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IntroductIon 

Growth in labour productivity is essential to improve a society’s standard of living. Yet for the past 
three decades, Quebec and Canada as a whole have turned in rather unenviable performances  
compared with the other members of the Organisation for Economic Co-operation and Development 
(OECD). Indeed, according to the annual review on productivity in Quebec and Canada,1 Italy and 
Switzerland were the only other major industrialized countries to show weaker labour productivity 
growth than Canada between 1981 and 2009. 

To prevent the gap in the standard of living from widening any fur ther, it is important to identify the 
factors that contribute to labour productivity growth. One of these is international trade, which has 
long been recognized for its positive effects on productivity and economic growth: it promotes access 
to foreign markets, spurs the competition that helps businesses evolve, and encourages the adoption 
of innovative technologies. While most people generally associate international trade with exports and 
imports, it is worth noting that it also includes foreign direct investment (FDI). FDI is an investment 
made by an individual or a company with the intention of exerting significant influence in a company 
located in another country.

Canada’s FDI policy is not as open as its attitude to exports and imports. On the one hand, Canada is 
signing more and more free trade agreements (FTA) with such trading partners as Panama, Colombia 
and the European Free Trade Association, thus boosting exports and imports with these countries. On 
the other hand, we continue to impose certain restrictions on foreign direct investment here. According 
to OECD recommendations for 2010, relaxing such restrictions on foreign ownership should be a 
priority for Canada. The OECD contends that FDI in Canada is subject to tighter restrictions than in 
most OECD countries, particularly in telecommunications and air transport.2 

From this perspective, one may wonder whether Canada, by maintaining FDI restrictions, is failing to 
reap some of the potential benefits of international trade. More specifically, would it be possible to 
accelerate Canada’s productivity growth by opening the door fur ther to FDI? The goal of this special 
section is to answer these questions. To do so, we will first present the ways in which FDI can contribute 
to productivity growth. Next, a comparison of FDI restrictions between Canada and other OECD 
countries will be made, focussing on the telecommunications sector, given the significant barriers  
inward FDI faces here. 

1 Centre for Productivity and Prosperity (2010). Productivity and Prosperity in Quebec - 2010 Overview.
2 OECD (2010). “Economic Policy Reforms: Going for Growth.” Structural Policy Indicators, Priorities and Analysis. P. 98. 
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FdI: concepts and deFInItIons
Foreign direct investment (FDI): FDI “allows an investor to have a significant voice in the 
management of an enterprise operating outside his or her own economy.”3 In practice, direct 
investment is deemed to occur when a company owns at least 10% of the voting equity in a foreign 
enterprise. FDI can be made in one of two ways: by investing in the financial capital (share capital and 
reinvested earnings) of an existing enterprise or by investing in the establishment of a new business in 
another country. 

Inward and outward FDI: Inward FDI refers to investments made by foreigners in Canadian 
enterprises, while outward FDI refer to investments made by Canadians or Canadian enterprises in 
foreign enterprises. 

FDI flows: FDI flows refer to direct foreign investment transactions during a given period (quarter, 
year). These transactions are recorded at their market value applied at the moment they occur and 
are combined to establish FDI flow measurements. FDI flows can be characterized as inward or  
outward. 

FDI stock: FDI stock refers to the total value of equity, long-term debt and short-term debt held 
abroad by Canadian enterprises. FDI stock can be characterized as inward or outward. 

FdI and productIvIty 

LInks between FdI and productIvIty growth 

FDI can be made in one of two ways: either by establishing a new enterprise or by modifying an existing 
enterprise’s ownership status. Changing an existing enterprise’s ownership status is done through 
mergers and acquisitions, which consist in buying or selling existing shares by non-residents; they  
represent the majority of global inward FDI. In 2007, a record year for inward FDI, nearly 88% stemmed 
from mergers and acquisitions, i.e. US$1.4 billion out of a total US$1.6 billion worldwide.4

