth in global FDI. The world’s
economies are becoming increasingly
interdependent through the cross-border flow
of goods and services, investment, technology,
information and people. Many of the largest
firms around the world have significantly
grown their global footprints with increased
sales to foreign markets and investment in
those markets through the establishment of
foreign affiliates. For many of the world’s
largest companies, foreign markets account for
the majority of their sales, assets and profits
(UNCTAD, 2019).

As an open economy, Canada relies on foreign
investment and international trade to drive its
growth. In fact, the country’'s dependence on
foreign capital and trade has been a
characteristic of Canada’s economy for most of
its history, starting with British investment in
the mid-19th century in the country’s railways,
canals and other public works. The early part
of the 20th century saw the growth of
investment from the United States in the
resource and manufacturing sectors.

FDI in Canada has grown considerably since
the 1980s. The stock of FDI was equivalent to
47% of Canada’s GDP in 2020—almost

30 percentage points higher than in the late
eighties (Box 2.1)3 This growth has led to
debates about its impact on the Canadian
economy and, more specifically, whether this
investment is coming at the cost of jobs at
home or, alternatively, helping to support
Canadian firms’ competitive position as they
access new markets and resources. These are
important questions, as determining the
impact of FDI can have important implications
for the design of investment and trade policies

to promote economic growth.
=

i S

3 Sources: Statistics Canada, Tables 36-10-0008-01,
36-10-0222-01, retrieved April 30, 2021. Calculation of
the OCE based on book values of FDI stock.
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<2-1 BENEFITS OF INWARD FDI

BOX 2.1
Understanding FDI

Foreign direct investment occurs when an investor in
one economy obtains a “lasting interest” in an
enterprise resident in another economy. The lasting
interest implies that a long-term relationship exists
between the investor and the enterprise and that
the investor has a significant influence on the way
the enterprise is managed. Such an interest is
deemed to exist when a direct investor owns 10% or
more of the voting power on the board of directors
(for an incorporated enterprise) or the equivalent
(for an unincorporated enterprise).

FDI statistics are presented as a financial flow
(transaction) or stock (position). FDI flows represent
activities of foreign investors over a period of time
(e.g. in a given year). FDI flow data also include the
return on equity and debt in the form of profits and

®

Reinvested
earnings

*)

<

Canada

FDI

stock
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FDI

OWS

\_/V

Repatriated earnings, divestments

interest income to the direct investor during a
specific period of time. FDI flows can be quite
volatile (MacNaughton, 2021)—just one large deal
in a given quarter or year can have a huge impact
on the flow figures for that time period. FDI stocks
represent the total foreign investment at a point in
time—i.e. the cumulative value of investments. FDI
stock includes equity and debt (loans between
companies).

Total FDI flows, or investments, in a given year
impact the total FDI stock or the FDI “position”.
Furthermore, flows can often be negative, as in
the case of divestitures and repatriation of
earnings when money flows back to the foreign
parent company. Affiliate earnings that are
reinvested in the affiliate rather than repatriated
count toward FDI flows in a given year.

aB

World



BENEFITS OF INWARD FDI

21 Benefits of inward FDI

Evidence from around the world suggests that
there are many benefits for host economies
that have the appropriate policies,
infrastructure and skill base to take advantage
of foreign investment.

The Organisation for Economic Co-operation
and Development (OECD) summarized the
merits of inward FDI as follows:

/1 Given the appropriate host-country
policies and a basic level of development,
a preponderance of studies shows that
FDI triggers technology spillovers, assists
human capital formation, contributes to
international trade integration, helps
create a more competitive business
environment and enhances enterprise
development.”” (OECD, 2002)

In other words, foreign firms or affiliates:

bring new technology and know-how

contribute to skills upgrading of local
workers

boost supply chain integration and
international trade

foster competition among domestic firms

This, in turn, can lead to better quality and
increased variety in goods and services.
Innovation, technology adoption, a highly
skilled workforce and increased competition
among firms all drive productivity, the key
determinant of income per capita, or standard
of living, in the long term.

Furthermore, foreign investment provides
capital to finance new investments and
enhance existing businesses. Between 2007
and 2020, foreign companies injected an
average of $53 billion a year into the Canadian
economy both through new capital
investments as well as through the
reinvestment of profits made in Canada.
Reinvested earnings, or earnings from foreign
affiliates invested back in the Canadian
economy rather than repatriated, account for
one third of this amount*

The extent to which inward FDI affects a host
economy depends on a number of factors
including the sector in which the FDI occurs as
well as the entry mode: a greenfield investment
or a brownfield investment, such as a merger
or acquisition (M&A) (Box 2.2). Technology
spillovers may be more pronounced with
M&As given that companies already have
established supply-chain linkages. However,
newly established affiliates, or greenfield
investments, imply an expansion of the
existing capital stock in an economy, thus
additional economic activity related to job
creation and investment in capital, such as
machinery and equipment.

4 Source: Statistics Canada, Table 36-10-0025-01, retrieved
March 29, 2021. Calculation of the OCE.
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BOX 2.2

FDI mode of entry: greenfield versus
brownfield

When a company decides to establish new
operations in another country or expand its
international operations through FDI, this investment
can be in the form of either new or existing
facilities. These 2 types of investment are usually
referred to as greenfield or brownfield investments.

In a greenfield investment, the parent company
establishes a subsidiary in another country and
constructs new facilities from the ground up. The
new facilities may include a production plant,
distribution or sale facilities, and office space,
depending on the industry. Goods-producing
industries require a production plant while service
industries may only need office space. There are
several reasons why a company may decide to build
a new facility rather than purchase or lease an
existing one. The primary reason is that a new
facility offers design flexibility along with the
efficiency to meet the project’'s needs. If the
company wants to advertise its new operation or
attract employees, new facilities also tend to be
more favorable.

Brownfield investments occur when an enterprise
purchases or leases an existing facility to begin new
operations or expand existing operations.
Companies may consider this approach if they do
not want to incur the start-up costs typically
associated with greenfield investment and/or their
needs can be easily addressed by available vacant
spaces. With this type of investment, a company will
typically either invest in existing facilities and
infrastructure through leasing or acquiring existing
vacant facilities in a foreign country or a merger
and acquisition (M&A) deal.

Canada’s State of Trade — 2021

Some of the advantages of this type of
investment may include:

the ability to quickly gain access to a new
foreign market

lower start-up costs due to the facilities
already having been established

existing approvals and licences from
governments or regulators

Greenfield investment is of particular interest to
researchers and policy-makers, but at present
the official statistics do not report this type of
FDI separately. Currently, there are no
internationally agreed upon definitions of
greenfield FDI, and it is challenging to precisely
distinguish greenfield investments from
expansion investments, which extend the
capacity of existing businesses (IMF, 2021).

In Canada, official FDI data on greenfield
investments are currently included in the “other
flows” category in Statistics Canada’s quarterly
FDI series. However, the “other flows” category
also includes debt transactions between parent
companies and their subsidiaries as well as
flows that may be related to financial
restructuring of the greenfield.

In May 2021, Statistics Canada released a new
data table, Table 36-10-0656-01, that provides
direct investment flows on a gross and net
basis. These data were made available in an
effort to further define the nature of FDI in
Canada. Data can be disaggregated according
to 2 industry groupings (goods and services
producing industries).


https://www150.statcan.gc.ca/t1/tbl1/en/tv.action?pid=3610065601

<2.1 BENEFITS OF INWARD FDI

Studies of the impact of FDI in Canada
demonstrate the positive relationship between
foreign investment and productivity. Multinational
firms are more productive than purely domestic
firms (Rao and Tang, 2005; Baldwin and Gu,
2005; Tang and Wang, 2020). There is strong
evidence for productivity spillovers from
foreign plants to domestic ones as a result of
increased competition and greater use of new
technologies among the domestic firms. FDI
has resulted in inter-industry productivity
spillovers in Canadian manufacturing industries,
via both upstream and downstream production
linkages (Wang and Gu, 2006). One study
(Baldwin and Gu, 2005) estimates that foreign
firms accounted for over two thirds of labour
productivity growth in Canada’s manufacturing
sector in the 1980s and 1990s.

There is also evidence that foreign-controlled
firms pay higher wages than domestic firms
(Breau and Brown, 2011), even taking differences
in plant and worker characteristics into account.
FDI also contributes significantly to skills
upgrading in both service and non-service

FIGURE 2.1

industries (Souare and Zhou, 2014). A more
recent report (Rao and Zhing, 2018) found that
a 10% increase in Canada’s inward FDI stock
would have a strong positive impact on the
economy by bolstering capital investment
(3.1% increase in investment in construction
and 1.3% increase in machinery and equipment
investment), increasing R&D spending

(1.7% increase), and raising the share of
university-educated workers (0.4% increase).

Foreign businesses foster innovation by bringing
new technologies and services to the
Canadian market and investing in research and
development (R&D) (Box 2.3). Business R&D is
important to innovation performance. Foreign
multinationals account for 41% of intramural
R&D expenditures,® employ over one third of
R&D personnel and are responsible for the
majority of exports and imports of technological
services in Canada’s corporate sector (Figure 2.1).

5 Intramural R&D expenditures, also known as “in-house”
R&D spending, refer to expenditures on R&D activities
that are performed on-site or within an organization’s
establishment.

Foreign multinationals account for a large share of R&D expenditures and most
technological services imports and exports of businesses in Canada

(share of corporate activity, 2018)
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International
technological payments

International
technological receipts
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Source: Statistics Canada, Table 36-10-0604-01, retrieved March 5, 2021.

Calculations of the OCE.
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<2-1 BENEFITS OF INWARD FDI

FDI fuels investment in machinery and
equipment, a key driver of labour productivity
growth. Foreign multinational enterprises
(FMNESs) are significant contributors to
machinery and equipment (M&E) investment in
Canada. In 2018, they accounted for almost
30% of M&E investment in the corporate
sector and were responsible for more than

BOX 2.3

Building an innovation ecosystem—foreign
multinationals invest in R&D centres in Canada

Foreign multinationals are important contributors to R&D
spending and job creation in Canada. Last year, important FDI
deals were announced that will create hundreds of jobs and
boost Canada’s R&D spending in key areas going forward, such
as cybersecurity and artificial intelligence (Al).

In early 2020, Mastercard announced a new

Can$510-million cybersecurity and tech innovation centre in
Vancouver, B.C. Mastercard Inc.,, based in Purchase, New York, is
the second-largest payment processor in the world. Its new
R&D centre in B.C. will focus on product development in
cybersecurity, artificial intelligence and internet of things
technologies to improve the security of its payments network.
The centre is expected to create 380 new jobs by 2029 and
through a partnership with universities, government and
businesses will also include 100 new co-op positions.
Mastercard will also increase the number of jobs at NuData
Security, a Vancouver tech company acquired in 2017, by about
100 positions, including software engineers, data scientists and
information security experts. This centre will help in tackling
cybercrime, establishing Canada as a world leader in

cybersecurity.

BusPatrol is a U.S.-based startup that specializes in
transportation safety technology. The company equips school
buses with safety hardware and software to record dangerous
driving by other vehicles, such as illegally passing stopped
school buses. BusPatrol uses their Al-integrated technology to
contribute to public safety. In August 2020, the company
opened a technological development centre in Montréal that is
expected to create 150 jobs by 2022.

