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g Although the growth reducrng consequences ob MNE penetratron are mrtrgated as long as fresh

I3
I
-

R [ e -

. ¥ ‘.
/; ,' : [ . .

1. MATuRL DEPENDENCY AND CANADIAN ECONOMIC GROWTH FouNpAr16Ns~ :

Qe ANQ‘PROBLEMSOFANALYSIS RIERERE

¥ . L : N .
- . s ‘ r . : .
e PR B - | P . N LA -~

A INTRODUCTIOI\ R T A

i & P A LR Ay,
BN ‘ - . .

L ln the past decade socrblogrsts have .become mcreasmgly concerned about the e.f f‘ects of

¥ \w ,w‘

extensrve £ orergn drrect mvestment on'the recrprent country s economroand pohtrcal well bemg
PN TR . r - (

‘ Bornschrer (1981 385) reports that the’ penetratron of multrnatronal enterprrses rs the most '

srgmf icant predrctor of economrc growth ln addrtron there is clear eyrdence of a negatwe
- . L “ )
effect of Trelgn dgsect mvestment on the‘host S economrc growth m thc long rrm (Bofnschrer

v
¢ r'
M

‘et-al. 1978}, Bornsd‘ner 1980b) The Jong- Tun negatrve growth éf f ect of f orergn caprtal

RN

genetratron is explarned m terms of economrc dependency As 1t is currentlv used dependency

¢ v ~ . ;-

refers to an asymmetrrc property of the structure of relatronshrps‘amongtcountr.res It mvolvesb .

¢
complex mtersectron between domestrc and mternatronal caprtahst rnterests It 1sassoc1ated

with certam economrc pohtrcal and socral drstortrons and itisa condrtron 1mplemented

v -~

o N mmally by a wrlhng domestrc state. Dependency ‘requrres the mcofporatmn of hrstory 1nto the

\. 4 A 2N

analysrs in that the ef f ects of dependency -are evrdent only m the long run (Bornschrer and :

+
- \ . '.' ‘ o

Balimer- Ca61979) e . . Lo

r‘ v ‘

Accordrngfto the peISpectrve of empmcal dependency theory economtc dependency isa . g

-r

two=pﬁased process In the ftrst phase f orergn mvestment wrll have a posrtrve ef f8ct on$ Lo

N

economrc growth that wrll beNStronger the hrgher the net mvestment level ln the:second phase

: net mVestments will slow down or decrease in level thereby q;lVersely af f ectmg growth

I

mvestment levels remarn h’igh the long terrn consequences wrll also be more pronounced where

hrgh levels of penetratron exrst (Bornschrer 19755 1980a 1980b; Bornschrer et al 1978

i ‘have paraphrased Cardoso based in the quotation in Duvall (1978 55-56). This
quotatron was translated from the original Portuguese, by Duvall and ‘Russett.  The
“Cardoso reference ‘is "Teoria de la Dependencra o Analisis de Sitaciones Concretas .
de Dependencra'” Revrsta Latmamerrcana de Crencra Polrtrca 1414 (Dec.: 1970)

: S N
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e ot seen as. the result of an rmbalance between the costs and benefits of mvestment 'Rather the

o

accumulatron R

\

There are two aspects to the_decapttahzatton argument the balance bf payments effect
. v 't

and the ef f ect of remvested earmngs The earlv arguments emphasrzed that lf {tms would mhrbrt

7

3

economrc growth by of f settrng therr contrrbutron 1o the host ] caprtal formation through

excessive rates of caprtal repatrtatron to the investor. \Qere repatrratron mcludes prof its,
, B :
interest and drvrdend payments these are vartable costs w\Th a: tendency to grow. wrthout

-,t

further caprtal mflow This constrtutes the "balance of payments " effect of dependency Itisa

‘lmkage aspect of dependencv that has been de- emphasrzed in the recent emprrrcal hterature It

- s, however the aspect that Canadran scholars have applled in various Scrence Councrl of .

Canada studtes in an attempt 1o isolate thedef 1crt in Canada S non- merchandrse account as the

. -
, -

most persrstent and mcreasmg drain on the Canadlan economy o

Crmcs of foreign dtrect investment have long argued ‘that the benef its assocrated wrth

the actrvrtres of multmatronal enterprrses have been accompamed by high economxc COSts. Por

“the most part these cosYs have been measured as balar*e of, payments effects in. terms of the

magnrtudes of caprtal flows (Stoneman 1975:12). As measures of the effects of forergn direct

. mvestment on development balance of payments measures have concentrated on the recrprent s

Rl

rlsmg debt burden and on capttal repatnatron 19 the mvestor in terms of outflows of profits,

interest and dividend payments, royalties and-so on (Britton’and Gilmour 1978 .30§¢$toneman?‘_

f

- 1975: 12).

- e - . : -

-

Recently the economrc benefrts tradmonally associated with forelgn direct mvestment

have a}so been brought into questron The negative growth ef fect of f oretgn dtrect mvestment 1s

1

" eff ectas a product of the structure of the relatlonshtp between the host economy and.the stock



o ,rm/estment,_.

T

-eff ects the structural effects of mcreasmg forergn mvestment stock wﬂl be mrttgated

RN . R .

of foreign capttal Thts structure is def med as. econormc dependency (Wersskopf 1976 .1, ,

Bornschrer et al. 1978 653) Whereas payment.effects should be measured net of: both LT

v

amorttzatton and l;actor payments (Stoneman 1975:16), the structural ef f ect of f oretgn dlrett

‘ mvestment Tequires a grOSS | f low measure because f actor payments do not 1mply a surrender of

-

control (Stoneman 1975 12). In addttron economrc dependency rs a structural eff ect that is -

V" [N . ~ . ‘

-evident m the long run. Consequently the f low measure must be accumulated (Stoneman -

.-

1975 LS Bornschier- et al 1978 667) in order 1o approxrmate the stock of f orergn drrect

=

B. THE REINVESTMENT OF RETAINEDEARNINGS R

[

- The key to understandrng the structural ef fect of dependency 1s the role played by the

E remvestment of retamed earnmgs Remvestment is consrdered asa net mcrease m the host s

kY

~ v

_f oretgn ltabrhty (Stoneman 1975: 16 Dolan etal. 1982) In the long run stocks of f orergn

i
. N 1 N

direct_ 1nvestment w1ll grow faster than net mflows Indeed of ten net mf lows become net .

N . N . -

outf lows As f resh caprtal mflows are reduced f orergn direct mvestment comes to rely

“ l

mcreasmgly on the remvestment of retarned earnmgs Consequently the stock of f orergn drrect

mvestment in‘a host wrll expand»wrthout the balance of payments benef lts assocrated w1th the

sy

’ rmportatlon of new forergn~savmgs T T L _'

. . s, . Sk
~ -

As long as levels of f resh mvestment remam hrgh enough to trrgger synchronous growth‘ :

. 1 - g

- '
-

(Bornschrer 1981 374) However stocks of oretgn caprtal grow f aster than net 1nvestment

~ -

flows, and in the long run the negatrve stock ef f ects wdl cancel current payments bcnef its an‘d

those of earlrer f lows as well (Stoneman 1975 18) Moreover the stock bf f oretgn drrect

'

mvestment rs lrkely to- expand faster than the.general cconc)rny because 1t rs drrected mto et

- specif 1ca11y hrgh teehnology and hrgh growth mdustrres (Stoneman 197§ 19 Gomck 1970 50)

Stoneman (1973 19) suggests that extensrve forergn caprtal penetratron may m addrtron cancel

} the posrtrve effects of rhe mvestment of domestrc savmgs where there isa srzeable drf f erence '
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LC. CHANG[‘S IN THE CONCLPTUALL?ATION OF DEPENDFNCY

Yo

’\j"l ."I~ '

v LN %
‘ Amerlcan macrosocxolog) away f rom mdrvrdual devclopment and towards issues of structural

LA

change w1th1n the wor]d system (Hanhan and Tuma 1979’ 303) From the persnectWe of world’

SO

e system theo”ry structural change may be vrewed as a- hrstory of the expansron of caprtahsm as a
r

mode of productron (Wallerstem 1972, 1974a Cha,se Dunn 1981) In tts mmal

S ]

- - ¢
el ./,//

between the core and the penphery (Wa].lerstem 197 J974a) Thrs drvrsron is both f unct'bnal

A
FERERY cen @ v ] -

" andl geographqc ih, t'he sense that the hrstorrcal process of e‘x’tensxve core penetratron of thie"

[y

- 4 PR S

perrphery has created and transf ormed the perrpheral structure of productron largely i’

. v N .
[ ¥ ‘ v . P B

. accordance wrth the. mterests of mternatronal caprtal and wnh the. condrtrons of mternauonal
=4

" * > DR . . e - T ~ - *
ark‘etsx } S S ', s O

Typrcally the perrpheral structure has been marked by a f ew leadmg mdustrres created

IS S . ' ‘ .