3  Statistics Canada (2000). Canada’s Balance of International Payments and International Investment Position, Concepts, Sources, 
 Methods and Products. Balance of Payments Division. Ottawa. P. 95. 
4  OECD (2010). “Global Investment Activity Stagnates into 2010.” OECD Investment News. March 2010, No. 12.
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Mergers and acquisitions are carried out largely by multinational enterprises. They have considerable 
advantages over local enterprises, because they bring with them their technologies, their marketing 
skills and their ability to exploit the comparative advantages of the different countries in which they 
do business.5 Given these substantial strengths, it comes as no surprise that foreign multinationals 
generally have higher productivity than local enterprises. Numerous studies conducted on businesses 
operating in Canada confirm this fact.6,7,8,9 Thus, the unique role foreign multinationals play in our 
economy as a result of FDI helps increase the productivity in the industries in which they operate. 

The spillovers of foreign multinationals on the host country’s productivity doesn’t stop there, though. 
Their presence can also contribute directly to improving local enterprises’ productivity. 

horIzontaL and vertIcaL spILLovers

These positive spillovers can be broken down into two categories: “horizontal” and “vertical,” as shown 
in Figure 1. Horizontal (intra-industry) spillovers are created within an industry in which local and 
foreign enterprises compete with each other. Vertical (inter-industry) spillovers occur right on the 
production line and can thus affect different industries. They derive from the supplier or customer  
relationships that connect local enterprises to multinationals. In the literature, a clear distinction is made 
between the relationships multinationals have with their suppliers and those they have with their 
clients. 

On the one hand, spillovers can result from “backward linkages,” which relate to multinationals’  
relationships with their local suppliers. The quality standards required by multinationals for the inputs 
they buy can lead local enterprises to improve their production processes and help improve their 
productivity. What’s more, as suppliers, local enterprises can benefit from the skills and technical  
assistance of multinationals.10

5  Blomström, M., A. Kokko, et al. (2000). Foreign Direct Investment: Firm and Host Country Strategies. New York: St. Martin’s 
 Press.
6  Globerman, S., J. Ries, et al. (1994). “The Economic Performance of Foreign Affiliates in Canada.” Canadian Journal of Economics 
 27: 143-156. 
7  Baldwin, J. R. and N. Dhaliwal (2001). “Heterogeneity in Labour Productivity Growth in Manufacturing: Differences between 
 Domestic and Foreign-Controlled Establishments.” Productivity Growth in Canada. Ottawa: Statistics Canada.
8  Rao, S. and J. Tang (2005). “Foreign Ownership and Total Factor Productivity.” Governance, Multinationals and Growth. L. Eden 
 and W. Dobson, Edward Elgar : 100-121.
9  Baldwin, J. R. and W. Gu (2005). Global Links: Multinationals, Foreign Ownership and Productivity Growth in Canadian Manufactu-
 ring. Statistics Canada, Micro Economic studies and Analysis Division.
10  Blomström, M. and A. Kokko (1998). “Multinational Corporations and Spillovers.” Journal of Economic Surveys 12(2).
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Alternatively, spillovers can come from “forward linkages” emerging from interactions between  
multinationals and local clients who, among other things, can benefit from superior quality inputs. 
Furthermore, this business relationship exposes them to new technologies and innovations brought in 
by multinationals.11  

FIgure 1
PRODUCTIVITY SPILLOVERS FROM MULTINATIONALS TO LOCAL  
ENTERPRISES 

 

Source: Centre for Productivity and Prosperity, with the help of Blomström and Kokko (1998) and Lesher and Miroudot (2008). 

MechanIsMs at work

Horizontal and vertical spillovers can occur via four key mechanisms: imitation, competition, skills transfer 
and access to new markets.12, 13, 14

11  Driffield, N., M. Munday, et al. (2002). “Foreign Direct Investment, Transactions Linkages and the Performance of the Domestic 
 Sector.” International Journal of the Economics of Business 9(3): 335-351.
12  Blomström, M., A. Kokko, et al. (2000). Foreign Direct Investment: Firm and Host Country Strategies. New York: St. Martin’s 
 Press.
13  Görg, H. and D. Greenaway (2004). “Much Ado about Nothing? Do Domestic Firms Really Benefit from Foreign Direct 
 Investment?” The World Bank Research Observer 19(2): 171-197.
14  OECD (2002). Foreign Direct Investment for Development: Maximising Benefits, Minimising Costs.
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Imitation