N\
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70% of all Canadian M&E imports.® Looking at
the composition of capital investment over the
past few years reveals a shift from more
spending on non-residential construction to
machinery and equipment spending. In 2015,
FMNEs allocated half of their investment to
non-residential construction and one third to
machinery and equipment. In 2018, non-
residential construction investment had fallen
to just under 40% while M&E investment grew
to 43% of the total (Figure 2.2).

6 Source: Statistics Canada, custom request.

FIGURE 2.2

M&E spending now makes up the

highest share of investment by foreign
multinationals

(share of capital investment in Canada, %)
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Source: Statistics Canada, Table 36-10-0604-01,
retrieved Feb 15, 2021.
Calculations of the OCE.
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Foreign businesses are vital to a number of
industries in Canada, accounting for one third
of all employment in the manufacturing, and
mining, oil and gas extraction sectors and over
half of the operating revenues in the
manufacturing sector (Figure 2.3). Within the
21 manufacturing sub-sectors, foreign-owned
firms account for the majority of activity (jobs,
revenues, value added) in 6 of the sub-
sectors: transportation equipment, paper,
chemical, primary metal, electrical equipment
and appliances, and beverage and tobacco
manufacturing.

FIGURE 2.3
Foreign multinationals account for over half the revenues in the manufacturing sector
(foreign muiltinational share, selected sectors, 2018)
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Source: Statistics Canada, Table 36-10-0604-01, retrieved February 19, 2021.

Calculations of the OCE.
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IMPACTS BY SECTOR

(n

Looking at FDI in Canada more broadly, it is
evident that foreign multinationals are critical
to the entire economy, accounting for 12% of
all employment, 15% of Canadian GDP as well
as the majority of the country’s trade in goods
and commercial services (Figure 2.4). Given the
importance of global value chains, much of
world trade now happens between firms and
industries. FDI is crucial to trade integration
(Box 2.4).

FIGURE 2.4

Although both foreign and Canadian
multinationals are significant players in the
economy, they account for only 1% of
enterprises in the corporate sector

(i.e. excluding the non-profit and governmental
sectors). As of 2018, there were around

16,256 FMNEs operating in Canada and

11,490 Canadian multinationals compared to
2.7 million non-multinational enterprises

(i.e. Canadian firms only operating in Canada).”

7 Source: Statistics Canada, Table 36-10-0356-01, retrieved
February 17, 2021. Calculation of the OCE.

Foreign multinationals play an important role in the Canadian economy

(share of enterprise activity, 2018)
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IMPACTS BY SECTOR

BOX 2.4

The automotive industry’s transition
toward zero emissions

Canada’s manufacturing and resource sectors
are set to play a big role in the auto industry’s
shift toward electric vehicles. Car manufacturers
are committed to building electric vehicles in
Canada, with 3 global automakers having made
huge FDI announcements in 2020. In September
2020, Ford Motor Co. announced that it would
be investing US$1.8 billion to start producing

5 battery-powered models at its Oakville, Ontario

factory. Also, last fall, Fiat Chrysler committed to
investing up to US$15 billion at its Windsor
Ontario, plant to assemble plug-in hybrids and
battery-powered vehicles. This investment will
add up to 2,000 new jobs. And, General Motors
Co. announced in early 2020 that it would be
investing US$1 billion to produce electric
commercial vans in Ingersoll, Ontario.

With Canada’s growth in electric vehicle
manufacturing, and its abundance of natural
resources, the country is also well-positioned to
become a leader in the electric vehicle supply
chain. Minerals like lithium, cobalt, nickel, and
aluminum are key in the production of electric
vehicle batteries. So, with domestic production of
these vehicles, Canada has a ready market for
both its natural resource producers and its auto
parts manufacturers that specialize in electric
vehicle components such as electic batteries.

There are also tax revenue benefits associated
with FDI. FDI generates tax revenues for host
economies directly through taxes paid by
foreign enterprises. It can also generate
revenues indirectly through higher income
taxes and sales taxes resulting from higher
wages and increased consumer spending.
Moreover, FDI has the potential to ultimately
benefit well-being and quality of life in an
economy. The accompanying economic growth
and tax revenues allow regions to invest more
in social programs and priority areas such as
health, education, climate change, and
infrastructure.

7N
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G.Z CANADA'S FDI MAKE-UP

2.2 Canada’s FDI make-up

Advanced economies are the predominant
source of Canada’s foreign capital. Canada is
in a unique position having the United States,
the world’s largest economy, as its neighbour.
The US. is the source of most of Canada’s
stock of inward FDI, though its share has fallen
over the years. Until 1970, the US. held over
four fifths of Canada’s inward FDI stock. This
share fell to two thirds by the late 1980s, then
dropped below one half in 2012 and has been
gradually declining ever since (in 2020, it
stood at 44%). Canada’s inward FDI sources
are now more geographically diverse—40% of
Canada’s FDI stock comes from Europe, and
one tenth comes from Asia and Oceania, led
by Japan, China and Hong Kong (Figure 2.5).

FIGURE 2.5

Statistics on FDI sources are typically reported
according to the immediate investing country
(IC), which is the location of the last investor
before the funds reach the domestic economy.
Given that the ownership structures of
multinationals are often complex, with FDI
being channeled through different countries
before reaching its final destination, IIC data
may not reveal information on the country that
actually controls the funding. Looking at FDI
source data by ultimate investing country (UIC)
allows us to see which investor countries
ultimately control the FDI enterprise (Box 2.5).

Canada’s sources of inward FDI now more diversified
(share of inward FDI stock by immediate investing country)
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Source: Statistics Canada, Table 36-10-0008-01, retrieved April 27, 2021.

Calculations of the OCE.

Canada’s State of Trade — 2021


https://www150.statcan.gc.ca/t1/tbl1/en/tv.action?pid=3610000801

G.Z CANADA'S FDI MAKE-UP

Examining FDI stock data on a UIC basis
reveals notable increases in Canada’s stock of
direct investment from a number of countries.
The US. share rises from $457 billion in 2020
on an immediate basis to $523 billion on an
ultimate basis, an increase of 14%, while
Germany's figure almost doubles from

$18 billion to $34 billion. Japan, China, Ireland,
Brazil and France also have higher investment
when measured on an ultimate investor basis.

TABLE 2.1

Economies with substantially less investment
on an ultimate basis include the Netherlands,
Luxembourg and Switzerland. The Netherlands
is the source of Canada’s second-highest
share of FDI stock by immediate investing
country, making up 14% in 2020. However, UIC
data reveal that the Netherlands only accounts
for 3.0% of Canada’s total inward FDI stock on
an ultimate basis (Table 2.1). The Netherlands is
a recognized financial centre through which
FDI is channeled.

Measuring stock using lIC or UIC affects FDI ranking

DIFFERENCE BETWEEN

RANKING uic IIC UIC AND IIC
SHARE
uiC IIC BILLIONS $ SHARE (%) BILLIONS $ SHARE (%) BILLIONS $ (PERCENTAGE
POINTS)
1 1 United States 523 50 457 44 66 6.3
2 3 United Kingdom 64 6.1 70 6.7 -6.0 -0.6
3 6 Japan 48 46 33 31 15 14
4 10 Germany 34 33 18 17 16 1.6
5 5 Switzerland 34 32 51 48 -17 -1.6
6 7 China 32 31 24 23 77 07
7 2 Netherlands 31 30 148 14 -117 -1
8 13 Ireland 25 24 18 17 71 0.7
9 14 Brazil 24 23 15 15 89 09
10 12 France 24 23 18 17 6.2 0.6
n 4 Luxembourg 19 18 57 55 -39 -3.7
12 " Australia 17 17 18 17 -03 0.0
13 8 Hong Kong 17 16 22 2.1 -5.3 -05
14 15 Spain 14 13 13 13 03 0.0
15 28 United Arab Emirates 83 08 17 0.2 6.6 06

Note: Economies in red have lower FDI stock as measured by UIC compared to IIC.
Source: Statistics Canada, Table 36-10-0008-01, Table 36-10-0433-01, retrieved April 27, 2021.
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BOX 2.5

Making the decisions and bearing the
risk—the ultimate investor

Multinational enterprises often channel their FDI
through intermediary countries via “special purpose
entities” (SPEs) such as holding companies. Standard
FDI data capture the location of the intermediary
country, or the “immediate investor.” As a result, the
FDI is attributed to the country of the holding
company rather than that of the “ultimate investor.”
To provide more meaningful measures of FDI,
countries began to compile statistics on the inward
FDI stock by the UIC. These data provide information
on who ultimately controls the investment and, thus,
bears the risks and reaps the rewards.

As a simple example, suppose a Japanese company,
Firm A, invests in Canada through Firm B, a holding
company in the Netherlands. The company in the
Netherlands is the immediate investor, and the
enterprise in Japan is the ultimate investor. The firm
in Japan is the one making the decisions and
assuming the risk. Furthermore, a shock to the
Japanese economy could impact Firm C, the
Canadian affiliate. Standard FDI statistics would not
reveal this risk exposure to the Canadian affiliate.
UIC data give a better sense of international risk.

Reasons why an investor may decide to make its
investment transit through an intermediary
country include:

1) to finance an investment by using revenues
from an affiliate in another country

2) to finance the investment using an
international financial institution located in
another country

3) for fiscal reasons (e.g. tax minimization)

There are currently 38 countries (including
Canada) that publish inward FDI statistics by UIC.
In general, UIC data on inward FDI reveal that
countries such as the Netherlands and
Luxembourg, which multinationals often use to
channel their investments, are less important
sources of FDI, relative to other countries like the
United States.

Ultimate Immediate

iInvestor Investor

Japan Netherlands Canada
Firm A Firm B Firm C
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Most of the foreign capital is invested in 3 key
sectors, which each hold roughly one fifth of
the share of Canada’s FDI stock: manufacturing;
mining and oil and gas extraction; and
management of companies and enterprises
(Figure 2.6). The share of FDI stock in Canada’s
manufacturing industry has fallen over the past
20 years. In 2000, the manufacturing industry
held 44% of FDI stock in Canada and in 2020
this share was 19%. Meanwhile, the total shares
attributed to the mining and oil and gas
extraction and management of companies and
enterprises sectors have grown by the same
amount that the manufacturing share has
fallen. The share of FDI stock in management
of companies and enterprises increased by

16 percentage points over the past 2 decades
(Box 2.6).

FIGURE 2.6

Inward FDI stock is concentrated in 3 sectors
(FDI stock by sector)
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Source: Statistics Canada, Table 36-10-0009-01, retrieved
April 27, 2021.
Calculations of the OCE.
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BOX 2.6

What explains Canada’s large share of FDI stock in the management of companies
and enterprises industry?

One area of interest with respect to inward investment in Canada is the growing share of the
management of companies and enterprises industry (NAICS 55) in overall investment.

As of 2020, $255 billion of inward investment in Canada was classified to the management of companies
and enterprises category, which represents an almost 10-fold increase from $26 billion in 2000. As a
result, this industry now accounts for 24% of the total investment position in Canada, the highest share
among all industries, including manufacturing, and mining and oil and gas extraction.

This industry classification consists of enterprises that are “primarily engaged in: managing companies
and enterprises and/or holding the securities or financial assets of companies and enterprises, for the
purpose of owning a controlling interest in them and/or influencing their management decisions” (ISED).
Businesses classified under this code include head offices and special purpose entities (SPEs), such as
holding companies. SPEs are set up specifically to channel investment through an intermediary country
and have little in the way of physical presence or activity in the host country. For some countries, SPEs
account for a significant portion of inward investment.