™~

e

e technologrcally sophlstrcated consumer goods and mdustrral components) has come to .

S new drvrsron of labor has been superrmposed upon the tradrtronal drvrsron bgtween the

and controHed by f orergn. caprtahsts These key sectors have been overwhelmmgly responsrble

o

lor economtc growth and have been f or the most part geared towards export back to the core

Core demand.f or prrmary COmmodrtres and a supply of cheap Jabor (to assemble parts t'or ’

PE VN o -

detiermme a depend,ent structure of caprtal accumulatron Dependent accumulation isa

I3

N

- \ <

perrpheral expressron of a more basre and autonomous process of 'accumulatron in the core T

’
-

(Amm 1‘976 Duvall and I-reeman 1981 Evans 1979)

- Srnce World War L1, the multmatronal enterprise has emerged as the basrc ,‘

N “ PR
A Y

Qrgamzanonal umt of worid productlon (Bergeson 1982:33; Bornschrer and Ballmer Cao

1979 48& Blake and Walters 1983: 87,.Hood and Young 1979 18) and the world economy has -

N

come to ref Iect the mternal drvrsron of labor wrthm the multinationals’ (Cardoso 1973) This

o a

[

L Socrologrcal mterest in economic dependency 'ref lects a gradual reonentatron of North :

<, . ‘.

o concep‘tuakzatlon world ca-prtahst expansron has eonstrtuted a hrerarchrcal drvrsron of labor ,‘ ’

’



n

~

e

perlphery and the core, or it has come to replace the core-periphery division, Circa 1960, . .

‘ multmatronal activity further modrf ied the world economy by shrf ting mVestmcnt out ol” the

extracttve mdnstnes of the perrphery and into the manul" acturmg mdustrres of developed .

-

countrtes-(Blake and Walters 1983 86) The s‘hrf tin petterns of f orergn drrect mvestment has

. -
- v

necessrtated the expans:on of the concept of ‘dépendency to account for cross penetratron 5

PR
’ . oy, B RS

\
~e o P e .

wlthm the core. . . ’ e \

Ne o - ‘0 . .- A
. SN

N A,
i

~At the level “of theory the classrcal mterest Tate theories of. f oretgn drrect mvestment

iy . -
»‘ i 4 -~

" have been modlf ied- ) aceount f or the ohgopohstlc rrvalrv between multmatronal enterprrses

- [N

1980) stress the orgamzatronal and mdustmal economxcs of the mstttutrons These theorres .

explam both the expansron of the multmatronals mto t,he perlphery and the GFOSS- penetratlon

4- -
. .- - \ P

among core countrtes mdependent of the fevél. of mdustrtal concentratron attamed m the home

A L R

country The new theorres of multmauonal expansron do'not propose a general global - -

B .
. .- ~ 2 .

o expansron along the world system lme of argument Instead they argue that forergn direct -

1

L. 9 s ¢ . - - /

mvestment will expand mto certam actwmes wrthm the hrghly conce’ntrated and technologrcally

2

sophrsttCated branches ol‘i mdustrv (BornSChrer 198I 377) - T,

A . - Y +
. P 4,

The expansron ol‘ the concept of dependency has 1mportant rmphcattons for the. de31gn

*

. “ - .
M * Y s

of empmcal research As stated by Caporaso and Zare ( 1981 47) 1f researchers are not in a

e . _‘,\ e s .

» posrtron to distmguxsh between penetrated countrres such as Canada South Korea and Braz:l

B they_are not :m astrong posmon to dtscover the structure of dependency "The questtons of

N 'S

s rs,‘ - R .

’ rdentrf 1cat10n and measurement mUSt bé answered bef ore theoretlcal ones can be rarsed LI

. - - P

(Caporaso and Zare 1981‘47) .. oo T e R

- M ke - - " N . - T
B - -.'-‘ . . 0, R AP

-~ 4 . - .
.. -~ - . . I : . . . . L.

(Bomschrer 1981 377) The new theorres of multmatlonal expansron (Hymer 1976 Rugman )

.

-

¢ . - . . : . v

. : g i c.

-D. EMPIRICAL DEPENDENCY RESEARCH ST

Iromcally the problem wrth current dependency research is that advances in emprrrcal

.

' methodology have not kept up thh advances in- socrolog)cal theory The statement of .. " o

.

depende_ney theory requrres that dependency be vrewed as an hrstoncal proceSS that is"

N

5
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gons&ramed bul not determmcd by thc engompassing structure of the world ceonomy Thc
Lhcory § Operauo‘nalrzaubn demands the differentiation of f orms of dcpenclenee as lhcy may
& - .

vary between eonerctc" cases, and it demands attention to hrstory Although socrologlsls have

\ 1

begun to devote-more attention to modelling processes of change (Hannar and Tuma -

’,

"197'9-324)‘ o

.. .~the relative neglect of the time dimension in socrology . noted-by Galmng (1975). .-, . .

I ight (1975) and others ... has Tesulted in insufficient or,. insufficiently rigorous
aftenuon grveﬂ to the process of history (Czamockx 1978:24, 35) ' \

Srmrlerly Lhe eommnmenl to cross nalronal research has largely obscured important structural

differences between cases of dcpendenq . R N e

‘F 0 what exlem docs the strhcture ol" economrc dependenty ev;dent in the perrpher)

1 “\ -~

% R \ . -

pro(udc an adequale model of ecdnomrc relauons wnhm the core" As a reasonable descnpuon
- N 4 V2 4 T~

of structural change wi,thin ‘rhe world syslem dependenq should provrde an e\plananon for

x K N . \

borh pcrrpheral and core’ counbrv developmem To dare 1he research f mdmgs haye fot been

~
’ A

encouragmg Although core ceuntrres have been rouunely mclnded 1n world samples
3y
( Bornschrer et al 1978; Borns,chrer 1980a) emprrrcal analy ses have f arled to replrcate the‘ \\

long term negative ef f ect of foreign drrect- mves;mem that rs ev 1dent cross aanonally for the

~

Tlre lack of f mdmgs is partlcularly drsturbmg in lrghr Qf the fact that the strongest ’
A ’ T
f mdmgs have been evrdent m those counmes wnh the hrg.hest growth potentral in terms of <

s R ~

exceptronal resource endowment market srze éharacter of {he labor*supply and SO on .

v

(Bornschrer 1981) Because. of the hrgh growth potenual of the aréas that attrac‘t exténsrve

. Y -

' f orergn drrecl 1nveslment there is probably a burlt in bras Lowards a posmve assocrauon

. -
- L, -~

between penetrauon and economrc growth (SLoneman 1973 19). The f 1mlmg “of the s‘trongest

negauve ef fects for these areas speaks to the strengrh of rhe negatNe ef f ects Lhereby

strenthemng the case f or the exrslence of a l;arrnf ul eausal f aélor ( Stoneman 1975 19)

- - - L N -, « 1
. .