Local enterprises can improve their productivity by imitating a multinational’s production processes, 
technologies, management practices and marketing techniques. This may occur when a local enterprise 
interacts with a multinational as a supplier or as a client. 

competition

The increased competition created by the arrival of multinationals may lead to greater productivity  
at local enterprises. Such competition spurs local enterprises to make more effective use of their 
technologies and pushes them to adopt new ones sooner. 

skills transfer

Multinationals are recognized for investing more in manpower training than local enterprises. Employees 
trained by multinationals who obtain a new job with a local enterprise bring their acquired knowledge 
with them, a benefit that may lead to greater productivity. 

access to new markets

Lastly, the presence of multinationals may pave the way for local enterprises to tap into the export 
business, given multinationals’ know-how in international marketing strategies and established global 
distribution network. These advantages could allow local enterprises to break into similar export 
markets.15 Exporting can enhance the productivity of local enterprises, allowing them to increase their 
sales and production volume and thus achieve economies of scale, which are sources of productivity 
gains. 

eFFects oF FdI on productIvIty  

Manufacturing sector  

Several studies have focussed on FDI spillovers for domestic manufacturing firms. The findings 
confirm the presence of both horizontal (intra-industry) and vertical (inter-industry) spillovers. 

15  Blomström, M. and A. Kokko (1998). “Multinational Corporations and Spillovers.” Journal of Economic Surveys 12(2).
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The existence of horizontal spillovers was first mentioned in a study published in 1979, which played 
a large role in initiating the discussion concerning the effects of FDI on the Canadian economy.16 
According to those findings, labour productivity in domestic enterprises correlates positively with the 
percentage of enterprises under foreign control operating in the same sector. 

More recently, studies carried out by Industry Canada and Statistics Canada have reached similar 
conclusions, finding that the presence of businesses under foreign control contributes to reducing 
production costs and boosting productivity at local enterprises.17,18,19 More specifically, a 10% increase 
in annual labour productivity growth at manufacturing firms under foreign control is linked to a 5% 
increase at Canadian manufacturing firms.20 According to these studies, the presence of multinationals 
stimulates competition within industries and contributes to more intensive use of technologies by 
domestically controlled enterprises. 

Other studies have also confirmed the existence of vertical (inter-industry) spillovers as a result of the 
relationships established by multinationals with their local suppliers and clients. A Statistics Canada 
study21 reveals that the growth in labour productivity in domestically controlled businesses correlates 
positively with a rise in foreign control of industries that supply these local businesses. According to 
another study,22 the relationships maintained by local enterprises both as suppliers and clients of 
multinationals have a positive effect on their productivity as well as on their chances of survival in their 
industry. 

service sector

Most of the studies conducted on FDI spillovers on local enterprises concentrate on the manufacturing 
sector, because more high-quality data are available. Nevertheless, the mechanisms described  
above have the added potential of contributing to productivity growth in the service sector. In that 
connection, a major study recently looked into FDI spillovers on the overall economies of 17 OECD 

 

16  Globerman, S. (1979). “Foreign Direct Investment and “Spillover” Efficiency Benefits in Canadian Manufacturing Industries.” 
 Canadian Journal of Economics 12(1): 42-56.
17 Gera, S., W. Gu, et al. (1999). Foreign Direct Investment and Productivity Growth: The Canadian Host-Country Experience. Industry 
 Canada.
18  Baldwin, J. R. and W. Gu (2005). Global Links: Multinationals, Foreign Ownership and Productivity Growth in Canadian Manufactu
 ring. Statistics Canada, Micro Economic studies and Analysis Division.
19  Rao, S. and J. Tang (2005). “Foreign Ownership and Total Factor Productivity.” Governance, Multinationals and Growth. L. Eden 
 and W. Dobson, Edward Elgar : 100-121.
20 Baldwin, J. R. and W. Gu (2005). Global Links: Multinationals, Foreign Ownership and Productivity Growth in Canadian Manufacturing. 
 Statistics Canada, Micro Economic Studies and Analysis Division.
21  Lileeva, A. (2006). Global Links: The Benefits to Domestically-controlled Plants from Inward Direct Investment - The Role of Vertical 
 Linkages. Statistics Canada.
22  Wang, Y. (2010). “FDI and Productivity Growth: The Role of Vertical Linkages.” Canadian Journal of Economics (Publication 
 scheduled for November 2010).
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countries.23 According to the findings, the service sector is the one that benefits the most from 
positive FDI spillovers. The study reports that the vertical (inter-industry) spillovers generated via the 
relationships established by multinationals with their local suppliers (backward linkages) are the most 
evident in this sector. One of the report’s three recommendations is “Encouraging foreign presence in 
the services sectors can generate strong positive productivity effects in the economy.”24 

