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SUMMARY

B Capital investment contributes to economic
growth and higher standards of living through
its link to increased labour productivity and
technological change.

B The growth rate of overall capital expendi-
tures in Canada slowed substantially from 2005
to 2017 compared to earlier periods. Further-
more, from 2015 to 2017, the growth rate was low-
er than in virtually any other period since 1970.

B Asrecently as 2000 to 2010, overall capital
investment in Canada enjoyed a substantially
higher growth rate than in other developed
countries, but from 2010 to 2015, Canada’s in-
vestment growth rate dropped substantially
below that of the United States and several
other developed countries.

B Further, corporate investment in Canada
as a share of total investment was the lowest
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among a set of developed countries from 2005
to 2016. Canada’s relatively weak corporate in-
vestment performance was particularly marked
from 2010 to 2016.

B That relatively weak recent performance is
mirrored in the lower shares of two key cat-
egories of business investment in Canada: ma-
chinery and equipment and intellectual prop-
erty products. From 2010 to 2016, the shares
of these assets in total investment in Canada
declined relative to the shares of those assets
in total investment for the other OECD coun-
tries studied.

B This bulletin’s international comparison
supports concerns raised elsewhere about the
future competitiveness and productivity perfor-
mance of Canada’s business sector compared to
other developed countries. Against this back-
ground, improvements to the environment for
business investment in Canada should be a pri-
ority for the federal and provincial governments.
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Introduction

Capital investment, also known as capital deep-
ening, is an important contributor to economic
growth through the growth of labour produc-
tivity. Indeed, from 1980 to 2011, capital invest-
ment accounted for almost two-thirds of the
average annual growth in labour productivity in
Canada.! Since capital is a complementary input
to labour, capital deepening directly increases
the productivity of workers. Moreover, to the
extent that capital investment is a vehicle for
introducing new technology into the economy,
primarily in the form of new and improved ma-
chinery and equipment, capital deepening also
promotes a faster growth of total factor pro-
ductivity, which represents the productivity

of all conventional factors of production in an
economy. The importance of capital investment
to the growth of productivity and, hence, to im-
provements in standards of living, makes the
recent behaviour of capital investment in Can-
ada of particular concern. A previous study of
ours (Globerman and Press, 2018) documents a
recent decline in the growth of total fixed capi-
tal expenditures in Canada. While the decline

is consistent with the slower growth of the Ca-
nadian economy, the slowdown in investment
growth was particularly marked for two impor-
tant business asset categories: machinery and
equipment and intellectual property products.

! The remainder of the increase in labour pro-
ductivity was accounted for by an increase in the
educational and skill levels of the domestic labour
force. Over the same time period, capital invest-
ment accounted for over one-third of the growth
in average annual labour productivity in the United
States. The second most important contributor was
the growth in multi-factor productivity, which is
primarily technological change. See Baldwin, Gu,
Macdonald, and Yan (2014).
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A number of other research contributions high-
light a slowdown, and in some cases a decline,
in private sector capital investment in Canada
in recent years. Most notably, Cross (2017) eval-
uated business investment behaviour in Cana-
da post-2000. He concludes that business in-
vestment in Canada has been low compared to
other developed countries.? This is particularly
true for the important category of machinery
and equipment. Lammam and McIntyre (2018,
March 5) report a consistent decline since 2014
in Statistics Canada’s survey results on the in-
vestment intentions of Canadian private and
public sector organizations. This survey asks
some 25,000 organizations about how much
they intend to invest in non-residential capi-
tal assets such as buildings and machinery and
equipment. Reported investment intentions
declined consistently from 2014 through 2018.
Finally, Clemens and Veldhuis (2018, April 11
and 2018, April 13) refer to a growing chorus of
business leaders who have stated that Canada
has an investment crisis. They also offer data
supporting the concern of business leaders
that capital investment in Canada is collaps-
ing. The data show not only declining domes-
tic business investment adjusted for inflation
since 2014, but also decreasing foreign direct
investment in Canada.?