L . . - . .
A . v - -
‘ . B 5 . . N Lo -

e " LN

4

fifteen richest coiintries anal\Led separateLv (Bornschrer l981 387 Krahn and Gartreli 1984). -

<

[
o
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K. CAI\ADA AS A CAb\‘ S'l Ul)\ lN FCQNQMIC l)l' l'hNDl‘ NCY .

Portcs (1976) Levitt. (1970) and others havc suggested shat Canada may bc ah
L, 4
tmportant test case for thé. apphcatton of . the dependency paradtgm to thc ctplanatncm ol the '

- /

ef fe’cts of f oretgn dtrect mvestment on, thc ecortmmc growth of a non pc.npher;al c;oumry Not .

. . [

_ . only does Canada as the most extenswely penetrated ‘industrialized countr\' pla\ host o morc

:

\than h’alf of the total’ of Amencan dtrect muestment in developed areas (Table 1 1); Canada is

) umque in that f oretgn dtrect mvestment tsdtrected into both resource extractmn and :
i - “ /
manuf actutmg mdustr:es (Gher‘son 1980) In addition, there are important- snmtlanttes between

~
»

" Canada s pohtxcal economy. and the economies of underdeveIOped countries. These smnlantres

- N« S -__ -

mclude a relatwely weak and f ragmented industrial ‘sector, a dtsproporttonate rehance on

prtmar) resource ¢xports. and high- technolog) lmports and a state and ccoponm ehte whtch

" K

“has nurtured and protected foreign interests (Williams 1983) -, T -' N

’ Appl:oxrmaterv 80 percent of lotal direct mvestment in Cahada-has been Amerrcan
‘»-(SlaLISUCS Canada 1981b 10) Although the proportion’ of American drrect mvé‘Stment 1-n ) -

A,

.

' Canada has decimed Canada swgross“habrl;tles to the U. S ‘have risen, due in large par’c to the ~

_ growth in the reinvestment of retamed earnmgs (Stapstrcs .Canada 1981b: 10). The annual data

ST, ’

are sketchy however the Statistics Canada es‘trmates (1981b 9) mdtcate that singe 1971, S

e -

retained earnmgs have.been the ma]or conmbutor to the expansxon of f orergn direct investment

in Canada Alrnost 90 percent of the net mcrease in the boo.k value of stock of foreign direct -

»

1nvestmenLhas been accounted for- by the remvestment of retained earnings since 1975. This

-~ -,
N f

means that only-10 percent of foretgn direct mvestment in Canadtan mdustrres has been

financed by fore1gn savmgs or new f undsin the past mne years. : R

- »

. . chrtt (1970 b3- 64) suggests\that-the remvestment of tetained earnings became a

v

probiem for Canada bef ore 1971 She estrmate§ that between 1957 and 1964, Amerlcan dtrect

mvestmeht in- manuf acturmg, petroleum and natural gas and mmmg and smeltmg secured 73

Ny

percent of mvestment f unds from retamed earnmgs arid deprecratlon reserves. Onlv 15 percent_ :

1

X J
- of Amerxcan drrect mvestment in these mdustnes was f manced by new funds. Laxer (1984)

- '
wr

-
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. dav.e& the pmblcm back earHcr yet According to Lam the inmal expansiun of the Amcncm

multinauonals withm the Cmadhn economy betwcen 1913 and 1926 way hrge}y financed by
| remned esrnmgp He does not hive estimates for the pcnod however
. A£ predi;gcd by 1ho dependcncy magdel, (.anada has cxpettenced a rcducuon in the net
' mrlow of {orexgn capnhl Thc stallsuqs for 19'17 mdncatc the 'second net outflow of f oreign
‘ dnrect mvestment in thtee years (Staushce Canada 198la 33) lmaddiuon there pas been a

reducuon in lhc net f oreign capual inflows from transacuons in interest-sensitive capital such
AY

as bonds and money market imtrumems This reduction has occurred in spne of the prevalence
of mlefest ratc differentials that have been f avorablc to mvcstmcm in Canadxan securities
(Stmslncs anada 1981a:32). lndeed had it not been r or mass:ve foreign bqrrowmg by lhc

Canadlan governmem in order to finance the mcreasmg turtenl account deficit, the net mf lows

in

T or 1977 would have been even lower (Stalxsucs Canada 1981a: 32)

) T In spite of what appears to be a strong substannve case fi or ehe apphcadon of a

‘ dependency explanation to Canada's econom1c~deve10pment there has becn nio direct empiricai '
evidence to suggest that f orelgn direct mves{ment has a negauve S{ructural effect on the”’

‘ economxc growth of extensively penetrated rich coumnes (Bomsohxer 1980b) Inf act, the

argumem has been made thcﬂ. the struclural aspect of economnc dependency isnota-

o i characzensdc oF developed core capitalism (Duvall and F:eeman 1981: 101)

-

' ‘, Wllhams (1983~ 4) suggests that in the Canadxan example f orexgn direct investment is

LE

' dommant however it plays a different role in Canada than it does in the penphery Because of

.the la'rgc and relauvely mtegrated Canadian economy, foreign direct investment has ‘produced

more positive than negauve economic effects (Wllhams 1983:4). Williams argues that if

E] b ]

dependency is to be used as an explanatlon of ‘Canadian economnc growth, then it should be

i correctly 1denuf ied as a. quesuon of Canada's excessnve dependence on imported manufactured

. goods and the related restncuons on the Canadian capacity to expon (Williams 1983:3).
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F. TRADE VERSUSZELCJ\OWC DEPL]\JDENC\ S A o
' Although varrous aspects of trade dependence or partner and/or comrnodtty o
o concentratlon dependence (Wersskopf 1976 3 4) have recerved consrd‘erable attentron in thev S

e ependency lrterature (Vengrof {1977 l\auf man et al 1975) measures o£ trade dependence,, :

_: have been largely unrelated to growth measures Thts is in sptte of a clear assoc:tauon of > »
a 7 N - o
v economic dependency with a certain: trade structure that lS unf avorable f or self -sustained = i

ey . Ld

economrc growth (Bornschrer 1980a 164 Kaufman et al 1975) In part the lack of empmcal | Ne

> - . -

assocratron may be explamed by the use ol trade lrnkage vart‘ables that reflect “a structural

o

5

| Ielatronshlp (Clement 1978 22) as-a dlrect rneasure ol the relattonshtp (Dolan et al. 1982) In

part ‘measures of trade dependence have become conf ounded bv multmattonals determmmg the

< X PR

production and drstrlbuuon of goods and servrc S aependent of ,world market cycles

(Government ol" Canada 1972 ]84) Ll T L= POTR

Wherc f oretgn capttal penetratton is extensrve mternauonal trade may bvpass "(he world

‘.

market completel\ through mtercorporate transf érs (Bornschter and Ballmer Cao 1979 488)

. The Gray Report (1972 171) estlmate f or 1969 was that 75 percent of all trade conducted by
§ rnultmatronals in Canada was in the’ form of 1ntetcorporate transl“ €er8. The 1981 Statrsttcs

Canada esttmate ( 198la 12) 1nd1cates that the Umted States accounted lor about 70 percent of

o

'Canada s exports Extrapolatmg we could esttmate that about half of Canadtan Amerlcan ‘

’ trade is aecounted for by mtercorporate transfers. v - v .

Whether trade dependence is measured 1n terms of partner,“sectoral and commodlty _'

,concentratron “or w1th as mdex combmmg vartous conf 1gurattons of -the three mdrcators trade *
y remams f undamentally a vartable assocrated wrth external economrc lmkage Tradé does not
_mvolve the structural penetratton ol" an economy any more than 1mported goods are seen by the 1

" consumer as domestlcally produced items. Porelgn drrect mvestment in contrast, may well O

~ become a strong internal force w1th1n the host economy (Hutcheson 1983 fl"74) Grant (1970)

has argued that foreign capital comes 1o be seen as domesttc caprtal Hutcheson has gone as far.

as 10 suggest that the Canadtan state is controlled by the dommant seetton of the ruhng class

—p
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whrch he 1dentrf 1es as the Amerrcan eorpor"atrdn (Hutcheson 1983 174) T A

- . -
. TN .
Ny

. In partlcular °f orergn owned rnanuf acturmg s‘ubsrdtanes -become very much a part of -+ .
" “the local scene “For-example, they are. likely tQ have l6cal business sdppor-ters as well :

L4 as domesuerenemtes Qften; the j)roducts are consumed locally, asituation thatis~ -
e arded by massive adveTrtisirig campaigns designed to increase consumer awareness ‘and- a .