Encouraging FDI in the service sector could also have positive spillovers on the manufacturing sector.25 
All manufacturing firms should be using basic services such as telecommunications and banking facilities. 
Consequently, potential productivity gains in the service sector resulting from new FDI can mean 
improved service quality and reliability. What’s more, the presence of multinationals in the service 
sector can also help introduce new services not otherwise available. 

Thus manufacturing firms can obtain a wider range of services at lower cost, resulting in enhanced 
productivity. In fact, studies in France, the Czech Republic, India and Chile confirm that FDI in the 
service sector increases productivity in the manufacturing sector.26,27,28,29

As a result of spillovers from multinationals to local enterprises, inward FDI has the potential to 
contribute to productivity growth and, consequently, to domestic economic growth. This spillovers can 
occur within the multinational’s industry as a whole and among its local suppliers and clients. Several 
studies have confirmed the existence of such spillovers stemming from different mechanisms, including 
imitation and skills transfer. 

These conclusions are crucial for Canada, because our country still maintains numerous restrictions 
limiting access to new FDI in the service sector. These restrictions are not without consequences for 
Canadians. Indeed, the major source of productivity growth in Canada and other industrialized countries 
is the service sector. The restrictions prevent the service sector from fully realizing its potential for 
greater productivity through FDI spillovers, with adverse consequences for growth in Canadians’  
standard of living. 

23  Lesher, M. and S. Miroudot (2008). “Foreign Direct Investment Spillovers and their Inter-relationships with Trade.” OECD 
 Investment Policy Perspectives 2008. OECD. 
24  Ibid. P. 26. 
25 Javorcik, B. S. (2008). “Can Survey Evidence Shed Light on Spillovers from Foreign Direct Investment?” The World Bank 
 Research Observer 23(2): 139-159.
26 Forlani, E. (2010). Competition in the Service Sector and the Performances of Manufacturing Firms: Does Liberalization Matter? 
 Mimeo.
27 Arnold, J., B. S. Javorcik, et al. (2007). Does Services Liberalization Benefit Manufacturing Firms? Evidence from the Czech Republic. 
 Work Bank Policy Research Working Paper 4109.
28 Chakraborty, C. (2008). “Economic Reforms, FDI, and Economic Growth in India: A Sector Level Analysis.” World Development 
 36(7): 1192-1212.
29 Fernandes, A. M. and C. Paunov (2008). “Foreign Direct Investment in Services and Manufacturing Productivity Growth: 
 Evidence for Chile.” Policy Research Working Paper.World Bank.
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restrIctIons on Inward FdI 

Is canada Less open to FdI  
than other oecd countrIes? 

Before describing the forms restrictions on FDI may take in Canada, it is important to examine our 
position in comparison with other OECD countries. According to the FDI Regulatory Restrictiveness 
Index published by the OECD in 2003 and revised in 2006, Canada was the second30 and fifth31 most 
restrictive OECD member, respectively. In the 2006 ranking, only Austria, Mexico, Australia and Iceland 
had more restrictive FDI policies than Canada. 