2 Canada’s business investment performance im-
proved somewhat between 2009 and 2014 because
of higher energy prices, which boosted investment
in the energy sector. However, business investment
performance weakened substantially after 2014
when the energy sector no longer compensated for
weakness in other industries (see Cross, 2017). For a
short debate about the competitiveness of Canada’s
business sector, see the exchange between Mintz
(2018, March 9) and Morneau (2018, March 9).

% Grubel (2018) also discusses the substantial recent
decline in foreign direct investment in Canada.
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This bulletin evaluates capital expenditures
over the past three to four decades in Canada
in comparison to other countries, particularly
the United States. An examination of the behav-
iour of capital expenditures over time offers a
perspective on whether recent experience dif-
fers markedly from the past. If so, it would sup-
port recent warnings to governments by busi-
ness leaders in Canada that urgent attention
should be paid to a deteriorating domestic cap-
ital investment environment. Comparing overall
investment in Canada to other countries helps
identify whether the Canadian experience re-
flects macroeconomic forces that broadly apply
internationally or whether influences specific
to the domestic economy seem more relevant.
In the latter case, policy changes that specifi-
cally influence capital expenditures are more
likely than broader macroeconomic policies to
influence investment behaviour.

Our main finding is that the growth rate of
overall gross fixed capital formation (GFCF) for
Canada slowed substantially from 2005 to 2017.
In particular, the growth rate from 2015 to 2017
was lower than in virtually any other period
going back to 1970. The GFCF growth rate in
Canada for 2010 to 2015 was also substantially
below that of the United States and the OECD
as a whole. While there have been other peri-
ods when this has been true, Canada actually
enjoyed a substantially higher growth rate of
GFCF than other OECD countries as recently as
2000 to 2010. We also identify a declining share
of business investment in total GFCF in Cana-
da which was particularly dramatic from 2014
to 2016. Conversely, the share of household in-
vestment in GFCF, reflecting a strong increase
in the importance of dwellings in the mix of
capital expenditures, increased, so that house-
hold investment’s share of GFCF in Canada in
2015 and 2016 was higher than it had been in
any period since 1981.
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This bulletin proceeds as follows. The next sec-
tion presents and discusses data on total gross
fixed capital formation in Canada compared to
the United States and other OECD countries. A
section follows that compares capital formation
growth in each of the main sectors of the Ca-
nadian economy to that of several other OECD
countries for which data are available. The bul-
letin then examines capital expenditures across
major asset categories for Canada and several
other OECD countries. It ends with conclusions
and policy implications.

Gross fixed capital formation in Canada

This section presents data on gross fixed capi-
tal formation in Canada over time and compares
Canada’s experience with that of other countries.
The OECD defines gross fixed capital formation
(GFCF) as the acquisition (including purchases of
new or second-hand assets) and creation of as-
sets by producers for their own use, minus dis-
posals of produced fixed assets. The relevant as-
sets relate to products that are intended for use
in the production of other goods and services for
a period of more than one year.*

Table 1 provides an overview of changes in
gross fixed capital formation (GFCF) in Cana-
da, the United States and other OECD coun-
tries for five-year periods from 1970 to 2015, as
well as from 2015 to 2017 in the cases of Can-
ada and the US, and from 2015 to 2016 for the
OECD.® Specifically, table 1 reports the percent-

* See OECD Data, Investment (GFCF). All data used
in this report are from this OECD website unless
otherwise indicated.

5 Data on GFCF were unavailable for 2017 for some
OECD countries. Our sample of other OECD coun-
tries for which data were available includes Austra-
lia, Belgium, Denmark, Finland, France, Germany,
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age change in GFCF expenditures between the
beginning and end years of each period iden-
tified, where GFCF is measured in millions of
current US dollars and where non-US curren-
cies are converted to US dollars using Purchas-
ing Power Parity exchange rates.® Canada, the
United States, and the other OECD countries as
a whole saw their fastest growth in GFCF dur-
ing the 1970 to 1980 period. Between 1970 and
2010, Canada sometimes enjoyed faster rates

of growth of GFCF than the US and the other
OECD countries, while at other times Canada
exhibited slower rates of growth. Over the full
range of five-year time periods reported in ta-
ble 1 and covering the period 1970 to 2010, there
is no basis for concluding that GFCF increased
at a consistently slower rate in Canada than in
other developed countries. However, from 2010
through 2017, GFCF in Canada increased at a
slower rate than in the US. GFCF in Canada also
increased at a slower rate than in other OECD
countries from 2010 to 2015.” This finding is
consistent with evidence from other studies
discussed in the introduction, which identify
decreases in Canada’s absolute (and relative)
capital investment rates in recent years.