Statistics Canada, however, estimates that investment in SPEs is marginal in Canada. One possible scenario
is that funding arrives at a head office or a holding company but is ultimately redistributed to related
enterprises or enterprise groups within the organizational structure that are associated with other
industries such as mining, oil and gas extraction, and manufacturing. Since Statistics Canada surveys the
enterprise receiving the funds, i.e. the head office or holding company, the investment is coded to NAICS
55 rather than the industry that is the “end user” of the funds. More analysis needs to be done to
investigate the direct investment relationships of enterprises coded to NAICS 55.

Looking at sectoral FDI by geographical origin + Asia/Oceania account for almost 40% of FDI
reveals some interesting facts (Table 2.2): in the accommodation and food services
industry and just under a quarter in mining

- the majority of US. FDI is divided almost and oil and gas extraction

evenly among 3 industries: mining and oil
and gas extraction; manufacturing; and the
management of companies and enterprises

- over half of FDI in wholesale trade is of
European origin, while virtually all of FDI in

retail trade comes from the US.
nearly half of overall FDI from Asia/Oceania

is in the mining and oil and gas extraction
sector

« European investors also hold over half of all
foreign capital in the construction,
information and cultural, transportation and
warehousing, and management of
companies and enterprises industries
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It is important to keep in mind that these
figures showing the industry investment by
region represent FDI stock by immediate
investor countries, so investment by countries
in some industries may be over- or
understated. For example, if Asian investment
in the Canadian mining and oil and gas
extraction sector is channeled through
European holding companies, this sector’s
share of FDI stock from Asia and Oceania may
be greater than 24%.

TABLE 2.2
Taking a closer look at Canada’s FDI stock (FDI stock by industry and region, 2020)
TOTAL, ALL UNITED STATES ASIA AND EUROPE
COUNTRIES OCEANIA
EUROPE % SHARE EUROPE % SHARE EUROPE % SHARE EUROPE % SHARE
OF OF OF OF
INDUSTRY INDUSTRY INDUSTRY INDUSTRY

Total, all industries 1,046 100 457 44 106 10 419 40
Agriculture,forestry, fishing and 34 03 3.1 93 . . 03 75
hunting
Mining and oil and gas extraction 187 18 88 47 44 24 45 24
Utilities n 1.0 6.4 60 1.5 14 27 26
Construction 6.4 0.6 27 42 . . 37 58
Manufacturing 199 19 82 41 14 7.2 82 41
Wholesale trade 95 9.0 37 40 6.3 6.6 51 54
Retail trade 53 5.0 50 94 0.6 12 22 4.1
Transportation and warehousing 15 1.4 6.3 42 0.6 39 8.1 54
Information and cultural industries 16 15 5.9 37 0.1 0.5 9.1 57
Finance and insurance 131 13 61 46 14 " 50 38
Real estate and rental and leasing 22 2.1 10 47 0.1 03 41 19
Professional, scientific and technical 37 35 16 44 11 3.0 18 50
services
Management of companies and 255 24 79 31 20 79 136 54
enterprises
Accommodation and food services 73 0.7 2.8 39 2.8 38 1.7 23
All other industries 93 0.9 55 60 0.2 25 35 38

Source: Statistics Canada, Table 36-10-0020-01. Retrieved on May 28, 2020.
Calculation of the OCE.
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2.3 Getting the balance right—

weighing the benefits and
risks of FDI

Foreign direct investment clearly plays a very
important role in the Canadian economy; the
benefits of such investment must be
understood in the context of Canadian
interest. The Investment Canada Act (ICA or
“the Act”) is Canada’s primary mechanism for
reviewing foreign investments, with a 2-fold
purpose, as set out in the Act:

1. “[..] to provide for the review of significant
investments in Canada by non-Canadians in
a manner that encourages investment,
economic growth and employment
opportunities in Canada”, and

2. "to provide for the review of investments in
Canada by non-Canadians that could be
injurious to national security”.

Foreign investors acquiring control of an
existing Canadian business or establishing a
new Canadian business must file either an
application for “net benefit” review for a
significant acquisition or a notification advising
the Canadian government of a pending or
completed transaction. In addition, all
investments by non-Canadians into Canada are
subject to the national security review process,
including all acquisitions, in part or in full, of a
Canadian business or entity and greenfield
investments.

6.3 GETTING THE BALANCE RIGHT—WEIGHING THE BENEFITS AND RISKS OF FDI

Significant transactions are determined based on
the value of the Canadian business being
acquired. The net benefit review threshold for
direct acquisitions of control of Canadian
businesses by private investors from WTO-
member countries increased from $600 million
in enterprise value to $1 billion in 2017. In
addition, a free trade partner threshold was
introduced in September 2017 following the
implementation of CETA. As of 2021, the
thresholds are $1.043 billion in enterprise value
for private investors from WTO-member
countries and $1565 billion in enterprise value
for private investors from free trade partner
countries (Figure 2.7)8 State-owned enterprise
investors from WTO-member countries continue
to face a lower threshold, $415 million in asset
value, for 2021. The threshold levels are adjusted
annually based on changes in nominal GDP. This
yearly adjustment led to a slight decrease in the
thresholds for 2021 given COVID-19's negative
impact on the economy and GDP in 2020. Details
on the number of notifications and filings are
found in the Act's Annual Report.

Before an investment can proceed, a

8 For non-WTO investments and investments in cultural
businesses, the net benefit review thresholds are
$5 million in asset value for direct transactions and
$50 million in asset value for indirect transactions.
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determination of overall net benefit is required®
The factors used in making this determination
are set out in the Act (section 20):

a. the effect on the level of economic activity
in Canada on: employment, resource
processing, and the utilization of parts,
components and services produced in
Canada, and exports from Canada;

b. the degree and significance of participation
by Canadians in the Canadian business or
new Canadian business and in any industry
or industries in Canada;

c. the effect of the investment on productivity,
industrial efficiency, technological
development, product innovation, and
product variety in Canada;

d. the effect of the investment on competition
within any industry in Canada;

e. the compatibility of the investment with
national industrial, economic, and cultural
policies; and

f. the contribution of the investment to
Canada’s ability to compete in world markets.

In essence, the net benefit review seeks to
determine if the investment will benefit
Canadians and whether it will contribute to
Canada’s innovation, competitiveness and
productivity growth.

9 The determination is made by the Minister of Innovation,
Science and Industry or when the investment is in the
cultural sector by the Minister of Canadian Heritage.

6.3 GETTING THE BALANCE RIGHT—WEIGHING THE BENEFITS AND RISKS OF FDI

The Act does not assign set weights to the
factors nor does it indicate whether any factor
is more important than another in the net
benefit determination. Furthermore, not all
factors may be relevant to a specific
investment and some factors may be more
relevant to one investment than to another. As
each transaction presents its own unique
features, proposed investments are examined
on a case-by-case basis.

In addition to net benefit reviews, all
investments by non-Canadians are subject to
the national security review process set out in
the ICA™ Through this process, the Canadian
government is able to consider all the relevant
facts and make a determination of whether an
investment would be injurious to Canada’s
national security. Ultimately, the Governor in
Council has the authority to take any measures
with respect to the investment considered
advisable to protect national security,
including blocking an investment, requiring
divestiture, or imposing conditions. For details
on how the national security review provisions
work, see the Act’'s Annual Report.

Overall, the vast majority of investments by
foreign firms are allowed to proceed with only
a small number of investments requiring a net
benefit review or being subject to a national
security order.

10 For these reviews, the Minister of Innovation, Science
and Industry consults with the Minister of Public Safety
and Emergency Preparedness. The Canadian government
has published guidance to aid investors and Canadian
businesses in understanding their obligations and
processes associated with net benefit and national
security reviews. This includes Guidelines on the
National Security Review of Investments, Guidelines on
Investments by State Owned Enterprises, and annual
reports. In addition, the Minister of Innovation, Science
and Industry released the Policy Statement on Foreign
Investment Review and COVID-19 in April 2020 to
provide specific guidance on the impact of COVID-19 on
reviews under the Act.
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6.3 GETTING THE BALANCE RIGHT—WEIGHING THE BENEFITS AND RISKS OF FDI

FIGURE 2.7
Net benefit review thresholds are adjusted to GDP growth
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Note: The free trade partner threshold was introduced in September 2017, and the WTO private sector threshold for 2017
increased to $1 billion in June 2017.
Source: Innovation, Science and Economic Development Canada.
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Foreign affiliates:
bring new technology and know-how,

contribute to skills upgrading among
local workers,

boost supply chain integration and
international trade, and

foster competition among domestic firms.

Foreign multinational enterprises are critical to the Canadian economy. They represent less than
1% of companies in Canada yet account for 12% of all employment, 15% of GDP as well as the
majority of trade in goods and services.
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Canada’s inward FDI sources are now more geographically diverse, with Europe and Asia
together accounting for the larger share of FDI stock. The US. now holds less than half of
Canada’s inward FDI stock.
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Among the top investing countries to Canada, the US., Japan and Germany ultimately invest more
than the traditional “immediate” investing country data suggest. A significant portion of their
investment transits through intermediary countries before arriving in Canada.
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The share of FDI stock in Canada’s manufacturing industry has fallen over the past 20 years.

In 2000, the industry held close to 44% of FDI stock in Canada and in 2020 this share was 19%.
Meanwhile, the total shares attributed to the mining and oil and gas extraction and management
of companies and enterprises sectors have grown.
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WHY DO COMPANIES

INVEST ABROAD?

Outward FDI has come to play an increasingly
important role in the Canadian economy with
CDIA having long expanded at a much faster
rate than inward FDI. What reasons do firms
have to invest abroad?

The obvious reason for an enterprise to invest
abroad and set up a foreign affiliate is to
access new markets for its products and/or
services. Traditionally, FDI was seen as “trade
substitution,” a way to avoid tariff barriers by
setting up branch plants or affiliates. We now
recognize that outward FDI can also lead to
increased trade. Firms can expand into new
markets via their foreign affiliates (i.e. increase
exports). And, they may have better access to
lower-cost inputs for domestic production

(i.e. via imports). Companies also take
advantage of outward investment opportunities
to strengthen their operations and acquire new
technologies, resources and skills.

While there are clear advantages to having a
foreign affiliate, there are also a number of
costs and challenges. Costs include the capital
for setting up a business abroad, as well as
costs associated with long-distance
communication, transportation, and paying
foreign taxes. There are the potential
challenges of working in a different language,

a different legal structure, and different time
zones. Firms investing abroad also have to
contend with challenges like adhering to
different regulations concerning hiring and
dismissing workers, managing payroll in the
host country, and following foreign tax
requirements. Clearly, the decision to venture
abroad is not a trivial one. There are many
considerations in going global, and the
benefits should ultimately outweigh the extra
costs for a company to invest abroad.

Al
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INVESTOR’S MOTIVATIONS AND TYPES OF FDI

31 Investor’'s motivations and

types of FDI

Very few firms invest abroad—firms with
operations in other countries, or
“multinationals,” make up 0.4% of all Canadian
enterprises (see Chapter 2)—and those that do
usually have significant strategic advantages
over the competition (Box 3.1). The motivations
for investing abroad are explained in economic
theory using the “ownership”, “location” and
“internalization” or OLI framework of
international production (Dunning, 1979).
According to this framework, a firm will choose
to invest in a foreign country if it has an
ownership advantage, a location advantage,
and internalization (i.e. it must manage its
advantages by itself to reap their full benefits).