This index looks at three kinds of barriers to FDI, i.e. limitations on foreign ownership, screening 
procedures, and restrictions on foreign personnel. Limitations on foreign investment consist of  
“limiting the share of companies’ equity capital in a target sector that non-residents are allowed to 
hold, or even prohibiting any foreign ownership.”32 

As for screening procedures, they are defined as “stipulations that foreign investors must show 
economic benefits.”33 

Such stipulations can increase the cost of entry and therefore discourage foreign capital inflow. Lastly, 
constraints on foreign personnel include limitations on the ability of foreign nationals either to manage 
or to work in affiliates of foreign companies. In calculating the Restrictiveness Index, statutory state 
monopolies are considered tantamount to a ban on foreign investment.34 

Restrictions on FDI in OECD countries are concentrated in the service sector and primarily affect 
telecommunications, airlines, electricity and financial services. The manufacturing sector, on the other 
hand, is practically entirely open to FDI in all OECD countries. The reasons given to justify the  
presence of major restrictions in the service sector often have less to do with economics than with 
the protection of national security and sovereignty.35 

Telecommunications networks and electricity are part of a country’s basic infrastructure. Consequently, 
foreign ownership in these vital sectors could be considered a threat to national security. Moreover, 
smaller countries could worry about becoming dependent on foreign countries for essential services. 

30  Golub, S. S. (2003). “Measures of Restrictions on Inward Foreign Direct Investment for OECD countries.” OECD Economic 
 Studies No. 36.
31 Koyama, T. and S. Golub (2006). “OECD’s FDI Regulatory Restrictiveness Index: Revision and Extension to More Economies.” 
 Working Papers on International Investment. OECD.
32  OECD (2003). “Foreign direct investment restrictions in OECD countries.” OECD Economic Outlook No. 73. p.2 
33  Ibid. p.3 
34  Ibid.
35  Golub, S. S. (2009). “Openness to Foreign Direct Investment in Services: An International Comparative Analysis.” The World 
 Economy 32(8): 1245-1268.
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Other concerns connected with protecting cultural identity, consumers and local enterprises may be 
at the root of restrictions on FDI in the service sector. 

Table 1 shows the change in the Restrictiveness Index in the telecommunications, finance, airline and 
electricity sectors between 1991 and 2005 for the OECD average and for Canada.36 The Index can 
range from 0 to 1, with 0 indicating complete openness for inward FDI and 1 for no entry at all. 

Despite the concerns surrounding foreign investment in the service sector, restrictions on FDI have 
dropped considerably since the end of the 1990s, following the conclusion of the General Agreement 
on Trade in Services (GATS). Only the electricity sector still has substantial barriers to FDI. The most 
important reduction in barriers to foreign investment has been in the telecommunications sector. 
While FDI in this sector was extremely restricted in the early 1990s, it is now more welcome in most 
OECD countries. 

36  Golub, S. S. (2009). “Openness to Foreign Direct Investment in Services: An International Comparative Analysis.” The World 
 Economy 32(8): 1245-1268.

the restrictions prevent the service  
sector from fully realizing its potential 
for greater productivity through FdI 
spillovers, with adverse consequences 
for growth in canadians’ standard  
of living.  
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tabLe 1
CHANGE IN THE FDI RESTRICTIVENESS INDEX IN DIFFERENT  
SERVICE SECTORS IN CANADA AND 23 OECD COUNTRIES

 Canada  Average of 23 OECD 

The index values range from 0 to 1; 0 - No restrictions to FDI; 1 = sector closed to FDI   
Source: Data from Golub (2009) obtained directly from the author.  

The other sectors included in this index are professional services, construction, distribution and tourism. 

In 2005, Canada posted a higher restrictiveness index than the OECD average in all sectors affected 
by restrictions. In fact, it scored particularly poorly in the telecommunications and air transport sectors. 
However, these sectors are on the verge of opening up to greater foreign investment. On the one 
hand, a bill aiming to reduce FDI restrictions in the Canadian air transport industry has recently been 
adopted. More on this subject is provided in a box later in this section. On the other hand, the  
Canadian government is currently studying different options to allow greater foreign investment in the 
telecommunications sector. 
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restrIctIons on FdI In the  
doMestIc teLecoMMunIcatIons sector 

Telecommunications services can be divided into two major categories: fixed and mobile. These services 
and the related infrastructures are crucial to the day-to-day operation of every organization. Studies 
have shown that investments in telecommunications infrastructures have a positive and significant effect 
on the economic growth of OECD countries.37,38 In this situation, it becomes even more important to 
encourage investments in these infrastructures, and one way of doing so is to open the telecommuni-
cations sector to foreign investment. According to an Industry Canada study, eliminating the current  
barriers to foreign investment in this sector would allow the country’s real GDP per working age person 
to increase by 1.7% over a ten-year period.39 But just what are these barriers to FDI still existing in 
Canada? 