While various factors can influence capital ex-
penditures including interest rates, tax rates,
demography (including population growth and

Iceland, Japan, Korea, Netherlands, New Zealand,
Sweden, Switzerland and the United Kingdom.

6 The source of the data underlying our calculations
of percentage changes in GFCF is OECD Data, In-
vestment (GFCF). GFCF data for the US for 2017 was
retrieved from the Federal Reserve Bank of St. Louis,
FRED, at https: //fred.stlouisfed.org /series /USAG-
FCFADSMEI. The information in table 1is presented
in graphical form in figure 1.

7 Canada’s GFCF growth rate from 2015 to 2016 (-1.2
percent) was below the 3.6 percent growth rate for
the other non-US OECD countries for that period.

fraserinstitute.org

Table 1: Percentage Changes in Gross
Fixed Capital Formation

Years Canada us OECD
1970-75 94.2% 52.7% 50.7%
1975-80 62.8% 93.3% 65.9%
1980-85 28.8% 52.8% 33.7%
1985-90 39.1% 23.5% 58.7%
1990-95 3.7% 25.6% 10.9%
1995-2000 40.0% 48.7% 19.9%
2000-2005 44.8% 25.8% 14.8%
2005-2010 25.1% -9.7% 13.2%
2010-2015 19.3% 33.4% 22.4%
2015-2017 2.5% 6.4% 3.6%*
*=2015-2016

Canada 2015-2016 =-1.2
US 2015-2016=1.2

Source: Authors’ calculations from data in OECD
(https://data.oecd.org/gdp/investment-gfcf.htm).

the age distribution of the population), and
political and economic uncertainty, econom-

ic growth is certainly an important factor in-
fluencing investment. Specifically, faster eco-
nomic growth creates an increased demand for
production capacity and therefore for capital
investments. In this regard, it is possible that
the slower rate of growth of GFCF in Canada
compared to the US and other OECD countries
in recent years reflects a slower rate of growth
in gross domestic product (GDP) in Canada
than elsewhere. Table 2 provides some per-
spective on this possibility. Specifically, table

2 reports the percentage change in GDP mea-
sured in millions of US dollars at current prices,
where purchasing power equivalent (PPP) ex-
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Figure 1: Percentage Changes in Gross Fixed Capital Formation (GFCF)
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change rates are used to convert non-US dollar
values into US dollar values.?

One point regarding table 2: capital expen-
ditures contribute to GDP, so slower rates of
growth of GFCF can also contribute to (as well
as be caused by) slower rates of GDP growth.

A second point is that nominal GDP compari-
sons across countries might be misleading if
inflation rates differ across the countries be-
ing compared. That is, differences in growth
rates of real GDP across countries may not co-
incide with differences in growth rates of nomi-
nal GDP across those countries. However, to
the extent that PPP exchange rates reflect dif-
ferences in inflation rates across countries, the
differences in GDP growth rates reported in ta-
ble 2 may fairly accurately reflect differences in
real GDP growth rates.

The data reported in table 2 show that GDP
growth for the various five-year periods is simi-
lar for Canada, the US, and the other OECD
sample countries. In particular, while Cana-
da’s GFCF grows noticeably more slowly after
2010, Canada’s GDP growth deficit to the US is
relatively small over this period. Furthermore,
Canada’s GDP growth from 2010 to 2015 about
equaled that of the OECD countries and from
2015 to 2016 was only modestly below that of
the OECD.? These observations suggest that
Canada’s slower rate of GFCF growth post-

8 Again, the percentage change for each five-year
period is calculated by taking the difference between
the beginning and end year values, dividing by the
beginning year value, and multiplying the quotient by
100. US GDP for 2017 is from the US Bureau of Eco-
nomic Analysis (undated). The information in table 2
is presented in graphical form in figure 2.