] v T p‘redrsposrtron toward the product (Blake and Walters 1983; 99) -

e g In hrs crmque qf Wallerstem and Frank Brenner (1977) makes the pomt that - P

: «, ‘£ e P b

. eonstramed and dlstorted ec@mtc development cannot be fundamentally valtered by: ehangmg -

= " et : , .

trade re]ated f eatures of dependence alone Duvall (]t978 71) adds thaf "the extent and f orms .

K . v
-

- of capttahst (structural) relatrons are determrnatrve Somehow the bulk of socral screnttsts

. ..|

- ~who argue that Canada 1s dependent have mrssed thts potnt The Canadran concern wrth Sl

'\. a -k
3 w

tr’ade related f eatures of dependence may be assocrated w1th the f act that these l’eatures are the

e POUREL N e

- Y ’ “a
£ most: obvrous symptems of depeﬂdence However f orergn dtrectrrnvestment or. economre

-~ -~
"! - -..‘, . e s

L s . T

penetratron is dete‘rmmatr,ye—m the- causal structure ; LT e - T ‘ i

R . . v . b

i e gl v S0 : ~
' By@ar the strongest empmcal evrdence ol" dependency has been related o the economtc

o

aspect oft ,structural dependency suggest that the questton of the approprrateness of the . .

..;.; - o ]

T economig dependency explanatren 1o core developmem i general and to Canadtan development

s
\)

‘ -in parttcular may be resolved an methodologrcal grounds Whereas mOSt of the perrpherv is

\.

dependent most of the core. 1s not The analysrs of rlch mdustrralued countnes as a block has

«- . ‘\

L pit

i ,obscu.red the drff erences between rtch countrtes‘ maskmg any dependency Lf fects that are

z J

evident in partréular countrres. e T v - ‘; v
G,‘DFI'INING MAT.URE DEPLNDENCY A el
AR i Prorn the standpomt ot" dependency theorv thetssue of comparabtlrty is crucral The

- ~

»

: "internatronal economy sets broad structural constramts on natrona] economtc change However

N ’

s the com—plex mterplay bEtweeh the natron and the world economy that determmes the

(2™ -

speérf ic hrs_,torrcal outcome (Evans 1979,_Cardoso and Faletto 1978) In consequence, dependent

1] ]

development cannot be adequatel;7 explarned as a srmple derrvatrort or reflectron of the laws

e

of global chan’g&" (Caporaso 1980 607) T‘he issue is contextual SpeCIflt:lty The contextual

e

d
- . - - e, . ° f . -
%] : . . . . R
A L o B . b
- E) $ N

e



speerfrcrt) of causal relatrons requrres a testing of the notron that conte\t aﬁ" ects the

t -,

’

- specrf ication of ‘causal relatrons (Duvall 1978) ‘Even where researchers have been caref ul in thc

N

. .

: dl\’lSlOn of therr samples in terms ol geographrc 1oeat10n world svslem posmon resource

: endOWmem mrual level of developmem and SO on abcrant cases such as Canada ha*ve not

been explarned bt the research fmdmgs o . ‘:' o ‘. . ‘ L

! As ar rlch mdustrrahzed host 0 extenswe f erergn drrect mvestment - Canada has been‘

. - e

‘ consrstently treated asa devrant case in the dependene\ hterature (Portes 1976) Canada isnot -

~ P ¢ 4

a devrant case. R,ather the Canadran eeonomy C)\hlblls what" ] wrll def inc as mature

‘

dependencv That is, Canada is underdeveloped relatrve to other mdustrralued core countrres

v

. Stmrlar to the underdeve]oped dependent the mature dependent experrenees extensrve forergn -

. caprtal penetratton m terms of. both the amount of f orcrgn ownershtp adtd the extent of forergn
eontrol In eontrast o the’ f unetronal mcompleteness charaeterrsttc of underdeve]oped

eeonomres ( Caporaso and Zaue 1981) 1he mature dependent does not requrre crucral external -

P8

fmpute 10 cor,nplete its domestte cconomic cyele The mature dependent is-a fullv tmegrated

;-eapttahst cconomv that has at some pomt made the decrsron to mvrte external caprtal mputs in

p -

a~

order to atcelerate domesue eeonomrc growth . o o -» >,"

- i

Although empmeal evrdence can onlx be consrdered as a partral and meomplete test of-

theoretrcal claims (Bornschter 1981 372) the demonstratron of a long-term negatrve eff ect of i

+ B ) 1

Amerrcan dlrect mvestment on Canadran economtc growth provrdes strong support for the <

L ~

argument that Canada is subJeet to the strueturaL relatronshrp assocrated wrth economrc

N -

_dependency The sp'ecrf ication of the trme lag assocrated w1th the structure of economre

N

depertdency wrll provrde the basrs for future errrprrrcal speetf rcatron of the mechamsmc by
;whrch Amerrcan drrect mvestment has come 10 have a long term negatrve 1mpact on Canadlan

etonomrcgrowth T Co e - ) -

The strength of the emprrrcal demonstratton Tests with the use of a research’ desrgn that

- -~

will enable the eombmatlon of hrstorrcal context and sophrsttcated analytrcal techmque This -~

L e
<

requires that the model he informed by an examination of the hiétorreal, condrtromng of -

» .
v . . -



13

: Canadran eCOnomrc growth bv thefpenetratron of Amerrcan drrect tnvestment In addmon ‘the

L ) .

¢ model requrres a longrtudma{ desrgn to drf fi erentrate lhe short and long term ef fects of

Amerrcan ca_prta;l 'penetratron.

\'t

~ Lo ‘ v

- w .
¢ o

-—r . . '
- ! .

H DEMONSTRATING DEPENDENCY EFFECTS FOR CANADA

! i

It 1s only recently that socrologlsts have begun 13} emphasrze that temporal data drf f er

.~

f rom Cross- nauonal data i‘n that trme series contam rnf ormatron ‘about the manner m whrch

- chamge comes: about (Hannan and Tuma 1979 324) A trme series desxgn has threc f eatures that S

i "

L make 1t methodologrca‘lly superror to the cross sectrona] dcsrgn in the study of dependency

o
1

Prrst bv f ocusmg on-a smgle country or, more generally by domg a c0untry by-country

~

analysrs the use of ume scrres desrgn avords the problem of comparabrht; Second smce

¢

i dependency t’neory argues that a change in.a c0untr) s depcndency is evident only through

hrstorrcal analvsrs the statement of dependency theorv demands a longrtudmal desrgn or what'~

Czarnockr (1978 25) reiers to as the applrcauon of "dynamrc macrosocrolooy

L f,

the variation in research methods among the cross sectronal studres ref lects a methodologlca]

_choice on how to handle the tefnporal drmensron in themeasurement of economrc growth

[

(consrder the mcorporatron oI laggcd var.rables in panel regressron for cxample) (Bornschrcr et

aI 1978 654) A B o  . o o ;._ . L

3 ; .
M " ~ Upo

. L

v P -
v M PR AR I
i

PR

The restrlctron of current empmcal dependencv analyses L0 comparatr\e non- -time serres o

2

In fact even T

N

LY

~ -

research desrgns has meant that events whrch are major sources of ﬂvarratlon m the mdependem

varlables have been 1gnored (Esteb 1977 13) Czarnockr explams 1hat

N

‘e -
AN

11‘ a sub set of key indicators can - be 1solated and a, consrstent Series, of concurrent

redrrectrons identified among them, it can be ctarmed that historically important .+ ', L
: perrods have been- inductively dehneated
- “data that indicates when i atall, concurrent redirections. of key mdrcators take

~Tuis not the analyst that indicates but the .