A company has an ownership advantage if it
owns assets that give it a competitive edge
over other less productive firms so that it can
be successful in global markets. These assets
may be tangible, such as scarce resources,
key facilities, and equipment; or intangible like
management know-how, patents, and a well-
known brand. Firms invest in locations that
offer them advantages—such as a skilled
labour force, a favorable legislation and tax
system, and access to key resources or
markets. Without a location advantage, it
makes more sense for a firm to export rather
than invest abroad.

Canada’s State of Trade — 2021

Without internalization, it is more cost-effective
for a firm to contract with foreign suppliers
rather than set up a foreign affiliate. There
must be a business case for establishing a
foreign affiliate and bearing the associated
management and oversight costs. For example,
there may be perceived difficulties in
protecting strategic assets, transferring know-
how, or enforcing the necessary contracts
(Figure 3.1).

There are 4 broad ways that FDI is categorized
that describe these underlying OLI motivations:

—_

resource seeking
market seeking

strategic asset seeking

E A

efficiency seeking

FIGURE 3.1

Deciding to invest abroad:
the OLI framework
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BOX 3.1

The multinational advantage

Multinationals have grown to define the modern
economy as production has become increasingly
unrestricted by geography. A multinational enterprise
(MNE) is defined as “an enterprise that controls and
manages production establishments—plants—located
in at least two countries” (Caves, 2007). Parents are
entities located in the FDI source country that control
productive facilities, while affiliates are located in
host countries (Antras and Yeaple, 2014).

SMEs make up the majority of firms in countries
worldwide, yet account for a very small share of
global exports. In Canada, SMEs represent 99% of
employer business in Canada yet only 12% export
(Sekkel, 2021). International activity is concentrated in
a small number of very large firms operating in
multiple countries. In 2019, Canada’s top

1,000 exporting enterprises were responsible for
84% of all goods exports (Statistics Canada,

Table 12-10-0093-01).

The largest firms are able to exploit their market
power by charging higher prices, increasing their
advantage further (Hottman et al,, 2016). The MNE
location decision can be a further source of market
power. As there are few key MNEs in an industry,
their investments are highly sought after by potential
host countries.

MNEs must be the most productive firms in their
industries in order to overcome the costs and
challenges of operating successfully in a foreign
market. Firm-level empirical studies confirm this
with extensive evidence (Helpman et al., 2003;
Chen and Moore, 2010; Criscuolo and Martin,
2009; Antras and Yeaple, 2014). Canadian
evidence shows that foreign-controlled plants
are indeed more productive, more innovative,
and more R&D intensive and that they pay
higher wages and use more skilled workers.
Comparisons between foreign and Canadian
MNEs, however, show that better performance
comes from being an MNE, not from being
foreign (Baldwin and Gu, 2005).

Recent Canadian data confirm that MNEs are
larger, more innovative, more productive, and
pay higher wages compared to non-MNEs. On
average, MNEs are about 23% more productive
than comparable non-MNEs. Selection effect is
the main reason behind the productivity
performance: firms that were already more
productive and able to generate higher
productivity from their investments in R&D
became even more productive after the fact. The
important implication is that firms can learn from
their foreign operations, but to maximize the
chance of successful foreign market entry, they
need to improve their productivity beforehand
by “consciously investing in R&D and tangible
capital, and by developing the capacity for
efficiency” (Tang and Wang, 2020).

Canada’s State of Trade — 2021
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The primary goal of “resource-seeking”
investment is to obtain access to key
resources such as raw materials, labour, and
infrastructure assets (Dunning and Lundan,
2008). Most resource-seeking activities take
place in developing countries, but key
resources in developed countries are also
subject to resource-seeking investment
(McKern, 1993). A prime example is Japan'’s
Mitsubishi Corporation’s 15% stake in Canada’s
$40-billion liquefied natural gas (LNG) project,
the largest private infrastructure investment in
Canada’s history.

Other firms will primarily invest to grow
existing markets or to find new markets in
which to sell their products. This type of FDI is
driven by market size, per capita income,
market growth potential and access to
regional or global markets. This “market-
seeking” motivation is especially common
when direct exports to a country are difficult
or expensive—whether due to distance, or
because of tariffs or other non-tariff barriers.
Firms may also seek to expand into a new
market by investing in a third country and
exporting to that market from there. Also,
firms may choose to set up a foreign affiliate
in order to adapt their products and/or
services to accommodate local or regional
tastes, culture or needs (Dunning and
Lundan, 2008).

Some firms seek out key assets that aid their
representation abroad, advancing global and
regional strategies. These could be foreign
brands, distribution networks, or human
capital. Most merger and acquisition (M&A)
activity is driven by this “strategic asset-

seeking”

" motivation (Box 3.2).

Canada’s State of Trade — 2021

With “efficiency-seeking” FDI, a firm’s goal is
the improvement of its overall cost efficiency
through economies of scale, and scope and
risk diversification (Dunning and Lundan,
2008). Efficiency-seeking foreign investments
aim to take advantage of the differences in
availability and costs in factor endowments
(i.e. capital, labour, and resources) between
different countries or the economies of scale
and scope between similar economies.

These 4 motivations for investing abroad are
not mutually exclusive, and firms often engage
in FDI for a combination of these reasons. Also,
companies’ motivations may evolve over time.
For example, a business may choose to invest
in a country to gain access to its natural
resources. However, the host country could
also be a market for its goods or become an
entry point to another regional market.
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BOX 3.2

Strategic investments in transportation

Inter Pipeline Ltd., headquartered in Calgary, Alberta,
is @ major petroleum transportation, natural gas
liquids processing and bulk liquid storage business.
Inter Pipeline Ltd. owns and operates energy
infrastructure assets in western Canada and is
building the Heartland Petrochemical

Complex— Canada’s first integrated propane
dehydrogenation and polypropylene facility. In
September 2020, Inter Pipeline Ltd. announced that it
was acquiring the Milk River pipeline system from
Plains Midstream Canada ULC (“Plains”), a wholly
owned subsidiary of Plains All American Pipeline, L.P.
The Milk River pipeline system will improve Inter
Pipeline’s access to the Montana refining region, an
important delivery market for Inter Pipeline and its
customers.

Canadian National Railway (CN), Canada’s largest
railway network, is headquartered in Montréal,
Quebec. CN's vast network spans Canada and the
mid-U.S. and connects 3 coasts: the Pacific, the
Atlantic, and the Gulf of Mexico. In July 2020, CN
announced a series of investments in the US. as part
of its strategy to “support growing demand and

FDI STRUCTURES

Depending on the investment motives, the
corporate structure resulting from FDI takes
different forms. The 2 main structures are
“horizontal” and “vertical” FDI.

With horizontal FDI, investors establish local
subsidiaries in the host countries, which
replicate the investor’'s home country activities.
In this case, investors are usually driven by
market-seeking motives. Goods and services
destined for the host market are produced or
delivered locally rather than imported. There
are savings associated with transportation,
access and trade costs.

enable supply chains.” The company'’s strategic
investments amount to US$520 million for the
upgrade and maintenance of infrastructure in
8 US. states. Investments include:

$55 million in Michigan to focus on
maintenance, the expansion of its Flint car
processing centre, autonomous track
inspection railcars, and implementation of
the Positive Train Control (PTC) system, a
safety overlay designed to help prevent
certain accidents resulting from human error

$60 million in Louisiana to focus primarily on
a bridge reconstruction project as well as
infrastructure maintenance

$100 million in Wisconsin to focus on a new
car processing and transshipment facility in
New Richmond, the maintenance of track
infrastructure, and the replacement of rail
and ties

$165 million in lllinois to focus on the renewal
of Chicago’s St. Charles Airline Bridge as well
as the replacement of rail and ties and
infrastructure maintenance

When the potential host country is small,
exports are a cheaper alternative to FDI to
serve the foreign market because the
potential savings in trade costs do not offset
the fixed costs of setting up a foreign plant.
However, when a host country is large enough
to offset these costs, FDI becomes a better
value proposition (Antras and Yeaple, 2014).
Horizontal FDI is common in the automotive
industry and the food and beverage industry.
Vertical FDI described below is also prevalent
in the automotive industry.
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Vertical FDI occurs when foreign investors
break up their production processes by
location. This allows them to locate different
activities in specific regions and benefit from
natural resource endowments and/or the
economies of scale in production due to lower
labour costs. Many of these investors are
resource-seeking or strategic asset-seeking,
but they can also be efficiency-seeking firms.
Vertical FDI can be backward—as in the case of
an enterprise investing in a raw material
supplier—or forward, such as when a company
invests in a distributor for its products or
services (Figure 3.2).

FIGURE 3.2

Horizontal FDI:

Country A

Country B Country C

Canada’s State of Trade — 2021

Conglomerate FDI is another FDI structure.
Conglomerates are multinationals whose FDI is
often already structured horizontally and/or
vertically. This type of multinational enters an
industry or multiple industries that are
unrelated to its existing domestic business.
Using a conglomerate FDI strategy,
multinationals offer a diverse range of
products and/or services.

Vertical FDI:
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3.2 Benefits of Canadian

investment abroad

Canadian firms that invest abroad gain access
to foreign markets and are able to better
integrate into global value chains. Tapping into
global value chains can provide firms with
productivity and competitiveness benefits that
help support the rest of their activities (Poloz,
2012; Rai et al., 2018). Outward investment is
also more likely to complement domestic
investment rather than be a substitute. A study
on U.S manufacturing firms (Hines et al.,, 2009)
found that those that expanded their foreign
operations over a 20-year period also
expanded their domestic operations, and that
this investment was associated with growing
domestic capital accumulation, wages, R&D
and intra-firm exports.

Recent studies highlight the benefits of CDIA
to domestic firms and the Canadian economy.
A 2018 Bank of Canada paper showed that
firms with greenfield investments experienced
higher productivity growth compared to
similar firms that remained domestic.
Furthermore, the positive effects of outward
investment go beyond the firm level. Provinces
with more outward investment showed
stronger productivity growth, particularly
when the investments were in OECD countries
versus non-OECD countries. This suggests that
there may be greater learning and
technological spillovers when investing in
countries with similar economies, cultures,
and/or institutions (Rai et al.,, 2018). Another
study found that a 10% increase in Canada’s
outward FDI stock would have a positive
impact not only on trade flows and foreign
sales, but also on domestic investment,
innovation, productivity, employment, and real
GDP (Rao and Zhing, 2018).

Results from a 2015 Export Development
Canada (EDC) survey of Canadian firms with
foreign operations also highlight the impact of
foreign affiliates. Nine out of ten survey
respondents said that their foreign affiliates
had made their firm more competitive, with
four out of five stating that their foreign
affiliates had a positive impact on company
sales, customer base, profits, growth and
market share. Most respondents also agreed
that their foreign affiliates had provided a net
benefit to their domestic operations, primarily
by sustaining and facilitating the growth of
their operations in Canada, which also
included providing new employment
opportunities.