® From 2015 to 2016, Canada’s GDP growth was 1.6
percent whereas the OECD’s GDP grew at 3.3 per-
cent during the same period.
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Table 2: Percentage Changes in Gross

Domestic Product (GDP)

Years Canada us OECD
1970-75 70.7% 57.0% 62.5%
1975-80 69.8% 69.5% 67.3%
1980-85 47 1% 51.9% 47.2%
1985-90 32.8% 37.6% 41.9%
1990-95 22.7% 28.2% 25.0%
1995-2000 31.0% 34.2% 24.2%
2000-2005 30.0% 27.3% 22.3%
2005-2010 16.6% 14.3% 19.5%
2010-2015 17.5% 21.1% 18.1%
2015-2017 6.4% 7.0% 3.3%*
*2015-2016

Source: Authors’ calculations from data in OECD
(https://data.oecd.org/gdp/investment-gfcf.htm).

2010, particularly compared to the US, is un-
likely to be primarily the result of a slower rate
of growth of economic activity in Canada com-
pared to the US or to the other OECD coun-
tries. Furthermore, the substantially greater
variation in growth rates of GFCF across loca-
tions reported in table 1 compared to the varia-
tion in growth rates of GDP across locations
reported in table 2 also suggests that Canada’s
relatively poor investment performance post-
2010 is not primarily the result of slower eco-
nomic growth in Canada

GFCF by sector

The primary concern about a recent slowdown
in capital investment in Canada expressed in
studies briefly summarized in the introductory
section of this bulletin focuses on private sector

FRASER RESEARCH BULLETIN 6
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Table 3: Corporate Investment as a Share of Gross Fixed Capital Formation (GFCF)

Canada us Australia France Korea Norway
1981-85 52.1% 50.3% 51.5% 46.6% 61.8% 59.1%
1985-90 48.6% 47.4% 50.2% 49.7% 57.6% 58.7%
1990-95 47.8% 50.2% 49.7% 51.6% 63.8% 60.1%
1995-2000 54.4% 52.9% 50.6% 53.1% 62.3% 62.5%
2000-2005 50.5% 47.6% 48.6% 53.7% 62.3% 58.2%
2005-2010 47.2% 48.9% 53.7% 53.2% 65.7% 60.0%
2010-2016 48.8% 53.4% 55.7% 56.1% 66.1% 56.6%
2014 53.2% 54.8% 55.1% 56.7% 66.4% 57.2%
2015 48.9% 53.9% 50.9% 58.0% 64.6% 55.1%
2016 46.8% 52.6% 47.4% 58.6% n/a 51.3%

Source: Authors’ calculations from data in OECD (https://data.oecd.org/gdp/investment-gfcf.htm).

capital investment, specifically corporate invest-
ment. To the extent that corporate investment
accounted for a smaller share of GFCF in Can-
ada in recent years, the slower growth of GFCF
in Canada post-2010 will understate the slow-
down in corporate investment specifically. Fur-
thermore, the relative performance of corpo-
rate investment growth in Canada compared to
other countries will be worse than that implied
by the overall GFCF series if Canada’s share

of corporate investment decreased relative to
other countries in the past few years.

Table 3 provides some evidence on these latter
possibilities. Specifically, table 3 reports aver-
age annual corporate investment as a percent-
age of total GFCF for Canada, the US, France,
Korea, Norway, and Australia, respectively, for
five-year periods from 1981 to 2016, as well as
for the individual years 2014, 2015, and 2016."