,place the key rndrcators nust also prove 1o be lgading indicators, in the sense that
whenever thev move Jomtly or substantrally the subsequent changes in, other varrables :

are profound ‘enough to ¢laim that the system has moved f,rom 'one hrstorrcal perrod to.,

- another (CzaTnockl 1979 33) RIS S e

., M N »‘ “ ' '.
. N .. n‘ /‘.

The use of a trme series: desrgn to analyze the growth ef fects f or a rrch country whrch I know

substantrVely o be dependent amounts to domo an emprrrcal follow up on what I see agan -,

I " N N

. -
o R - : EI

h)

>
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rmportant concepural shrf tin dependencv research‘f TOM CTOSS- natronal "tests" of dependency )"

) - i t - - R

theory toward the demonstratton of dependency eff’ ects f‘or a smgle country T T
. The Tocus of e\ammatron w1ll be mformed by the theorettcal predlcttons and emptrrca1

P

f mdmgs of eurrem dependency research Bornschrer (1981) reports sectoral 'ef f ects that suggest R

\ ’ H
= .o

that manuf acturmg, mrnmg and smeltmg, and petroleum and natural gas are the key sectors e
' ‘ ' vt

t'hat contrrbute 10 thc negative aggrega{e ef f ect of { oretgn drrect mvestment on economtc T

growth Thercf ore atténtton wrll be pard to the hrstoncal drstrrbutron of Amerrcan drrect« Coe,

v - ' . e, N R .t.’ S
‘ mvestment m these three—Canaddan mdustrres A B

T . o P

.4

In addmon dependency theory argues lor ‘the’ 1mportartce ot" consrdermg st’ruetural - :

>
.

’ ~ s -

breaks ( such as world wars) in world economrc development as parameters that delmeate the . ‘

- J
I .

[ 7 .
A - 14 "

: e

hrstorrcal evrdence to support the.argument that a.quahtatrve dif t‘erence eusts between fhe

: character of Amerrcan dtrect mvest,ment in the pre and post WW Il penods l’-mal]y becaUSe

. . . T . PO

there emsts a substantral ‘bodv of hterature on the ef fe ects of de’ot depéndencc in the Thtrd

- ~ - ¥

World (Leff and Sato 1980 Fry 1978 Papanek 1973 Grmols and BhagWatt 1976) the long and ’

< X . . P
. PR

1

short -lerm ef f ects of portf oho mvestmeni if Canada wrll also be e\ammed BRSO

- ot

o e

LN

trme frarue of anafvsrs Tﬁe relcvancc oI thrs argument for Canada is that there'should e’ _ _

e %

A

|‘ - -
- r ‘ .

The othe,r rmportant clue to the rsolauon of the structural ef‘f ect of dependency for

- . B
. . 2 IS
’ N E

Canada is related o where onc beglns the search f or negatrve long run ef fecis Stoneman,

-,-.-_

Y, ’ .

(1975) reports a negatrve assocratro,n 'between the stbck of; 6 oretgn drrect. mvestment and

BN \ \, "._

economre growth that is evrdent m the 1ate 1960'5’ In her descrrptron of t,he hlstorlcal phases“of

4
-

Canada s dependence Levrtt (1970 65) suggests that 1960 begms a new’ phase wh,rch she

descrrbes as "Arrierrcan corporate rmperrahsm Pollowmg the tead oI Bornschter—and hlS

.
A .

—~ . l

IR coLleagues we would e\pect to i’md the negatrve eff ects of Amerrcan corporate 1mperrahsm

- P D

' about erght o ten years after net c\apttal mf 1ows hegm to s]ow down Agam thrs puts the S

N g 0

’

Search f or dependency eff ects Son;tewhere in the late 1960 s Ce

fo

Lt

-

x

b

A



l DETFRMINING WHEN CANADA BECAME DFPENDENT toN

L ' '

For the Third World economrc dependency is clearly a post World War I

Ty ¥

- phcnomenon It is {red to 1he ascent of the multmatronals o hegemony m thc woﬂd economy

. For Canada the argumem f or lrmnmg the analysrs 10" the post 1945 perrod is less cogent The

deusron reflects methodologrcal chsrderatrona, the avarlabrlrty of an umnterrupted senes of

. ,economrc lrberalrsm and a corrcspondmg upSWrng of mergers among the mternauonal rndustrlal

annual data and a consxderatron for the change 1n the proporgonal contrrbuuon of Amerrcan

drrect mvestmem 10 the total Smck of forergn capnal in- Canada _ O 3

From a strrctly methodologrcal standpornt World War lI marks a structural break m

’ o

the hrstory ()l~ the world economy (Bérgeson 1982 30) The end of the Second World War

begms a perrod of world ecdnomrc boom peace between major core powers‘ the second era of

- enterprrses .T he s&rucrural break crrca 1945 renders the pre 1945 and the post 1945 serres not

strrctly comparable in- terms of analvsls ln addmon there ,are other structural bends i in the

early serles that mclude the depressron and war vears These bends rcqurre specral treatmem in-

A analysrs that results m the truncanon of the analyzable serres S T -

b. ‘ oot : .

C oy -

The compOsmon of f orergn long term mvesrment in Canada (data are reported m B

0 S —

.~

) Chapter Il) also lends support Lo the argument that a changc in the pro_portron of Amerrcan

[0

I‘-

drrcct }nvestmem occurred af ter World War Il Unlrke ifs Thrrd World coumerparts Canada '

S \ - o :

has a long hrstory ol" f orergn d;recl mvestmenb Most of the corpemporary Amerrcan

s

N a\r.

) multanatronals had already been establrshed in Canada by {hc end of 1920 (Gonrck 1970 62) lt f A

o was ot urml 1946 however that Amcrrcan dxrect mvestmem exceeded Brmsh‘portf olio

\..r 4

o .‘mvestmem as a rPI'OpOTUOI’] of total f orergn~ mvestment It was not until 1952 thar Amerrcan

~ X

drrect mvestmem accoumed f or ‘a larger proyortron of total f. orcrgn capnal than drd Lhe lotal of :

'Brmsh and Amerrcan portf olro mvestment e ‘ .

T Untrl 1926 Brmsh portfolro mvestmenL was by far the most srgmf icant conmbutor o .

N

, f orergn long- term mvestmem in Canada. lt accounted f or about 80" percem of f orergn caprtal in

" ;

Canada between 1867 and 1913 By 1926 fi orergn long term mvestmcm was f arrly evenl} splrt \



W

‘ between Amertcan ,and Brmsh portf 0110 and American direct mvestments However Amencan -

2

} 'caprtal dommated f oretgn mvestment accountmg for between 53 and 61 percent of total

¢ orergn capttal between 1926 and 1939. The 1mportant pomt is that between 1930 and 1946

’ portf olro mvestment (‘Amerrcan and Brrtrsh) accounted f or twrce as much f orergrt long term

y . economy expands .thc' f orergn sector recedes In contrast “l" oretgn drrect mvestment may weil

structural ef fects of a stock of fc orergn dII‘CCt 1rrvestment reduce growth (Stoneman 1975 19)

Although a country .developmg largely on portf olro mvestment mrght have a structure of’

NS Y- DI “ . . uA,
. EoRS

There is @ structural drf f erence in the capttal f lows that accompany portt' olro and

N,

f orergn drrect mvestment Dtrect mvestrnents are those in whrch control lies wrth the foretgn '

FRY

- v\, N . <

: mdivrduals o1 mstrtutrons wnh lrmrted control over the compames conCerned In fact many

- a
e . R

experts arguc that portf oho mvestment does rto,t mvolve f orergn control al’ alI (Artken 1961 24

. soe

Hood and houng 1979 9% Levmt 1970 58 Gonctk 1970 50) Gomck (1970 SO) argues that as ané

P

'-_‘ mvestor (Artkcn 1961 24) Portf olro mvcstmcnts mvolve the acqunémon of fi orergn securmes by

_- - L .'- _“.

expand f aster than thc gencral economvr beeause tt s cOncentrated m the most dvna.rmc and
prof 1table sectors of the economy -"7 S ,»_’ ‘3 CRE T o
’ . LY . ,‘ o " . ‘e T ‘

F lows of portfoho capl’tat generally eontribute 0 eeonomrc growth whereas the’

.