FDI in the domestic telecommunications sector has been limited ever since the Telecommunications 
Act was adopted in 1993. According to the Act, for a Canadian carrier to be eligible to operate as a 
telecommunications common carrier it “must be a Canadian-owned and controlled corporation incor-
porated or continued under the laws of Canada or a province.”40 

To meet this requirement, 80% of the board of directors of the corporation must be Canadian, and 
Canadians must beneficially own, directly or indirectly, 80% of the corporation’s voting shares. 

In 1994, a rule on indirect ownership was added to previous requirements following the adoption of 
the Canadian Telecommunications Common Carrier Ownership and Control Regulations. Its aim was to 
establish a minimum Canadian ownership level for holding companies with voting shares in a Canadian 
carrier. This was set at 66.6% of the holding company’s voting shares. Consequently, a foreign enter-
prise may invest no more than 33.33% in a holding company with interests in a telecommunications 
carrier.

Consequently, a foreign enterprise holding 20% of a Canadian carrier’s voting shares is eligible to invest 
33.33% in a holding company possessing the remaining 80% of the carrier in question. By multiplying 
33.33% by 80% and by adding the 20% in direct investment, we obtain a result of 46.67%, the limit 
regularly quoted in the media for direct and indirect foreign ownership in a telecommunications 
carrier.41 

37  Röller, L.-H. and L. Waverman (2001). “Telecommunications Infrastructure and Economic Development: A Simultaneous 
 Approach.” American Economic Review 91(4): 909-923.
38 Datta, A. and S. Agarwal (2004). “Telecommunications and Economic Growth: A Panel Data Approach.” Applied Economics 
 36: 1649-1654.
39 Chen, Z. (2006). “Liberalization of Trade and Investment in Telecommunication Services: A Canadian Perspective.” Services 
 Industries and the Knowledge-Based Economy, R. Lipsey. Calgary: University of Calgary Press. P. 496.
40  Department of Justice (2010). Telecommunications Act. S.C. 1993, c. 38.
41  Standing Committee on Industry, Science and Technology (2003). “Foreign investment restrictions applicable to the telecom-
 munications industry.” Opening Canadian Communications to the World. Ottawa: House of Commons. 
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Table 2 shows the Restrictiveness Index for the telecommunications sector in 1991 and 2005 for 23 
OECD countries. Nearly half the countries went from being totally closed to being nearly free from 
any restrictions on FDI in the telecommunications sector. However, because of Canada’s foreign  
investment limitations, it ranked as the second most restrictive country in this sector, behind Japan. 

tabLe 2
FDI RESTRICTIVENESS INDEX IN THE TELECOMMUNICATIONS  
SECTOR IN 1991 AND 2005 FOR 23 OECD COUNTRIES  

 1991  2005

Source: Data from Golub (2009) obtained directly from the author.  
Scale between 0 and 1. 0 = no FDI restrictions; 1 = closed to FDI 

openness to ForeIgn InvestMent In sIght  

Restrictions on FDI have many negative effects on our economy. First, by making access to foreign 
capital more difficult for Canadian carriers, restrictions on foreign investment increase their capital 
cost.42,43,44 This can hinder the sector’s innovation and growth in Canada. Second, by preventing foreign 
enterprises from offering their telecommunications services here, the restrictions limit competition. 
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42  OECD (2002). “Regulatory Reform in the Telecommunications Industry.” Regulatory Reform in Canada: From Transition to New 
 Regulation Challenges. Paris.
43  McFetridge, D. G. (2008). The Role of Sectoral Ownership Restrictions. Paper prepared for the Competition Policy Review 
 Panel. 
44  Standing Committee on Industry, Science and Technology (2003). “Foreign investment restrictions applicable to the telecom-
 munications industry.” Opening Canadian Communications to the World. Ottawa: House of Commons.
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Less competition can slow the spread of new technologies and modern telecom services.45 Numerous 
reports have noted these negative effects and recommended that Canadian government considerably 
reduce, if not totally eliminate current foreign ownership restrictions in this sector.46, 47, 48