10 Data for Korea were unavailable for 2016. In table
3 and later tables, the reported share data are ex-
pressed as percentages.
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The data were estimated by calculating the av-
erage annual value of the share of corporate
investment in GFCF for each of the periods
shown. Unfortunately, data for the full set of
OECD countries comprising the series reported
in tables 1 and 2 are unavailable for corporate
investment over any extended period. Hence,
we do not report data for the OECD as a whole,
or for other OECD countries included in the ta-
ble 1and 2 comparisons."” Sufficient data from
1981 onward are only available for the coun-
tries identified above. Australia and Norway are,
like Canada, relatively resource-intensive open
economies. Hence, Australia and Norway make
particularly relevant comparisons to Canada
when evaluating corporate investment behavior
relative to overall GFCF.

Table 3 shows that corporate investment as
a share of GFCF has been consistently higher

' In the cases of the excluded OECD countries, sec-
toral shares of GFCF are not reported prior to 1995.
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Table 4: Household Investment as a Share of Gross Fixed Capital Formation (GFCF)

Canada us Australia France Korea Norway
1981-85 30.1% 30.5% 34.8% 34.1% 18.3% 25.8%
1985-90 34.7% 31.8% 37.0% 30.2% 26.4% 23.7%
1990-95 34.0% 29.5% 36.9% 27.3% 20.7% 18.6%
1995-2000 30.6% 30.5% 37.5% 27.5% 21.1% 19.4%
2000-2005 34.0% 35.6% 40.3% 28.0% 19.9% 23.5%
2005-2010 35.4% 32.2% 33.5% 28.9% 16.7% 22.2%
2010-2016 34.3% 28.6% 31.3% 26.6% 18.1%* 24.0%
2014 32.9% 29.0% 32.8% 26.3% 18.8% 23.5%
2015 36.0% 30.2% 36.5% 25.9% 20.7% 24.5%
2016 36.3% 31.6% 38.2% 25.8% n/a 26.8%
*=2010-2015

Source: Authors’ calculations from data in OECD (https://data.oecd.org/gdp/investment-gfcf.htm).

in Korea than in the other countries over the
entire sample period. Furthermore, for all of
the sub-periods, the share of corporate in-
vestment was higher in Norway than in other
countries save Korea, although this is not the
case for 2015 and 2016, when Norway’s share
was below that of France. What is noticeable
from table 3 is that corporate investment in
Canada as a share of GFCF is the lowest of all
the sample countries from 2005 to 2016, with
Canada’s relatively weak performance being
particularly marked from 2010 to 2016. Prior
to 2005, corporate investment as a share of
GFCF in Canada was higher than in the US
and Australia in the majority of the sub-peri-
ods and comparable to that of France. To be
sure, a weakening of energy prices after 2014
explains some of Canada’s business invest-
ment performance in that period, as corpo-
rate investment as a share of GFCF also de-
clined in Australia and Norway from 2014 to

fraserinstitute.org

2016."” However, Canada’s relatively poor cor-
porate investment performance over the full
period from 2010 to 2016, particularly com-
pared to Australia and Norway, is unlikely to
be exclusively due to the energy sector given
that energy prices were higher in the earli-
er part of that period compared to the latter
part, and that Australia and Norway are also
relatively resource-intensive economies.

The recent relative decline in the business
sector’s share of GFCF in Canada should be
matched by relative increases in the shares of
GFCF contributed by households and /or gov-
ernments. Tables 4 and 5 report similar data
to that reported in table 3 for households and
governments, respectively. The data reported
in table 4 shows that Canada had the highest

12 Di Matteo (2018) discusses the recent decline in
business investment in Canada’s energy sector.
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Table 5: Government Investment as a Share of Gross Fixed Capital Formation (GFCF)

Canada U.Ss. Australia France Korea Norway

1981-85 17.7% 19.2% 13.7% 19.3% 19.9% 15.1%
1985-90 16.7% 20.8% 12.8% 20.0% 16.0% 17.5%
1990-95 18.3% 20.2% 13.4% 21.1% 15.5% 21.3%
1995-2000 15.0% 16.5% 11.9% 19.3% 16.7% 18.1%
2000-2005 15.5% 16.8% 11.1% 18.3% 17.8% 18.3%
2005-2010 17.4% 18.9% 12.7% 17.9% 17.6% 17.7%
2010-2016 16.7% 18.0% 13.0% 17.3% 15.8%* 19.4%
2014 13.8% 16.2% 12.1% 17.0% 14.8% 19.3%
2015 15.1% 15.9% 12.6% 16.1% 14.7% 20.5%
2016 16.9% 15.8% 14.4% 15.6% na 21.9%
* =2010-2015