'.-x,, -
e 1

Con

IS mvestmcnt that dtf‘f ers f rom the structure that would have been assocrated Wlth domCSUC

o Y ‘,'

', resource Or dtrect mvestment development Stoneman (1975 15) drsmxsses as Tare the chances

Y

A L

"4 . . <

portf olro mvestment has‘not exceeded 32 percent of the total of f orergn lohg term 1mestrnent

' lin Canadart Thts prOpOILIOn rnay be compared {o the prevrous 16w score of 42 percent in 1952

A o - ’ -

Prror to World War II f orergn portf olro mvestment accounted f oran average of 7} percent of

.- \
’ / .=
-y

the total forergn caprtal mveStrnent Af ter’ World War Il the average proportron dropped to~

tm

34 &percent In. contrast Amertcan drrect mvestment accounted f or on]y 19 3 percent of the

- ‘. -

i

pre World War II average of forergn long term mvest.ment After 1946 Amerrcan irrec\n

5

mvestrnent accounted for 42 9 percent of the total T he growth rnducmg effect of portf 0110

o

;

LT

.mvestment as dtd Amertcan Drrect 1nvestmcnt‘ o : ;",_j‘" ‘ ™=

. of any contmumg chrect— control 0ver an cconorny Smce 1960,, the tota} of Brrttsh and Amerrcan :



"'—efl‘cu of economtc stagnatton unttl the 1960 . " - ,' : . v

L . ~
st - . . . "
PO . . i v e -
0

mvestmem has ltkely operated m much the same ‘way as f lows of dtrect mve_stmcnt. C’cr‘tainly:. :

ey -

Amertcan dtrect mvestment had an early rtegauve éf fect on Canada $ tradc- coi:npd'sition; :

N

howevcr the hrgh levels of portf olto and dtrect mvestment mf lows postponed the long term’”

. 5 . . e L

’ A Y < y
. . . N , . - . N
’ . D, .

- . - . A} -

Con

‘. J TIIE IMPLICATIONS OF MATURE DEPLNDENC\— FOR FFFECTIVE ECONOMIC

[
A . - 'K -t

POLICY v-".’. cre o °'; I'-.’-- Ce s, N
‘b o . 4 ~ S B . '.' B ‘ A -
Ston,eman (1975 20) suggests that if f oretgn dtrect mvestment wa,s truly an mdependcnt

to

vanable that negattVely ef f ected economrc grpwth the pohq 1mpltcatrons would be obvr’ous

.n PR

‘

o F S
: Econor’mc growth Would be aCCclerated bv 1he reductron of the stock ol" f oretgn drrcct Co

' mvestment Ol” course the pohttcaltand sbcral consequences ol’ the nattonah/atton of 1ndustr\

e ot
/l N -7 ~ > \ Al

..'speak agarnst the rndepertdence argumcnt hconomtc dependcncy is not a rcsult ol the e o

.Y

N

movement of drsembodred capttal and teohnology Capttal mvestment has a specrhc rolc m the

orgamzauonal economrcs of the multmauonal enterprtses and the multrnattonals ate - A . 2

e

. determmed the structure of outcomes ln addmon pohcv makers have rtot anttclpated the casc

. . [N

o because of a concern wrth Canadtan soverefgnty and mdependence (Rugman l98@b Feltham

‘. . o .. -
" B -

commually adapttng 10 or modtfy ing the structure of the wo’rld econom\ TR

Asrde f Tom the issue- of the ef f icacy Wgn drrect mvestment the mabtltty of host .

‘states to mount ef f ectrvc economrc polrcv has ratsed CORGEFN over the thrcat to polttrcal

1

a

- te ¢

50vere1gntv that is posed by £ or:etgn penetratton Poltcy recommendatrons to mcrease new

o

~ -

mf lows of forergn drrect mvestment and to 1mprove the: rmpact'of multmatronal penetratton

- cer . \_s"" \,/

have underésttmated the extent to whtch the logrc of emstrng economrc relatronsl'ups has

. .

wrth whtch foretgn drrect rnvestment has been able to reducc the 1rnpact of anu multmatronal

oo

poltcres The result has beeh largely mefl"ecttve polrcyl ) v 1_‘ ' N

The Foretgn Investment Revrew Act (1973) 1s a polrcy that has been 1mplemented_ ‘

. Y
Ty

and Rauenbusch 1973) T he Act ref lects an acceptance of both the presence of and need l" or

extenswe Amerrcan dtrect mvestment however it attempts 10 control the negatrve



o COnscquehCes of the mvestment by screenmg f of economtc benef its. The Act does not attempt

S \ , e . . H n _- : ¢

o~ "-': to redtxce the emstmg stoekbf Amerlcan dxrcect mvestment nor d0cs it attempt to ltmu the o

o .
IR}
oe A

L amount of lncommg mvestment ‘. . D _"- R

v

o . N FT‘RA 1s bascd on the rmsconcepuon that 1f properl) controlled multmatlonal actmq

‘ - .
. N > - ! Y

. w1ll transf er technologtcal andfmanagcrtal bcpel" its to Canada Accordmg to the organuatlonal 1.

2 '

theory of ohgopohsuc advarttage ,wuhm the multmattonals however the transf er of benef us lS '

o U.,‘i largelgl comradrctOr) e the prof ttabthty.of ftrm SpelelC adva.ntage Screenmg Amertcan dtrect -

mveStment for‘ beneflits thl have v1rtuallv no ef fect on the structural rela'ttonshtp between . .

B -
) \ A '1.

) . grthh and penetratton because the ncgattve cft“ect of dependertcy cannot be altered by . -

screemng for other types of beneftts L ' T o L. RN

The issues rclatcd to the. demonstra‘txon of Canada s economtc dependencv and

r

o v

Canada s mabthty to alter the structural relattoushrp have provtded the outlmc l"or thts study ..

A > Y

., Chapter I wrll addr,ess the methodologtcal 1ssues related o thc us€ of a-time sernes model of"

the process of Amertcan economlc penetrauon In Chapter lV the long ter;n structural ef f ect

e, o .
4 v o '4-

“of mature dependenC\ thl be demonstraled for the post World War 11 pertod N R

Ry

T he f mal Iwo chapters wrll examme 1He ef fecttveness of the Forengn Investment Review

SaT . a 'AI‘ R |

. Act in the mtttgatron ol dependency Chapter V w1ll pr‘ov1de the context f or the evaluatton w1th

.

“ri an exammauon of how Canadtan pohcv makers have come to def ine Amencan drl‘eCt

N

;,’ mvestment as a problem In Chapter VI, organlzatronal theory w1ll be used to specrf v»crtterra

for the evaluauon of the approprtateness of' pohcx » o ' -‘, o e

] | ) / . k o ' )
. K. HYPOTHESES ‘ : © oy K e

& o i

o

. My hypotheses arecthat 4 ~} o -

1. Flows of American direct investment into Canada will have a short- -term positive

“effect on growth, due in large part, to the contribution of injtial caprtal outlays in kéy °
' industries, domestic capital formation and employment ;.