While the tendency is sometimes to focus on
the potential loss of domestic jobs and
investment resulting from the establishment of
foreign affiliates (and indeed, a small
percentage of respondents to the EDC survey
did cite job losses in Canada as an issue),
respondents to the EDC survey as well as to
the 2017 Statistics Canada Survey of Innovation
and Business Strategy (SIBS) indicated that the
main reason for establishing foreign affiliates is
to increase sales by accessing new markets
and gaining proximity to key customers
(Figure 3.3). The SIBS survey also found that
Canadian businesses are now more likely to
sell goods and services internationally through
their foreign affiliates than through direct
exports from Canada, illustrating the important
role that foreign affiliates play as global sales
platforms for Canadian companies.
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FIGURE 3.3

Companies cite increased sales and access to new markets as most important reasons
to hire abroad

(percent of companies that cited reason as either important or very important, 2017)

Increased sales I

Access to new markets
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Other reasons for employing personnel outside Canada
Reduced costs other than labour costs

Tax or other financial incentives

Lack of available labour in Canada
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Statistics Canada, Table 33-10-0198-01, retrieved March 12, 2021.
Calculations of the OCE.
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Between 2011 and 2018, sales by foreign FIGURE 34
affiliates increased by over 50% from

$478 billion to $734 billion (Figure 3.5). At the
same time, exports of goods and services rose
by 33% from $544 billion to $722 billion.
Around three quarters of the growth in foreign
affiliate sales during this period came from 600

service sector industries such as retail trade mmm Exports

and finance and insurance. The services sector 500 mmm Foreign affiliate sales
now accounts for the majority of foreign

affiliate sales. Furthermore, sales by foreign

affiliates in the services sector far exceed 400 I

exports in this sector. This underscores the
~ Goods ~ Services

Foreign affiliates sales of services
abroad almost 3 times larger than
services exports

(2018 sales, billions Can$)

fact that having a local presence is especially 300

important for foreign sales of services
(Figure 3.4). 200

100

o

Source: Statistics Canada, Tables 36-10-0440-01 and
36-10-0014-01, retrieved March 15, 2021.

FIGURE 3.5

Sales by foreign affiliates have outpaced goods and services exports in recent years
(sales, billions Can$)
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Source: Statistics Canada, Tables 36-10-0440-01 and 36-10-0014-01, retrieved March 15, 2021.
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This rings particularly true for the finance and
insurance services industry, which currently
accounts for more than a third of all outward
investment (Figure 3.6). Canada’s banks and
insurance companies have been the largest
source for Canadian investment abroad for
years. Delivery of financial services abroad
requires direct, face-to-face communication
with customers, driving the need for large
investments in physical service and distribution
networks.

FIGURE 3.6

Canada’s finance and insurance industry has the greatest share of investment abroad
(share of Canadian direct investment abroad, 2020)

Finance and insurance [ 36 %
Management of companies [N 14 %
Mining and oil and gas extraction | INEEEEEEN 12 %
Transportation and warehousing | I 7.1%
Manufacturing [ IIIIEEEE 6.7%
Real estate and rental and leasing N 5.4%

other I 19%

Source: Statistics Canada, Table 36-10-0009-01, retrieved April 27, 2021.
Calculations of the OCE
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In addition to providing potential gains in
competitiveness and productivity, foreign
affiliates serve as a source of financing for the
parent company. The profits generated by
foreign affiliates grew considerably over the
past decade having more than doubled
between 2010 and 2019—in line with the
growth in CDIA stock over the same period.
Not surprisingly, profits dipped in 2020 with
the pandemic-induced global economic
downturn. Nonetheless they amounted to
$65 billion, of which some $26 billion was
remitted to Canada in the form of dividends.

Over the past decade the payout ratio of
foreign affiliates has remained fairly constant,
with foreign affiliates sending roughly 40% of
their profits back to their Canadian parents in
the form of dividends." These dividends can in
turn be used to fund domestic investments
and/or help with other financing needs such
as the payment of dividends to shareholders
of the Canadian parent company.

Foreign investment is critical to Canada’s
future. It links Canadian companies, consumers
and workers to the new knowledge-based
global economy. It enhances Canada’s
competitiveness by revitalizing domestic
industry and increasing the flow of goods and
services between Canada and its trading
partners. Foreign investment not only opens
up opportunities in new markets, but also
creates jobs and increases exposure to new
technologies and management techniques.

1 Source: Statistics Canada, Table 36-10-0018-01, retrieved
March 29, 2021. Calculations of the OCE.

Canadian multinationals (CMNEs) generate 11%
of all Canadian jobs, produce one sixth of all
GDP, and are responsible for just under a
quarter of all goods and commercial services
exports. Their contribution is even more
important within the corporate sector. CMNEs
hold half of all the Canadian corporate assets
and make up 16% of jobs, produce roughly
one quarter of GDP, and are responsible for
36% of capital investment.

A direct comparison of CMNEs to non-MNEs in
Canada reveals that though only 4 of every
1,000 Canadian-owned firms is a multinational,
these firms employ nearly 200 of every

1,000 workers, generate over one third of GDP
and contribute to 60% of goods and
commercial services exports. Furthermore,
CMNEs generate over 400 out of every

1,000 R&D jobs and are responsible for over
50% of R&D spending. CMNEs are responsible
for just under one half of all capital investment
of Canadian-owned firms.”

12 Source: Statistics Canada, Table 36-10-0356-01, retrieved
March 29, 2021. Calculations of the OCE.

-
61

/
Canada’s State of Trade — 2021 |

\


https://www150.statcan.gc.ca/t1/tbl1/en/cv.action?pid=3610001801
https://www150.statcan.gc.ca/t1/tbl1/en/cv.action?pid=3610035601

‘62‘

3.3 Global Reach—where

Canadian companies invest

Canadian companies are continuing to expand
their investments abroad. The ratio of CDIA to
GDP increased almost 5-fold since 1990, from
14% to 67% in 2020. Since 1997, when the total
CDIA stock first exceeded the stock of FDI in
Canada, Canada has been a net supplier of FDI
to the world economy, rather than primarily a
host country (Figure 3.7). Between 2010 and
2018, the number of CMNEs grew by almost
30%, from under 9,000 to almost 11,500.
Canadian entrepreneurs are successfully
finding global commercial opportunities across

FIGURE 3.7
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the world and profit from them by establishing
foreign production and service facilities.
Canada’s rates of outward FDI stock growth
mirror the global and G7 rates and show that
Canadian MNEs are following the worldwide
process of internationalization of production
(Hejazi, 2010). Investing abroad is a way to
remain internationally competitive and stay in
business, particularly in global value chain
intensive industries such as electronics, auto
and aerospace.

Canada has been a net supplier of FDI to the world economy since the late 1990s

(CDIA and FDI as a share of GDP)
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BOX 3.3
A new model for protecting CDIA

In May 2021, Canada introduced a new, modernized
and inclusive Foreign Investment Promotion and
Protection Agreement (FIPA) model—the first
comprehensive revision since 2003. FIPAs offer
protection to investors for their assets abroad
through legally binding obligations and rights. For
example, a FIPA could include one or several
provisions to ensure that foreign investors receive
the same treatment as domestic companies when
dealing with national and sub-national governments.
Over the years, Canada has negotiated and entered
into force over 35 FIPAS.

Canada’s new FIPA model includes key innovations
to core investment obligations, improvements to the
investor-state dispute settlement mechanism and a
number of “inclusive trade” provisions. The revised
FIPA model will further the provision of a stable,
rules-based investment environment for Canadian

Canada’s stock of direct investment abroad
has diversified over the past 30 years. Slightly
less than 50% of CDIA stock is now invested in
the United States; up until 1990 the US. held
over 60% of total CDIA. Just over a quarter of
CDIA stock is in Europe, and the remainder
split between Asia/Oceania and South and
Central America. Investment in South and
Central America now represents 4% of total
CDIA stock, up from 2% in the early 1990s.®

13 Source: Statistics Canada, Table 36-10-0008-01, retrieved
April 27, 2021. Calculations of the OCE.

businesses investing abroad. Furthermore, it will
ensure that SMEs and all Canadians, including
women and Indigenous peoples, are able to
benefit from these agreements. Examples of key
changes include provisions to

improve transparency and streamline
administrative procedures for SMEs investing
abroad

better reflect Indigenous peoples’ rights and
participation

support gender equality and diversity by, for
example, encouraging the appointment of
women as arbitrators or to senior
management positions

This new modernized and inclusive model FIPA
text will serve as the basis for Canada’s future
FIPA negotiations.

Greater diversification of CDIA makes
economic sense, partly because the costs of
managing foreign affiliates are less sensitive to
distance than are the transportation costs
associated with trade, and partly because
face-to-face interaction is often critical for
selling services abroad, making foreign
investment a necessity.
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Looking at the top 10 destinations for CDIA
reveals that CDIA in the US. is almost 6 times
as great as CDIA in the second-largest
destination, the United Kingdom (Figure 3.8).
The UK., Luxembourg and the Netherlands are
the main European destinations. Interestingly, a
number of Caribbean economies are among
the top 10: Bermuda, the Cayman Islands, and
Barbados. The remaining top destinations for
CDIA are Australia, Mexico and Chile.

FIGURE 3.8

CDIA in the US. is almost six times as great as that for the UK., the second-largest
destination
(CDIA, billions Can$, 2020)

United States NN 669
United Kingdom NN 117
Luxembourg NN 103
Bermuda [N 64
Australia NN 47
Netherlands NN 45
Caymanislands N 44
Barbados NN 42
Mexico N 29
Chile N 23

Source: Statistics Canada, Table 36-10-0008-01, retrieved April 27, 2021.
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It is important to keep in mind that the CDIA
data are based on the first destination. For
example, suppose a Canadian company
channels funds through a subsidiary in
Bermuda but the investment is ultimately
destined for Mexico. In this case, the Canadian
investment would be allocated to Bermuda
and not to Mexico, the ultimate destination. So,
CDIA in one country may be overstated while
CDIA in another country may be understated.
CDIA data by ultimate destination, or ultimate
host country, are currently not available

(Box 3.4). Canadian investments in the
Caribbean region, such as the Cayman Islands
and Bermuda, and possibly to some extent in
Luxembourg and the Netherlands, are
primarily in offshore financial centres—they are
typically not the ultimate host countries of the
CDIA (Damgaard et al., 2019).

BOX 34

Producing statistics by ultimate host
country

Canadian direct investment data by ultimate host
country (UHC) would provide more accurate
information on the markets and sectors where
Canadians are investing. Unfortunately, producing
UHC data presents challenges. One challenge is
linking specific sources of funding with their uses.
Another issue is that investments by intermediate
enterprises may reflect funding not only from direct
investors but also from other sources, such as local
sources (OECD, 2008). International efforts are
currently under way to determine whether it is
feasible to identify the ultimate host countries of
outward direct investment.

The distribution of CDIA stock by sector
reveals that the largest share has shifted from
manufacturing to finance and insurance
services, which now accounts for over a third
of the total (Figure 3.9). Manufacturing, which
accounted for over 30% of CDIA stock in
2000, now makes up less than one tenth of
the total. The management of companies and
enterprises industry (See Chapter 2, Box 2.6)
is the second largest, making up less than a
sixth of the total, closely followed by mining
and oil and gas extraction.

Canada'’s financial industry is one of its
strongest international assets; its banking
system was long recognized as the soundest
in the world by the World Economic Forum. In
contrast to the US. financial institutions, whose
domestic market already provides for large-
scale operations, Canada'’s finance and
insurance companies that want to expand and
aspire to large-scale operations need to reach
foreign markets and customers.