Source: Authors’ calculations from data in OECD (https://data.oecd.org/gdp/investment-gfcf.htm).

ratio of household investment to GFCF of all the
sample countries from 2005 to 2016, and this
difference was particularly marked for the pe-
riod from 2010 to 2016. The post-2008 housing
bubble burst in the United States and Australia
is identifiable by the substantial decline in the
household sector’s share of GFCF post-2005 in
those two countries. What is particularly inter-
esting is that while the household sector’s share
of GFCF rose in both the US and Australia from
2014 through 2016, it also increased in Canada,
even though Canada did not experience the
same decline in real estate prices as did the

US in the early part of the 2010 to 2016 peri-

od. Indeed, while the household share of GFCF
in the US was comparable to Canada’s share
over most of the long period from 1981 to 2005,
household investment (essentially in residen-
tial housing) was markedly higher as a share of
GFCF in Canada after 2005, and particularly after
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2010." Whether household investment in Canada
“crowded out” corporate investment cannot be
inferred from the data in tables 3 and 4. How-
ever, it is clear that the environment for busi-
ness investment in Canada in recent years has
been substantially less favourable than the envi-
ronment for household investment, particularly
when compared to most other OECD countries.

Table 5 reports government investment as a
share of GFCF for the same countries and pe-
riods as included in tables 3 and 4. For Cana-
da, this share is higher for 2005 to 2016 than
for 1995 to 2005, which is consistent with the
decrease in the share of business investment
when comparing those two periods. Moreover,
government’s share of GFCF in Canada is low-

13 Residential housing is the main component of
household investment.
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er than in other countries (other than Austra-
lia) from 2005 to 2010, and lower than in all but
Australia and Korea from 2010 to 2016. Further-
more, the recent relative performance of gov-
ernment’s share of GFCF in Canada compared
to the shares for other countries is consistent
with the longer run experience summarized in
table 5. Hence, the declining share of corporate
investment in Canada in recent years relative to
other countries would seem to be more closely
related to an increasing share of GFCF account-
ed for by the household sector than by the gov-
ernment sector.

GFCF by asset category

A consideration of changes over time in capital
expenditures across asset categories provides
additional perspective on the behaviour of to-
tal capital expenditures in Canada. The OECD
website from which most of the data for this
report are drawn reports capital expenditure
shares for six asset categories. The two larg-
est are residential dwellings and other buildings
and structures.” The other four are machinery
and equipment, intellectual property products,
transportation equipment, and cultivated as-
sets. Machinery and equipment includes infor-
mation and communications equipment, office
machinery, and hardware and related products.
Intellectual property encompasses intangible as-
sets such as R&D, mineral exploration, software
and databases, and original literary and artistic
works. Transportation equipment includes ships,
trains, airplanes, and so forth, while cultivated
assets includes categories such as managed
forests and livestock raised for milk production.

It is not possible from the way the data are re-
ported on the OECD website to assign shares

4 Other buildings and structures include roads,
bridges, airfields, dams, and related infrastructure.
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of capital expenditures in each of the individual
asset categories to specific economic sectors.
Presumably business and government primar-
ily account for investments in building and struc-
tures, while dwellings primarily reflect invest-
ments by households in residences. Machinery
and equipment is likely to reflect primarily corpo-
rate investment expenditures, as is the asset cat-
egory identified as intellectual property products.
Both corporations and governments are likely to
be responsible for capital investments in trans-
portation equipment and cultivated assets.