Further to these recommendations, Canada is now preparing to reduce its restrictions. In fact, the 
Throne Speech of March 3, 2010, mentioned that the government will “open Canada’s doors fur ther 
to venture capital and to foreign investment in key sectors, including the satellite and telecommunica-
tions industries, giving Canadian firms access to the funds and expertise they need.”49 In addition, in 
his speech on June 7 at the 2010 Canadian Telecom Summit, the Honourable Tony Clement, Minister 
of Industry, repeated Canada’s commitment to opening the telecommunications industry to greater 
foreign investment.50 

As part of this commitment, the government is currently looking at three options:51 

a) increase the limit for foreign direct investment in broadcasting and telecommunications common 
carriers to 49 percent; 
b) lift restrictions on telecommunications common carriers with a 10% market share or less, by 
revenue; or  
c) remove telecommunications restrictions completely. 

The federal government held a public consultation period between mid-June and late July 2010 in 
order to collect the public’s comments on the above-mentioned options. If the government chooses 
one of the first two options, Canada will very likely remain one of the most restrictive countries for 
FDI in the telecommunications sector. Given this possibility, Canada will not be able to benefit from all 
the spillovers that FDI could have not only on the carriers’ productivity but also on the productivity of 
the enterprises that use their services. Consequently, only the last option, that of fully removing all 
restrictions, would have the potential of maximizing FDI productivity spillovers. This option would also 
considerably lower the FDI Restrictiveness Index in this sector. 

Having delayed reducing the restrictions on FDI in the service sector compared to most other OECD 
countries, Canada is now ready to follow suit. On the one hand, restrictions in the telecommunications 
sector will soon be reduced. However, the extent of the reductions is still to be determined. On the 
other hand, the airline industry, also extremely sensitive to restrictions in OECD countries, will also 
soon be benefiting from more FDI in the near future. 

45  Ibid. 
46  Ibid.
47  Telecommunications Policy Review Panel (2006). Final report 2006. Industry Canada.
48  Competition Policy Review Panel (2008). Compete to Win - Final report June 2008. Government of Canada.
49 Government of Canada. (2010, March 3, 2010). “Speech from the Throne. A Stronger Canada. A Stronger Economy.” 
 Consulted June 11, 2010 at: http://www.speech.gc.ca/eng/media.asp?id=1388
50 Clement, T. (2010). Speaking Notes. 2010 Canadian Telecom Summit Toronto, Industry Canada.
51 Industry Canada (2010). “Government of Canada Consults with Canadians on Foreign Investment in the Telecommunications 
 Industry.” Consulted June 17, 2010 at: http://www.ic.gc.ca/eic/site/ic1.nsf/eng/05650.html
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Increased ForeIgn  
InvestMent For the aIr 
transport Industry

According to recommendations made by the OECD for Canada for 2010, restrictions on foreign 
investment in the air transport industry should be drastically reduced.52 Until the late 1970s, the skies 
were dominated by government-owned Air Canada, leaving smaller operators with only a paltry share 
of the market. The adoption of the Air Canada Act of 1977 opened the door to airline deregulation, 
which became official with the coming into force of the National Transportation Act, 1987.53

Although this Act was designed to promote competition and reduce the level of regulation, it also 
introduced a ceiling on foreign ownership of domestic airlines, of 25% of voting shares.54 This limit was 
adopted primarily to apply the same rule as the United States. The National Transportation Act, 1987 
was replaced in 1996 by the Canadian Transportation Act, still in force today, and with that cap on 
foreign investment unchanged.55 

Since the early 1990s, many countries have reduced FDI restrictions in the air transport industry, as 
shown in Table 4. We can see that, having maintained the status quo in foreign investment restrictions, 
Canada was ranked second to most restrictive in this area in 2005, behind Japan. 