Statistics Canada is planning research in the
second half of 2021 to see how it may be able to
contribute to the international efforts to develop
a methodology to produce statistics by UHC. At
this stage, Statistics Canada is unable to
determine what would be feasible from existing
data sources or if redesigning the questionnaire
would help CDIA respondents provide the
required information.
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Looking at sectoral CDIA by geographical
destination reveals the following (Table 3.1):

the United States is dominant for CDIA in
agriculture, construction, transportation and
warehousing and attracts 50% or more of
CDIA in manufacturing, information and
cultural industries and real estate

finance and insurance investments in the
US. are on par with the overall US. share of
CDIA, while almost one quarter of CDIA in
this industry is invested in “Other
Americas,” mostly Caribbean offshore
financial centres

FIGURE 3.9

Share of CDIA in the manufacturing sector has fallen considerably
(share of CDIA stock by sector)

90
80
70
60
50
40
30
20
10

o

2000

2010

N
6  Canada’s State of Trade — 2021
,/

63\ GLOBAL REACH—WHERE CANADIAN COMPANIES INVEST

2020

Europe attracts about half of CDIA in
professional, scientific and technical
services and management of companies
and enterprises

CDIA in the information and cultural
industries is for the most part split between
the US. and Europe

Asia and Oceania attract just under one
fifth of CDIA in the real estate and a third in
accommodation and food services sectors

The Americas, excluding the US., attract
close to 40% of CDIA in the mining and oil
and gas extraction sector and the retail
trade sector (Box 3.6)

B Other

M Real estate and rental and
leasing

B Manufacturing
B Transportation and warehousing
B Mining and oil and gas extraction

B Management of companies and
enterprises

B Finance and insurance

Source: Statistics Canada, Table 36-10-0009-01, retrieved April 27, 2021.
Calculations of the OCE.


https://www150.statcan.gc.ca/t1/tbl1/en/tv.action?pid=3610000901

63 GLOBAL REACH—WHERE CANADIAN COMPANIES INVEST

TABLE 3.1

The global reach of Canadian businesses
(CDIA stock by industry and region, 2020)

TOTAL, ALL UNITED STATES OTHER ASIA AND EUROPE
COUNTRIES AMERICAS OCEANIA
BILLIONS | % SHARE | BILLIONS | % SHARE | BILLIONS $ | % SHARE | BILLIONS | % SHARE | BILLIONS | % SHARE
$ OF $ OF OF $ OF $ OF
INDUSTRY INDUSTRY INDUSTRY INDUSTRY INDUSTRY

Total, all industries 1,469 100 669 46 280 19 120 8.2 388 26
Agriculture, forestry, fishing and 2.8 0.2 2.0 73 0.0 03 0.0 -0.1 0.8 27
hunting
Mining and oil and gas extraction 178 12 47 27 66 37 24 14 36 20
Utilities 77 52 37 48 22 29 06 08 17 23
Construction 28 02 28 100 0.0 02 0.0 -0.8 0.0 0.0
Manufacturing 98 6.7 55 57 5.0 52 8.5 8.7 28 29
Wholesale trade 40 2.7 13 33 12 31 7.0 18 75 19
Retail trade 19 13 7.0 37 74 39 02 08 45 24
Transportation and warehousing 104 71 94 90 1.9 1.8 6.0 5.8 2.0 19
Information and cultural industries 65 44 33 50 0.7 11 45 6.9 27 41
Finance and insurance 527 36 236 45 125 24 40 7.7 120 23
Real estate and rental and leasing 79 5.4 44 56 29 36 18 23 15 18
Professional, scientific and 46 32 18 38 28 59 27 58 23 50
technical services
Management of companies and 205 14 69 34 29 14 6.8 33 99 48
enterprises
Accommodation and food 38 03 02 44 0.7 18 12 32 17 46
services
All other industries 216 15 n 50 35 16 04 2.0 73 34

Source: Statistics Canada, Table 36-10-0009-01, retrieved April 27, 2021.
Calculations of the OCE.

BOX 35 hub for showrunners, directors and other
Canadian Investment in the cultural creative talent working on Thunderbird series.
industries sector Thunderbird first established a presence in Los
Angeles in 2016: the new studio will integrate
Thunderbird Entertainment is a company the company’s other California offices into this
headquartered in Vancouver, British Columbia, that larger animation hub. The new animation studio
creates animated programming for digital platforms as will primarily focus on pre- and post- production
well as for Canadian and international broadcasters. In activities. This includes writing, directing,
February 2020, Thunderbird announced the opening storyboarding, design, casting and recording,
of its first US.-based animation studio in Los Angeles, and editing.

California. The new studio will serve as a creative
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BOX 3.6

Canadian mining assets abroad

Natural Resources Canada tracks Canadian mining
assets (CMAs) abroad to provide a picture of the
global presence of Canada’s mining and exploration
companies. These data are based on the final
investment destination. While the CMA abroad data
differ from CDIA data in other ways as well,* they
do allow for a closer look at the distribution of
Canadian investment abroad in the mining sector.

* CDIA is based on national systems of accounts and
is defined internationally. CMAs abroad are based on
financial accounting standards applied by Canadian public
companies and auditors.

In 2019, CMAs abroad accounted for roughly two
thirds of all Canadian mining assets, and
Canadian companies were present in

96 countries worldwide. Almost three quarters of
CMAs are located in 10 countries. The US. is the
leading country with one fifth of Canada’s mining
assets. South and Central American countries
Chile, Panama and Brazil have the next highest
asset shares. Overall, Central and South American
countries make up half of the top 10 countries
with CMAs, accounting for over one third of

the total.

Half of the top 10 countries with CMAs abroad are in Central and South America
(percentage share of CMAs in top 10 countries, 2019)
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Source: Canadian mining assets, Natural Resources Canada. Retrieved April 2021.
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Sales by foreign affiliates have outpaced goods and services exports in recent years.
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The top 3 destinations of CDIA are US, the UK, and Luxembourg.
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The finance and insurance services industry has accounted for the largest share of CDIA stock since 2001.
The management of companies and mining and oil and gas extraction industries hold the 2nd and
3rd largest shares, respectively.
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CHAPTER (4.0

ATTRACTING

FDI-SHOWCASING
CANADA’'S STRENGTHS

Attracting FDI is vital to the growth, prosperity
and resilience of Canada’s cities, provinces and
industries and the overall Canadian economy.
FDI creates jobs, fosters competition, boosts
trade integration, and drives innovation

(see Chapter 2). This, in turn, drives
productivity growth and raises living standards.

In essence, attracting FDI means competing on
a global scale and promoting Canada’s
strengths as an investment destination. Foreign
investors need to understand what Canada
offers as an investment destination to grow
their businesses. Investment promotion
activities are critical to attracting FDI and to
building and maintaining long-term
relationships with investors. The promotion of
FDI involves the coordination, commitment,
and connections among many players across
Canada in the FDI ecosystem.

A
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41 Canada’s value proposition

Firms looking at investing abroad consider and
weigh what potential destinations have to
offer—their value propositions. How well a
country’s or region’s “brand” is recognized
and perceived is what draws investors.
Promoting and attracting FDI involves marketing
the factors that make a country a favourable
location to do business. Canada has a strong
economic foundation and a number of key
selling points that make it an ideal investment
destination.

Key factors that make Canada an attractive
place to invest:

strong, stable and resilient economy

welcoming business environment

highly educated, skilled and diverse labour
force

well-developed innovation ecosystem
extensive access to international markets

high quality of life

Strong, stable and resilient economy

Canada has a stable economic environment
thanks to its reliable monetary and fiscal
policy, its geopolitical stability, and its well-
functioning financial industry. This stability is
important for businesses as it allows them to
plan and carry out future activities with
minimal disruptions. Thanks to the stable
economic environment, the economy has
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CANADA'’S VALUE PROPOSITION

experienced steady growth, low inflation
within the central bank’s 2% target rate, and
low net debt levels™ For the 5 years prior to
the COVID-19 pandemic (2015-2019), Canada
enjoyed an average annual GDP growth of
21%, the second-highest rate in the G7 after
the United States. It has also had the lowest
net debt-to-GDP ratio in the G7 for over

15 years. Canada’s pre-pandemic net debt
stood at 23% of GDP.

This strong economic and fiscal position
enabled the country to take swift action in
addressing the economic consequences of the
COVID pandemic by providing direct financial
support to individuals and businesses (OECD,
2021). While Canada implemented the highest
support measures relative to GDP among G7
countries in 2020, it continued to have the
lowest net debt among its G7 peers—net debt
rose to 33% of GDP in 2020 and is forecast to
rise to 37% in 2021.

In addition to being stable, Canada’s economy
is quite resilient as job recovery during the
pandemic has shown. Employment recovery
has been relatively strong to date. According
to Statistics Canada, more than 80% of the
jobs lost in early 2020 due to the pandemic
were recovered by the end of April 2021, and
nearly two thirds of these recovered jobs are
full-time positions.

Welcoming business environment

Canada is recognized internationally for having
a welcoming business environment. Since
2009, it has ranked among the top 5 countries
in the world for doing business. In the latest
Economist Intelligence Unit (EIU) rankings
Canada was named the best country in the G7
and second in the world for doing business
over the next 5 years (2021 to 2025). Among
G7 countries, Canada requires the least

14 The sources for section 4.1 not listed under the figures
can be found in the “Data Sources” section.

number of procedures and days to start a
business (World Bank’s Doing Business report
2020). Furthermore, the country’s healthy
entrepreneurship ecosystem is ranked third in
the world (the Global Entrepreneurship and
Development Institute, 2020). Not surprisingly,
Canada is quite attractive to potential
entrepreneur migrants, ranking first out of

35 countries (OECD Indicators of Talent
Attractiveness, 2019).

An important consideration for businesses is
corporate taxation. Canada offers a favourable
tax environment to companies. It has the
third-lowest corporate income tax rate (26.2%)
and the lowest marginal effective tax rate
(METR) on new business investments (13.8% in
2019) in the G7 (Figure 4.1). The METR provides
potential investors with a good indication of
the tax rate that will apply once all deductions
are applied on their investments.

FIGURE 4.1

Canada’s favourable tax environment
for businesses

3rd lowest
corporate tax
rate among G7
countries

Lowest marginal
effective tax rate
on new business
investments in
the G7

New business
investments

Corporate tax

Source: OECD, retrieved April 1, 2021; Finance Canada,
custom request.
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https://www.oecd.org/migration/talent-attractiveness/
https://stats.oecd.org/Index.aspx?QueryId=78166
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Highly educated, skilled and diverse
labour force

A key factor that draws investors to Canada is
its highly skilled workforce. Nearly 60% of
working-age adults (aged 25-64) have a
post-secondary degree—the highest share
among OECD countries. Furthermore, Canada’s
post-secondary institutions rank among the
top worldwide: University of Toronto, McGill
University, and the University of British
Columbia are among the top 50 (Quacquarelli
Symonds World University Rankings, 2021).

In addition to being highly skilled, Canadian
workers are diverse, with over 200 different
mother tongue languages. Canada’s reputation
for skills and diversity attracts international
talent: the number of post-secondary
international students almost tripled in the last
decade, and Canada is fifth among OECD

FIGURE 4.2
Canada’s highly skilled workforce
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countries on its attractiveness as a destination
for highly educated workers (OECD Indicators
of Talent Attractiveness, 2021). Canada
supports companies in attracting top
international talent via its Global Skills Strategy,
which provides faster visa application
processing times and work permit exemptions.

Managerial talent is critical to all organizations.
Canada is recognized for having a workforce
with superior management skills, ranking first
among G20 countries (International Institute of
Management Development [IMD], 2021). Canada
also has a large pool of talent with in-demand
science, technology, engineering and
mathematics (STEM) skills. It ranks first on the
availability of qualified engineers (IMD, 2021)
and has had a steadily increasing number of
new STEM graduates (Figure 4.2).