In the interest of brevity, we do not present
data on the shares of GFCF accounted for by
transportation equipment and cultivated as-
sets. Transportation equipment accounts for
less than 4 percent of GFCF in Canada be-
tween 2010 and 2017, while the OECD does not
report the share of GFCF represented by cul-
tivated assets for Canada. Over the entire pe-
riod from 1981 to 2015, the four included asset
categories account for around 83 percent of
all capital expenditures in Canada. Hence, the
behaviour over time of the four included asset
categories will largely reflect the time series
behaviour of total gross capital expenditures.
For easier exposition, we report the average
value of the asset categories across the five
OECD countries covered in tables 3 to 5 for
the various periods, as well as separate series
for the United States.”

Looking first at buildings and other structures
in table 6, we see that with the exception of
1981 to 85 and 2010 to 2016, buildings and other

5 The series reported for the OECD is a simple
average of the percentages calculated for each
constituent country rather than a weighted (by size
of GFCF) average. Given the much larger size of the
US economy, a weighted average for the included
OECD countries would predominantly reflect the US
experience.
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Table 6: Share of Specific Asset Categories in Total Gross Fixed Capital Formation

Other Buildings and Structures Dwellings
Canada OECD 5 us Canada OECD 5 us
1981-85 37.2% 32.5% 28.2% 23.8% 20.8% 18.2%
1985-90 32.0% 31.6% 24.2% 28.9% 20.0% 20.8%
1990-95 31.4% 32.1% 22.1% 27.4% 20.2% 20.0%
1995-2000 29.0% 31.4% 21.1% 23.3% 19.7% 20.7%
2000-2005 27.8% 30.5% 20.6% 27.0% 21.7% 24.7%
2005-2010 32.8% 34.0% 24.2% 29.3% 20.6% 20.4%
2010-2016 38.7% 34.9% 23.2% 29.7% 19.8% 16.1%
2014 41.3% 35.2% 23.4% 28.4% 20.0% 16.6%
2015 37.9% 33.6% 22.7% 30.8% 21.5% 18.0%
2016 36.1% 32.7% 21.7% 33.3% 23.0% 19.4%
2017 35.5% n/a n/a 34.0% n/a n/a

Source: Authors’ calculations from data in OECD (https://data.oecd.org/gdp/investment-gfcf.htm).

structures accounted for essentially the same the outcome of slower growth of building and
or a higher share of GFCF in the five OECD dwelling structures.

countries, on average, than in Canada.'®* While
the behaviour of this series is similar in terms
of increases and decreases when comparing
Canada to the five OECD countries and to the Canada than in the average of the five OECD
U.S separately, the increase from 2005-2010 to countries for most periods between 1981 and

2010-2016 is noticeably stronger for Canada. 2010. In some periods, the Canadian share is
In the case of dwellings, the share of GFCF ac- comparable to that of the other OECD coun-

counted for by this asset category is consis- tries, although it is consistently below that of
tently higher for Canada than for the five OECD the .Umted States. However, Canada’s share is
countries and for the US. However, the gap be- noticeably lower than the OECD average from
tween Canada and the OECD countries wid- 2010 to 2016, and the difference seems to be
ened quite sharply when comparing 2005-2016 larger in the latter part of that period than in
to 1995-2005. Table 6 therefore suggests that the earlier part, as is also the case when com-
the slower growth of GFCF in Canada relative paring Canada separately to the US.

to other OECD countries in recent years is not

The data in table 7 show that the share of ma-
chinery and equipment in GFCF is higher in

The pattern for intangible assets (primarily in-
tellectual property) is not as obvious as it is for

6 In all periods, Canada’s share is higher than the machinery and equipment, since Canada’s share
share in the United States. is lower than the average for the OECD coun-

7 This is also true when comparing the time series tries in all periods and much lower than in the
for Canada to that of the US. US alone. Still, the differences between Canada
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Table 7: Share of Specific Asset Categories in Total Gross Fixed Capital Formation