. 2. The penetrauon of the Canadtan economy by Amertcan dlrect mvestment wrll have a -

o - . o N

¥ L . . -0 ’ 3
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. ¢ ’ ) g ’ ' . P ‘ 19
~.w""_. o . < ™ A ; - ' - ’ '
‘ 5 long-term negative-cffect on Canadian economic growth that will be-partially ‘
e L neutralized to the extent that inflows of new or fresh foreign direct investment remain
.o, high.. N - - .
et +3. " Thé Foreign Investment Review Act has.been largely ineffective as a policy intended to

ST mitigate the negative effects of forcign perretration. This is because the screening of -
.+ -+ . new investments for cconomic benefits does not in any way alter the structural effects
* related Yo foreign control. T LT s

VoLt *1 will'argue-that after,1960, Ametican direct invesphent has had a negaifvveffcc{ on
- "'L", - : - e ‘“." Y. - ' R . ' .,
PRIt Canadiai économic' growth. The.1947-60 period Corresponds to Canada's post-war baem. The
S 1961 -78"period corresponds ‘to" the stabilization and disinvestment,phase of matufe dependency.
3’"“ . ‘ K - 4‘\ . ‘ 1 N ,
. : : . ' - . . . -
Tty ‘ -0 - o ’ ~ ’ - .\‘\'\-,‘ ’ . '
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" A.THE ORIGF\ OF YORE!G\ CAP]”[ A] lI\ThRLb’lb IN CANADA

Canadran polmeal economxsts have argued that a contmunty exrsts betWeen the mherenl

[N Lo

weakness assocmted wnh Canada ok 1mual mdustnaluatlon (1896 1926) and Canada s current

dependence on: Amerxcan drrect mvestment Both the explananon of Canada S, long srandmg L

Ve

dependence on manufactured 1mports and the explananon for the e\tensrve amount of

American dxrect mvestmem in Canada S resource sector have beéfi grven in tl\rgconte\t ot an

LS

"advanced resornrce capltalrsm rendmon of the early 5taple theor) (Inms 1957) argumcms o

(Rnchards and Pratt 1979 l)rache 1978) Laxer (193'8 28) descnbes the mtlal pcnod on

1
y

Canadtan mdusmalnauon as onc of regrcssxon in Canédlan economlc developmcnt Accordmg

- . -t - A
.- [

‘10 dependenq theor\ howcver contemporary economnc dependence bascd on, torcrgh economlc

‘ 9 v -

penetratxon must be distinguished I'rom the earller forms of dcpendence based in resourcc

«exports (Dos Santos 1970 232 Cardoso and Faletto 1978) .

~

T,hls chapter w1ll attempt 10 reconctle the drff erences in approach between Canadran ,

pohtlcal economy and dependencv ‘theory by e\amtnmg 'the htstory of f. orelgn mvestment in-

" Canada over-a pertod of 113 years, f rorn 1867 1980 The amount, sources and composmon of

o

vahd mterpretauon of Canadran economic development - o B

-’

forengn capital erl be compared between the pre and post World War II perrods m order to .

Ay ;.

determine 1f the' hxstoncal evrdence supports the argument that’ the dependencv approach isa

PR W
N ~ . .

B\' 1900 Canada was the etghth largest manuf act.urmg country in the world (Malzels

[

1963) However the propornon of f mlshed manuf actures.to, total exports mdtcates that Canada

'was already domg consrderably worse than the top seven industrialized countries. In 1913

-

[ Canada was exportrng an average of 31 percentage points less m finished manuf actures that the

®

top seven counmes (Table 2 1) Nevertheless in 1870, manuf acturmg accounted f or 19% of

Canada S gross natlonal product w1th the productton of 1ron and steel leading the composmon.

200
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A

- 'H as suggcstud by lngram (1975) cxporm had mucascd by 20% from }900 1o 1913 we can -

assumetthat in’ 19()0‘ manuf agturcd cxports auounted for only zrbout l% ol‘ mlal exports :
Thc ke) 10 undcrsrandmg Canada $ poor performancc in manurauurcd cxporl lrado is

Canada S caﬂy caprbal 1mports lt was not thc case, LhatCanada lacked domesuc savmgs for v

- mvestmcm m,the rcchnology ncccssar'y 1o f urthcr devclop the manuf acturmg scctor Rather

a N

Canadran f unds were bcmg drrcclcd mto an elaborate bankmg and f u{ancral system to supporl o ’

. N

Lhe domcsuc transportanon and uulrucs mf rastructure ch’hnOIOgy was. bcmg 1mporled at

.,. . i

much f aster rate th‘an rhe rale of mcrcase in manufaclured exports and consequemly capual

pro—s

N

N

mflows wcre rcqurred 10 marmam the ovcrall rate of economrc growth (lngram 1975)

N - -

Ganick (1970; 70) argues thar the 1mporl subsututron memalny rmplrcn m the

Canadran Nauonal Pol‘rcv was n01 mmwated by . rhc necd 10 protect Canadran manuf acturmg

‘o

N w o FERY - _..~ .

lt was mouvated by thc commcrcral caprtahsls concem \vrth protectmg therr trade monopiy m o

S - NN e A

slaples The pohcy was mlcnded tof orce.the U.S.to fmancc an mdustrral sector wh.rch

Canadran caprtalrsls had opted out of in pursuu of thcrr own shorl term mterCSLs in prof its and

l.-\- ’

in what Gonick (1970: 70) has descrrbed asa "na‘nonal obsessron wr{ﬁ crude gr0wm

- Ther state used Brmsh portf olm 1nvestmem lo serve the Canadrarr f mancral caprtalrsts

.

b) subsrdmng therr mvesrmems in an elaborate rarlway system by proleumg Canadran’ B -

.

merchandrse through Larrf fs and by burldmg the uulmes inf rastructure necded to move wheat

“out for export (Laxer 1983). Large amounts of Brmsh portf olio caprtal were 1mported\ by the

- .sale of government- guarameed _rar]way po_nds which transﬁerred the costs of forergn, borrowmg

to the consumers vra high rmport duues -higher priced Canadran manufactured goods and high
\ A

f rerght rates and f mancral charges to, Canadran proch};ers (Laxer 1983).

The primary purposg o'f the:tari_f f was to guarantee the Canadian mélchants the trade

B } w o . . . . . - B}
‘ m‘onopoly in exports. The»‘Ca‘nadian railway and the financial caprtalrsts were the same central

-

Canadran capitalists who gamed f rom the National Policy: protectron of Canadran

+

-manufacturing as well as frem govemment, assrstance to the C.P.R. Levrtt (1970 50-51)

explains that Canadian pnv'ate vénture capital flowed freely from rarlway enterprises into the

N ~

N

e

i
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\
R
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hnanual s'eclor and into manuTacrurmg mdu«-mcs Thtls “the close assouauon bclwccn the

cntrcpencurs and the local polmuans had an ef lccl on the msuluuonal mechanism of capital

’

acoumularion

l’opc suggcsts thal an unanuupated consequence of the National Policy was the

E

prorecuon of' a manulacturmg sector that was characterized by high costs and overall

ineff’lcremy (Pope 1971 16 39). Pope § argument is substanualed by the economics of forergn

drrcct mvestment ‘Economic theory predicts that if mvev.tmem goes into highly protected

mdustrres resourLes are diverted into the_ less offi 1crem sectors of the host economy and lhrs
results m a potenual negative impact on trade (Bchrman 1970 23) Where the protected

lndusmes are l-hemselves mcf ficient; the neganve 1mpact rs accentuated.