Science
& tech
Steady
increase in
the number Engineering
of graduates | p & engineering
across all technology
STEM (2010
to 2018)
Mathematics /\ A
& computer VI
& information \E§| 1.7%
sciences

Sources: IMD World Competitiveness Yearbook 2020; Statistics Canada, table 37-10-0164-01, retrieved April 1, 2021.
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Well-developed innovation ecosystem

Canada has a well-developed innovation
ecosystem where governments, post-
secondary education institutions and
businesses collaborate. Furthermore, Canada
has a long history of supporting innovation
with its long-standing Scientific Research and

Experimental Development (SR&ED) Program
which provides tax incentives for R&D
expenditures.

In 2017, Canada introduced the Strategic
Innovation Fund (SIF) and the_Innovation
Superclusters Initiative via its federal
Innovation and Skills Plan. The SIF focuses on
providing support to large-scale projects
across all sectors. The program’s goal is to
support Canada’s innovation ecosystem by
encouraging R&D, facilitating the growth and

FIGURE 4.3

Canada’s industry-led superclusters

(=)

expansion of firms, attracting large-scale
investments, and promoting collaborations
between the private sector and non-profit
organizations. The Superclusters program
provides financial support for the
establishment of collaboration among industry,
SMEs and post-secondary institutions
interested in research in 5 key areas

(i.e. superclusters): digital technologies; plant
proteins; advanced manufacturing; enhancing
the use of artificial intelligence in supply
chains; and oceans (Figure 4.3).

Funding for these critical innovation programs
recently increased: the SIF will get a
$7.2-billion boost over 7 years starting in
2021-22, while the Superclusters program will
see an additional $60 million over 2 years.

Digital Technology Protein Industries Next Generation Al-Powered Ocean
Supercluster Supercluster Manufacturing Supply Chains Supercluster

virtual, mixed and plant genomics

Supercluster

Supercluster
- marine renewable

augmented reality, and novel advanced processed artificial intelligence energy, fisheries,
data, and quantum processing and new technologies and robotic aquaculture,
computing like robotics and technologies oil and gas, defence,

3D printing

shipbuilding, and
transportation

Note: for more details, see Innovation, Science, and Economic Development Canada’s Innovation Superclusters Initiative

web page.
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Extensive market access

Foreign investors are often interested in
accessing new markets, and Canada provides
easy and extensive market access. First, its
proximity to the US. coupled with CUSMA
gives Canada unparalleled access to one of
the largest economies in the world. Indeed,
four fifths of Canada’s largest cities are within
a 2-hour drive of the US. border. And to take
advantage of this market, Canada has a
streamlined trans-border system that sees over

10 million truck crossings annually.

In total, Canada has 15 FTAs—which include
CUSMA, CETA, and CPTPP. Once the CPTPP is
ratified by all partners (Brunei and Malaysia
have not yet ratified), Canada’s FTAs give
foreign investors preferred access to

51 foreign markets with 15 billion consumers.
This preferred market access represents trade

FIGURE 4.4

Preferential market access

worth nearly US$52 trillion. Overall, Canada’s
trade agreements cover over 60% of global
GDP (Figure 4.4).

High quality of life

While business considerations are top of mind
for foreign investors, the quality of life in a
given country is also important, particularly if
attracting and retaining international talent is
part of their investment strategy. Canada is
recognized worldwide as a peaceful and
democratic country with a high quality of life,
ranking high globally on indices that rank
peace and democracy (World Economic Forum
Global Peace Index, EIU Democracy Index).
Canada also has a strong overall reputation,
ranking second among the G20 countries and
seventh globally on an index that includes
perceived trustworthiness, safety and several
other attributes (RepTrak, 2018).

(share of global GDP by Canada’s FTA partners in 2020)

Canada’s 15 free
trade agreements
provide preferred
access:

+ 51 foreign markets
+ 15 billion consumers

- over 60% of global
GDP (nearly US$52
trillion)

CAL

Non-FTA
partners
37% 3
)
’0'
CPTPP
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*Total does not sum to 100% due to rounding.

Note: The figures reflect the ratification of the CPTPP agreement by all partners.

Source: IMF World Economic Outlook, April 2021.
Calculation of the OCE.
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4.2 Promoting investment in

Canada—the key players

Canada has much to offer to foreign investors,
and providing this information to potential
investors is an important part of investment
promotion. Promoting and facilitating FDI
involves making contact with potential
investors, providing them with market
information and information about the business
environment in Canada, and putting them in
contact with the right people to help their
investment decision. A number of stakeholders
contribute to FDI promotion and facilitation in
Canada at the federal, provincial, territorial
and municipal levels.

At the federal level, 5 government
stakeholders are directly involved in FDI
attraction activities:

Global Affairs Canada’s Trade Commissioner
Service
Invest in Canada

Innovation, Science and Economic
Development Canada

Natural Resources Canada (NRCan)
Agriculture and Agri-Food Canada (AAFC)

The TCS network comprises more than

1,000 trade professionals working in Canadian
embassies, high commissions and consulates
located in cities around the world and across
Canada. Its core functions include the support
of international business growth opportunities,
trade (export) promotion and greenfield
investment attraction, as well as investment
expansion and retention. This includes policy
development related to FDI attraction,
expansion and retention, and negotiating
trade agreements that directly align with and
advance FDI commitments.

The TCS's global FDI network spans the
Americas, Europe, and Asia and comprises

44 officers entirely dedicated to attracting FDI
(Figure 4.5). These investment-dedicated
officers are supported or complemented by
senior trade commissioners, commercial
counsellors, heads of mission, sector specialist
trade commissioners who support the FDI
function, and investment and trade sector
specialists at headquarters in Ottawa. The TCS
works across all sectors, facilitating FDI in
Canada, while working closely with other
agencies and departments. It plays a key role
in managing relationships with global businesses
and their headquarters and conducts market/
sector intelligence and analysis as part of its
FDI attraction efforts. In addition, the TCS
contributes to the review of foreign investments
under the ICA (See section 2.3). Other FDI-
related activities the TCS carries out include
lead generation and the delivery of
promotional events.
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A globally connected network for FDI attraction
(TCS’ 44 investment-dedicated officers in 34 locations)
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Source: Global Affairs Canada, Trade Commissioner Service.

BOX 41 - works with investors to locate, establish and
Canada’s investment attraction agency: expand their operations
Invest in Canada - supports partners by providing tools, data

and services to support their investment

Invest in Canada has been romoting, facilitating and attraction efforts

accelerating FDI into Canada and helping position

Canada as a premier investment destination since Since its creation in 2018, Invest in Canada has
its inception in 2018. The organization’s mission is supported investments across sectors such as
to increase global investment in Canada that creates digital technology, life sciences, agri-food,
employment, boosts productivity, accesses new advanced manufacturing and others. Invest in
technologies, and encourages innovation. Canada is providing ongoing support to global

companies on more than 150 potential
investment projects and regularly refers
incoming investment leads to partners across the
country. Working with departments and agencies
across government, Invest in Canada is

Working closely with all levels of government,
industry, and community partners, the agency
promotes Canada’s value propositions through
creative and innovative marketing campaigns.

Tmvast fin Cameck: coordinating complex and transformative
investments that will create new jobs and
helps global companies fast-track their opportunities for Canadians in sectors central to
investment expansion decisions Canada’s economic recovery from COVID-19.

connects firms with the right people in the right
places across the country
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Invest in Canada is the Government of Canada’s
investment attraction agency. It coordinates
FDI-related efforts across government agencies
and the private sector and provides
investment support and proactive outreach
(Box 4.1). The agency works to enhance
Canada’s prominence as a destination for
global investment capital and helps others to
better understand and leverage the benefits
of FDI to Canada and to better coordinate the
roles and responsibilities of federal government
departments in the pursuit of FDI.

The other government departments directly
involved in FDI are responsible for overseeing
and promoting investment activities related to
their specific mandates. These departments
provide industry-specific expertise, including
data and analyses and relationships/
connections that facilitate FDI attraction. They
also engage industry experts to participate in
FDI promotion and outreach activities, provide
guidance regarding regulations and approval
processes and support other FDI-related
requests for information or assistance.

In addition, some government stakeholders are
not directly involved in the FDI life cycle but
can indirectly influence and support FDI
attraction or facilitate investment with some of
their programming, such as providing
information about work visas or port
capacities. These include other federal
departments as well as Crown corporations,
such as the Business Development Bank of
Canada (BDC) and EDC.

Provincial, territorial and municipal governments
are also directly involved in attracting
investment into Canada. At the provincial and
territorial level there are a total of
13 investment promotion organizations or
agencies:

Trade and Invest BC

Invest Alberta

Saskatchewan Ministry of Trade and Export
Development

Manitoba Ministry of Economic Development
and Jobs

Invest Ontario
Investissement Québec

Newfoundland and Labrador Department of
Industry, Energy and Technology

Nova Scotia Business Inc.
Opportunities New Brunswick
Innovation PEI

Yukon Department of Economic
Development

Northwest Territories Department of
Industry, Tourism and Investment

Nunavut Department of Economic
Development and Transportation
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Most Canadian cities have an economic
development or investment promotion agency
(IPA) that works in collaboration with the TCS,
Invest in Canada, and their respective
provincial/territorial IPAs to attract FDI into
their communities. The Consider Canada City
Alliance (CCCA) brings together investment
and economic development agencies from

12 of Canada’s largest cities:

Vancouver Economic Commission

- Edmonton Global

- Calgary Economic Development

«  Economic Development Winnipeg

+ Invest in Hamilton
London Economic Development Corporation
Waterloo EDC

Montréal International

BOX 4.2

Working together to facilitate a win—U.S.
based Chime opens office in Vancouver

In November 2020, Chime, an online financial
technology firm headquartered in San Francisco,
opened its first international office in Vancouver,
British Columbia. Chime provides fee-free banking
products, including chequing accounts with no

minimum balance and an automated savings feature.

Vancouver was an attractive investment location not
only because it shares the same time zone as
Chime’s head office, but also thanks to its highly
skilled workforce.

Chime’s chief technical officer, Ryan King:

"I That time zone alignment with Vancouver

coupled with the quality and calibre of

talent was able to attract us there.”/

Canada’s State of Trade — 2021

Toronto Global
- Invest Ottawa
+ Québec International
- Halifax Partnership
Cities can get financial support from the
federal CanExport Community Investments
program for their FDI initiatives and activities.

With this support they can improve their
capacity to attract, retain and expand FDI.

Depending on the investment opportunity,

2 or more stakeholders may collaborate on the
dialogue with a potential investor and on
facilitating the investment, including the
FDI-dedicated agent in the home country of
the investor, an Invest in Canada investor
service specialist, and a provincial and/or
municipal representative.

The new Vancouver office houses Chime’s
engineering team of approximately 20 employees.
By the end of 2021, Chime hopes to scale up to
100 staff and house several related departments,
such as product management.

This win showcases the collaboration that occurs
among all levels of government in facilitating
wins. The Vancouver Economic Commission,
Trade and Invest BC, Invest in Canada, and the
TCS all partnered together to facilitate this
investment. They provided the information the
company needed to make a decision as well as
pointed them to the right experts to answer
specific questions related to tax credits or
programs that apply to their industry.


https://www.tradecommissioner.gc.ca/funding-financement/canexport/community-communaute/index.aspx?lang=eng
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4.3 Metrics for success:

evaluating FDI attraction

The global competition for FDI is strong. Various
performance indicators are used to assess how
Canada is doing at attracting FDI. Monitoring
performance on key measures gives a sense of
how the TCS is doing with respect to engaging
stakeholders and securing deals. Benchmarking
performance relative to other economies
presents a snapshot of how Canada is faring in
a global context.