Machinery & Equipment Intangible Assets
Canada OECD 4* Canada OECD 5 us
1981-85 7.9% 8.3% 9.6% 8.4% 9.9% 16.3%
1985-90 9.1% 9.7% 11.2% 8.8% 11.4% 18.4%
1990-95 11.4% 10.8% 13.3% 11.2% 13.3% 20.8%
1995-2000 14.1% 12.8% 16.4% 13.3% 14.4% 20.9%
2000-2005 13.8% 13.2% 16.3% 15.0% 15.6% 22.1%
2005-2010 11.5% 11.5% 15.7% 13.9% 16.7% 23.9%
2010-2016 9.2%** 11.0% 16.3% 12.5% 18.8% 26.4%
2014 8.0% 11.0% 15.7% 12.1% 19.0% 25.4%
2015 8.9% 11.2% 15.5% 12.0% 18.9% 25.3%
2016 na na 15.8% 11.9% 18.8% 26.2%

* Excludes Japan
** =2010-2015

Source: Authors’ calculations from data in OECD (https://data.oecd.org/gdp/investment-gfcf.htm).

and other countries from 2010 to 2016 are ab-
solutely and relatively larger than in earlier pe-
riods. The asset categories summarized in table
7 largely reflect business investment. They also
arguably reflect asset categories that are partic-
ularly important to developing and diffusing new
technology into economies.” Hence, the data in
tables 6 and 7 highlight the potential importance
of changes in the mix of capital expenditures to
Canada’s absolute and relative (to other devel-
oped countries) economic performance.

Summary and conclusions

This study examines overall capital expendi-
tures in Canada over time and relative to other
countries. It also identifies changes in the mix

8 This latter observation suggests that Canada
has not done as well as other developed countries
when it comes to investment in the new “informa-
tion economy.”

fraserinstitute.org

of capital expenditures over time both across
sectors and across asset categories. One main
finding is that overall capital investment in
Canada, as measured by gross fixed capital for-
mation, grew substantially more slowly in re-
cent years than in earlier periods, and more
slowly in recent years than in other OECD
countries. Indeed, while GFCF grew at a fast-
er rate in Canada than in our sample of OECD
countries from 1995 to 2010, the growth rate
was lower in Canada, particularly compared to
the United States, after 2010.

Recent discussion in Canada has focused on a
worrisome decline in the growth of business
investment. A second finding of this bulletin
is that the share of business investment in to-
tal GFCF declined in Canada when comparing
the 2000-2005 period to the 2010-2016 pe-
riod, whereas it increased in all but one of our
sample OECD countries over those two periods.
Particularly concerning is the declining share of
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business investment in asset categories that are
arguably most closely associated with technologi-
cal change, especially investments in machinery
and equipment and in intangible assets related to
intellectual property. Conversely, household in-
vestment as a share of GFCF was higher in Cana-
da than in other OECD countries in 2010 to 2016,
particularly in the most recent years. This pat-
tern also holds for Australia where housing
prices in major cities enjoyed large increases, as
is also true for Canada. The substantial growth
in dwellings as a share of GFCF in Canada from
2014 to 2017 presumably reflects the increased
demand of households for dwellings.

Any decrease in capital expenditure growth
rates can be a concern given the linkage be-
tween capital investment and labour productiv-
ity growth. The data discussed in this essay also
underscore Philip Cross’s (2017) observation
that changes in the mix of capital assets across
sectors and asset categories can also matter to
economic performance. The mix has changed
substantially in Canada in recent years, and fu-
ture research needs to address what a continu-
ation of a changing mix means for the perfor-
mance of the Canadian economy. While GDP
growth rates in Canada have been comparable
to those in the US and the OECD after 2005,
the recent weaker capital investment perfor-
mance and the changing mix of capital invest-
ment in Canada raises significant concerns
about Canada’s absolute and relative growth
performance in the future.

It is possible that the relatively favourable
treatment of capital gains on owner-occupied
dwellings compared to the treatment of capital
gains on business-related investments is con-
tributing to the changing distribution of invest-
ment across asset categories. Certainly, more
favourable tax treatment of business income
and capital gains is a priority for policymakers

fraserinstitute.org

to consider against the backdrop of uncertain-
ty surrounding the future of NAFTA and of the
bilateral relationship more generally. This un-
certainty combined with deregulation and a re-
duction in the corporate tax rate in the United
States implemented by the Trump Administra-
tion is likely to weaken incentives for business
investment in Canada.
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