52  OECD (2010). Economic Policy Reforms: Going for Growth. Structural Policies Indicators Priorities and Analysis.
53  Christopher, J. and J. P. Dion (2002). Le transport aérien au Canada. Parliamentary Research Branch. Ottawa: Library of 
 Parliament.
54  Ibid.
55  Department of Justice (2010). Canadian Transportation Act. S.C. 1996 ch.10.
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FDI RESTRICTIVENESS INDEX IN THE AIR TRANSPORT SECTOR IN 
1991 AND 2005 FOR 23 OECD COUNTRIES 

 

 1991  2005

Source: Data from Golub (2009) obtained directly from the author.  
Scale between 0 and 1. 0 = no FDI restrictions; 1 = closed to FDI 

However, this situation is about to change. Since the early 2000s, recommendations have been made 
that this limit be increased to 49%, and they have now been heard.56, 57 Bill C-10 received Royal Assent 
on March 12, 2009, and raises the maximum ownership by non-Canadians to 49%.58 Nevertheless, this 
new provision has not yet come into force as “the regulation must first be developed.”59 In fact, as of 
September 3, 2010, this new provision was still showing in the “Amendments not in force” section of 
the Canadian Transportation Act.60 Nevertheless, this higher foreign ownership will have a negligible 
impact on the Restrictiveness Index, lowering it by a mere 0.1.61 While the index will drop to 0.525 
instead of 0.625, it will still be higher than in most OECD countries. 
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56  Konrad von Finckenstein (2000). Canada’s Airline Restructuring Legislation. Standing Committee on Transport. Ottawa: 
 Competition Bureau.
57 Competition Policy Review Panel (2008). Compete to Win - Final report June 2008. Government of Canada. P. 49.
58  Department of Finance (2009). An Act to implement certain provisions of the budget tabled in Parliament on January 27, 2009 
 and related fiscal measures.
59 Canadian Transportation Agency. (2009). Réglementation sur la propriété étrangère. Consultation paper. Consulted June 30, 
 2010, at: http://www.otc-cta.gc.ca/aux_bin.php?auxid=1465
60 Department of Justice (2010). Canadian Transportation Act. S.C. 1996 ch.10.
61 The reduction in the restrictiveness index was estimated based on weighting of each type of restriction. Details are available 
 in Golub (2009).
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concLusIon

Inward FDI can help improve productivity and have a positive impact on the standard of living. This is 
made possible in part by the spillovers from multinationals to local enterprises, as a result of four key 
mechanisms: 

• imitation by local enterprises of multinationals’ technologies, management techniques and  
 production processes; 
• transfer of skills from multinationals to local enterprises;
• greater competition due to multinationals arriving on the scene;
• access to new markets for local enterprises due to relationships with multinationals.

These spillovers have been observed in many countries, including here. For it to happen, inward FDI 
cannot be hindered by major restrictions. An analysis of the Restrictiveness Index on inward FDI in the 
service sector revealed that Canada ranks among the most restrictive countries in the OECD. These 
restrictions can have profound consequences on the Canadian economy, since the service sector is 
the main source of productivity growth here and in industrialized countries. Restrictions prevent the 
service sector from benefiting from FDI spillovers, and hence limit productivity growth. In the end, this 
interferes with gains in the standard of living. 

These adverse consequences can prove to be quite significant, because Canada’s restrictions affect  
the telecommunications sector, a key player in the economy. Telecom services are vital to every  
organization’s operations, be it public or private. Therefore, by reducing the potential of FDI spillovers, 
these restrictions hinder the distribution of new technologies and access to higher quality services at 
lower cost. 

The federal government is taking steps to reduce current restrictions. But of the three options put 
forth, only the removal of restrictions to foreign investment would allow Canada to harmonize its 
policies with those of most OECD countries and, as a result, maximize its productivity gains. Indeed, 
inward FDI would be beneficial not only for common carriers, but also for enterprises using their 
services. If current limits on foreign investment are maintained, it is quite likely that growth in Canada’s 
productivity and standard of living will suffer. 
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