TCS performance indicators

Interacting directly with senior executives of
key international companies is among the
TCS’s major activities aimed at proactively
engaging with stakeholders and generating
potential FDI leads. The TCS focuses mainly on
dynamic firms that demonstrate a high
propensity to invest in sectors where Canada
has clear competitive advantages and where
proactive promotion will make a difference.

FIGURE 4.6

The TCS provides frontline relationship
management with global firms and provides
coordination with partners in delivering key
messages to these companies, as well as
informing potential investors about the
existing opportunities in Canada.

The TCS monitors and measures its success at
promoting and attracting FDI using various key
performance indicators (KPIs). These KPIs help
evaluate whether efforts in attracting more FDI
into Canada have been successful. Key
indicators that the TCS monitors include: the
number of FDI site selection visits (i.e. investor
visits that could lead to FDI) and the number
of wins (i.e. new investment deals).

When a company identifies Canada as a
potential investment location the TCS works
with the company and liaises with partners in
Canada to arrange FDI site selection visits. The
number of FDI site selection visits continued
to trend upward between 2016 and 2019,
totaling 990 visits between 2016 and 2020.
The number of visits fell by half in 2020: from

TCS-facilitated FDI visits plummeted in 2020 with pandemic-related border closures
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almost 250 visits in 2019 (Figure 4.6) to under
125 in 2020, an expected outcome given the
travel restrictions due to COVID-19.

The US. is Canada’s dominant source of FDI
stock so it's not surprising that over one
quarter of the visits in the past 5 years have
been from US. investors (Figure 4.7). Investors
from the UK. and India made up one fifth of
the total. From a regional perspective,
European investors made up the largest share
of visits over the period, just ahead of investors
from the Americas. About one quarter of FDI
visits were made by investors from Asia.

Most FDI visits are from investors in the
information and communication technologies
(ICT) industry. In the past 5 years, the industry
accounted for 405 visits, over 40% of the total
(Figure 4.8). Coming in a distant second were
visits from investors in the agriculture and
processed foods; financial and insurance
services; life sciences; and infrastructure/
buildings products and services industries.
Each of these 4 sectors accounted for about
6% of FDI visits.

FIGURE 4.8

FIGURE 4.7

US. investors made over a quarter of the
TCS-facilitated FDI visits between 2016
and 2020
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Most TCS-facilitated FDI visits were from investors in the ICT industry

between 2016 and 2020
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With its engagement efforts and successes at Over the past 5 years, the TCS recorded
attracting FDI visits, how does the TCS fare at 628 FDI wins, which contributed $50 billion
securing the deal? The TCS monitors “FDI wins” and over 31,000 jobs to the economy

that it was instrumental in facilitating. An FDI (Figure 4.9). It is important to keep in mind
win is a greenfield investment or expansion of that the employment numbers might

an existing foreign investment in Canada that understate the full contribution of such FDI
contributes to Canadian economic prosperity. given that not all investors disclose the

FDI wins are often joint efforts that involve expected number of created jobs. Close to
partners at the federal, provincial, and one third of these wins comprises FDI from
municipal levels. US. investors, while investment from the UK.

accounted for 13% of the total. France, India
and Germany round out the top 5 investor
countries over the period.

FIGURE 4.9
TCS-facilitated FDI wins between 2016 and 2020
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Source: Global Affairs Canada, Trade Commissioner Service.
Calculation of the OCE.
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Between 2016 and 2020, over 40% of the FDI
wins were investments made by ICT companies.
Investments in the agricultural and processed
foods, professional services, industrial
machinery, and life sciences industries
together made up over a quarter of the
TCS-facilitated FDI wins. It is worth noting that
the share of FDI wins for a given industry is
not proportional to the share in total value
contributed by that industry. Over the same

5 years, the oil and gas industry contributed
over $40 billion, or four fifths of the total
dollar value of the FDI wins, while the ICT
industry was only responsible for 4%. A single
win in the oil and gas industry—in this case
the $40-billion liquefied natural gas investment
in British Columbia in 2019 by 5 foreign
companies—can have a huge impact on FDI
dollar figures in a given year. Overall, the oil
and gas industry accounted for 10 of the

628 FDI wins, or 2%, between 2016 and 2020
(data from Global Affairs Canada, Trade
Commissioner Service).

Canada’s State of Trade — 2021

Benchmarking global performance—where
Canada stands

The efforts of many in Canada have led to a
sizeable number of investments over the years,
and the sum of these investments and
subsequent re-investment decisions by foreign
investors make up Canada’s FDI stock as it
stands now (see Chapter 2). To understand
how successful Canada has been at attracting
FDI requires comparing its FDI performance to
that of other countries. The stock of FDI in a
region as a share of its GDP tells us how much
FDI a country has relative to the size of

its economy.

In 2019, Canada’s FDI stock as a share of GDP
was 60%. Compared to other G7 economies,
Canada fares well, ranking second after the
United Kingdom (74%) and well above the G7
average (38%) (Figure 4.10). However, relative
to the 37 OECD countries, Canada ranks 14th.
The top-ranking OECD countries are Ireland,
the Netherlands and Switzerland. The top

5 countries all have shares greater than 100%—
i.e. the FDI stock in these countries is greater
than each of their respective GDPs. These data
capture the immediate destination of FDI, i.e.
the country where FDI entered, and do not
offer insight on the FDI's ultimate destination.
In fact, an investment that is transiting through
an intermediary country is counted twice in
these statistics since it entered 2 countries: the
intermediary country and the ultimate
destination country. International efforts to
improve FDI statistics are under way by the IMF
and the OECD. Statistics Canada is participating
in these efforts.
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FIGURE 4.10
Canada’s FDI stock as a share of GDP is the G7’s second highest
(%, 2019)
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Source: United Nations Conference on Trade and Development, UNCTADStat, retrieved on April 8, 2021.

Another measure of how Canada fares globally  TABLE 4.1

is its relative performance at securing new FDI Canada’s share of global greenfield and

projects. Canada’s share of world greenfield expansion FDI projects has remained

and expansion Pro;ects has remained constant over the last decade
constant, hovering around 2% for the past

10 years (Table 4.1). The TCS has been involved VEAR TOTAL FDI TOTAL FDI CANADA'S

with, on average, 38% of all known FDI PROJECTS PROJECTSIN  SHARE

projects in Canada each year. GLOBALLY ~ CANADA
2020 12,909 318 2.46%
2019 19,643 404 2.06%
2018 19,950 409 2.05%
2017 16,808 319 1.90%
2016 15,935 308 1.93%
2015 15,620 317 2.03%
2014 15,997 455 2.84%
2013 16,791 334 1.99%
2012 15,735 333 212%
20M 16,970 346 2.04%

Source: fDi Markets, retrieved April 8, 2021.
Calculation of the TCS.

aa)
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To attract FDI, it's important to maintain the
confidence of global investors. Measuring this
confidence indicates Canada’s attractiveness
as an investment destination. Kearney's
forward-looking FDI Confidence Index ranks
25 countries based on their likelihood to
attract investment in the next 3 years. The

25 countries included in the analysis
accounted for more than 95% of global FDI
flows in recent years.

The index is based on responses from an
annual survey of senior executives from the
world’s leading corporations that span all
sectors. The index values are calculated as a
weighted average of the number of responses
indicating high, medium, and low likelihood of
making a direct investment in each of the
markets (Kearney, 2021). The higher a country’s
index value, the more attractive it is perceived
as an investment target.

FIGURE 4.11

Canada ranks second, after the United States,
among the 25 countries on the 2021 FDI
Confidence Index, maintaining its ranking from
the previous year. Within the G7, 3 other
countries place among the top 5: Germany, the
UK. and Japan (Figure 4.11).

Canada ranks 2nd on perceived likelihood to attract investment in the next 3 years
(FDI Confidence Index, higher index values=more attractive investment targets)
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https://www.kearney.com/foreign-direct-investment-confidence-index/2021-full-report

6.3: TAKE-HOME MESSAGES

Key factors that make Canada an attractive
place to invest are its:

strong, stable and resilient economy;
welcoming business environment;

highly educated, skilled and diverse
labour force;

well-developed innovation ecosystem;

extensive access to international markets;
and

high quality of life.

Over the past 5 years, the TCS recorded 628 FDI wins, which contributed $50 billion
and over 31,000 jobs to the economy.

0 —R
628 31,000 AW
7 WINS —> JOBS \% /

Over the past 5 years |

At 60%, Canada has the 2nd highest FDI stock as a share of GDP among the G7 countries.

O
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6.3; TAKE-HOME MESSAGES

Canada’s share of global greenfield and expansion
FDI projects has remained constant over past
10 years at 2%.

Canada'’s State of Trade = 2021
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DATA SOURCES

The sources for the data and statistics in
section 4.1 are provided here in the order in
which they appear in the text. Many of these
statistics are also included in the Office of the
Chief Economist’s “Think Canada!” document,
which is available upon request.

Strong, stable and resilient economy

GDP growth:

International Monetary Fund. “World Economic
Outlook, April 2021,” IMF Publications (2021).

Canada’s net debt:

International Monetary Fund. “Fiscal Monitor
April 2021,” IMF Publications (2021).

COVID-19 job recovery:
Calculations by the OCE based on Statistics

Canada tables 14-10-0287-01 and 14-10-0288-01.

Welcoming business environment

Doing business rankings:

The Economist Intelligence Unit. “Country
forecast overview: Business environment
rankings,” The Economist Newspaper Limited
(2021). Note: Using rankings as of May 2021.

Ease of starting a business:

"

World Bank. “Ease of doing business rankings
The World Bank Group (2020).

Entrepreneurship ecosystem:

Knoema. “Global Entrepreneurship Index,”
World Data Atlas (2020).

Attractiveness to potential entrepreneur
migrants:

OECD. “OECD Indicators of Talent
Attractiveness,” OECD (2019).

Highly educated, skilled and diverse labour
force

Share of working age adults with a post-
secondary degree:

OECD. “Educational attainment of 25-64 year
olds (2019),” Education at a Glance (2020).

University rankings:

Quacquarelli Symonds. “QS World University
Rankings 2021,” QS Quacquerelli Symonds
Limited (2021).

Mother tongue languages:

Statistics Canada. 2016 Census.

International students:

Calculation by the OCE based on Statistics
Canada table 37-10-0086-01.

Highly educated workers:

OECD. "OECD Indicators of Talent
Attractiveness,” OECD (2021).

Managerial talent:

IMD. “"World Competitiveness Yearbook 2020,”
International Institute for Management
Development, 2021.

Extensive market access

Truck crossings:

Calculations by the OCE based on Statistics
Canada tables _24-10-0002-01 and 23-10-0253-01.
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High quality of life

Recognition as peaceful country:

Institute for Economics & Peace. “Global Peace
Index 2020,” World Economic Forum (2020).

Recognition as democratic country:

The Economist Intelligence Unit. “Democracy
Index 2020,” The Economist Newspaper
Limited (2021).

Canada’s reputation:

Reputation Institute. “The World’s Most
Reputable Countries,” 2018 Country RepTrak®
(2018).
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