-

o . In addruon the. monopol\ establlshed by t,he tarrlf protected Amerlcan subsidiaries

[

vmh 1~he backmg of rrch parcn{ compames has effectively pre- empted any attempt at

compctmon b) late coming Carradrans (Pope 1971 39). The plan was not to subordmale

/". mdustry 10 resources bt to invite foreign drrec; ‘imvestment to develop Canadian industry to its
T e commemal specrfrcatron& Moreover by Canadian invitation, American direct investment

o assumed Lhc responsrbrlny l” or extractmg raw marerral staples. As with British mercantilism, the

Amerrcan mullmauonals d1recrl} exercrsed the entrepreneurial function and collected the
vemure prof rt" f r0m mvestment Unlike the old mercannhsm foreign direct investment

f ormed camtal channels and commodrtv transfer networks which cut across the political border
‘and effecnvely bypassed thc mternatronal market ’

~
-

From the ppmt of vrew of Amerrcan caprtal forergn direct investment in Canadran

- "",manuf acturmg was hrghly prol" nable because 11 allowed the multmauonafls to sidestep the

o »protecuve tarrf f to complv wrth Canadran pmem laws, to compete under the terms of British

‘

- "‘

S ‘preference in exporl trade and to take zrdvamage of regional competmon within Canada to

. uract 1nve§1mem The competmon of f ered assoc:ated benef its’ that mcluded tax reliefs and

e f Tee, land (Schemberg J,973 85) Although some pro*tecuon of Canadran manufacturing mdustry .

‘ vustnalrzed countries had tariffs, Canada stood

»

' may have been warramed in fact most other j
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{
o by

' "B FROM CONFEDERAT)ON TO WGRLD WAR 1: 1867 1926 S
R Although drrect calculatlons of the inf low of f orergn capnal into Ca’nada f orthe early

o penods are parmcularly ‘nazardons (Axtken 1961 28) Hartland (1960) esumateg thatm‘1867

O .14\-

: the total amoum of fi orexgn caprtal 1nvested in Canada was abou‘t $2@()‘ ifllion (tur:rent) Only

.o L
$15 mrlhon or 7 5% df the Lotal was Amerrcan drrec( mvestment ln thc 1nftlali33 year penod

u.beLWeen 1867 and 1900 Canada ab§orbed more Lhan one hrllron doIlars/ of { orergn caprtal

':erteen per cem of the inf Iow or $160 mrlhon was in Amerrcan drrect mvestment Betwaen —190,0

o h -~

and 1913 Amerrcan d1rec1 mvestrnem remamed consrant ay 13 5% of total long term f orergn .

e e . S
. - B . .‘,v ,._.r;_ .'"‘K‘,~
mvestment in Canada B ‘ ,' USRS . ,‘W; e

Durmg Lhe war vears 1914 1920 Canadran manuf acwrmg developed on.a, largc scale

- 3

)
o /,r

of f ering parueularh lucrauve opportumues for Arnérlcan dlrect investmen’l through the -

’

r‘,.

‘ accelerated demand for consumer durables that accompamed The demandof Canadran Ly .

‘ N ;’ e

__-manuf aclurers f or e}ecmcal machrnery and caprtal eqmpmem I(S(;hemberg 1973 93) Although

’/F e = i “r -

the increase m the total stock of f orergn capnal between l91% 1926 was due entrrely 1o the o h “

,\.\
4

- growth of Amerrcan rnvestments 41% of thrs 1nvestment was- m Lhe f orm oF Amemcan dlreet, '~

s P "
N o —-—

mvestment whereas 68 6% of the total was m Amencan portfoho 1nVestment Imf act,’the - PN

“
\

proportron of Amencan dlrecr 10 total Amerrcan long Lerm mvestment declmed f rorn 62.8%

the total in 1913 Lo 43 9% of. the total m 1926 (Table 2 2) ln contrast Amerrean porrfolno

lmvestmem 1ncreased f rom 38% of Lotal Amerrcan capnal in Canada (191}) to 53% of the total .

. N i o 1 i .. PR ,b<. N <( A, - Y .
in 1926 (_Table 2.2-)».'5 T T ARG

&+

..................

‘_’Although the Canadran tariff has never been excesswe in companson to the tariffs -
of “other’ industrialized countries, it is’ arguable that wrthm “the Block of” tich k
"manufacmrrng ¢ountries, - location  specific adVantages :and drsadvantages are so smalL
that ‘impediments’ to international. trade can create 1mpressrve amounts of *foreign . -
-du'ect rnvestmem (Grddy -and Young 1982) . . . s
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'Asa percentage of total { oreign long-terrn in.Vestment -American'direct inve'st'm:ent '
1ncreased by 9.9 percentage pomts over the 1913- 1926 pCI‘lOd to 23. 4% i 1926. Agam the

‘ marked increase in terms of total f orelgn capttal mvestments was m Amerrcan portf oho

-

mvestmem As a proportron of total f orergn long term mvestment ,Amerrcan portf oho

mvestment rose by 20. 2% from 8 2% in 1913 to 28 4% in 1926 (Table 2: 3) 3 By 1924 the total -
» ©
of Amencan mvestment in Canada was just shghtly under the total of Amerrcan investment in "

o
all of Europe This was mainly due to the large increase in Amerlcan loans to Europe; durmg the

»

S

war and post war years (Artken 1961 41) American dxrect investment in Canada was

nevertheless the largest for any other smgle country, although smaller than the amount of

mvestment in Latm Amerrca as a whole (Table 2.4), In 1924 Canada accounted for 20% ol" the

~——— \

total of Amerlcan dxrect mvestment abroad. A o
. . ’ - . Lo
The concentrauon of Amerlcan dtrect mvestment in Canada was m mdustrlal raw

materlals and secondary manul"acturmg (1nclud1ng pul'p andj)aper) Between 1914 a.nd 1926 <

Liw N o

Amerlcan dlrect mvestment in th%Canadran manufacturing sector grew from 35 8% of total

;S oa .
£ - R e T .

f orelgn dlrect investment in lhe sector to 58:3% of thc total forelgn dlrect 1nvestment'(Table

R ? ~ - I

2 5) Comparmg across sectors Amerlcan direct mvestment in- mmmg and smeltmg accounted

. i P

for 20. 7% of the total of f ormgn duect mvestment in mmmg and smeltmg in 1924, and only a

r . Vv

3% of "the total f ore‘ign d,ir'ect- m..vestn_nent in petroleumrand natn_ral» gas for the ‘same year.
A(Table2:6). . e . B

: <
rs A

. THE BRLAKDOW’\ or THE WORLD ECON()MY 1926 1939 T -

The statrstlcs f or the mterwar perrod reflect very strongly the 1mpact of the depressron .

.on-both the, mvestmg counmes and the Canadlan host. The inf low of orergn%strnent f ell
sharply Total Brrtlsh long- term investment f ell f rom 43 9% of total foreign: mvestment i 1926

to 3,5 8% of the total in 2939 (Tablef2 6). Between 1926 and 1939 Brmsh portl" olio mvestrnent

.

« - . . - -
. . .

3l(noxs 1939 estlmates of Amerlcan long- term mvestrnent drffer shght]y f'rom .
Y-Hartland s. Knox's 1925 estimate is 23.2 million dollars smaller than Hartldnd's 1926 S
esttmate See Anken (1961:38-41) for a reconcxhatron of the dlffCI'CIlCCS . L P

- ¢ S + N
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place prmcrpally thro,ugh the sale and redempuqn o,f goszernmem and rarlroad secumres (Artken
.

chs e . ’
. [ ‘. . P

3 o - vow - »

. 1961 46) ot S S L

Amerrcan portf oho mvcsrmem rose slrghti\y from 28 4% of total I‘ orergn caprtal m 1926

<

to 31.3% of *Lotal foreign caprtal in 1939. The portf olio statlstrcs rcf lect an Amerrcan 1nf low that

. /.4»

was only 3”% as large as the mrlo,w for .the prevrous 1913- 1926 perroq (Table 2. 3).

. .

Newcrtheless, American portf olio mveslmem in Canada mcreased by 152% or 882 mrlhon '
dollafs over the prevrous pcrrod total. As a proportron of t'otal portf olio 1nvestmen‘t Amerrcan ,
porlfolro mvestment mcrcased from 28 4% of the total in 1926 10 52.2% of the tolalﬂm 1939.

'.;:Thrs put Amcrrcan “portfo olro mvestmem 1(3 pei‘cemage pomLs hrgher than Brmsh porlr“olro —
mvestmenl asa proportion of lotal foreign portr olio hmveqtment in 1939 (Table 2.4).

‘ The inf 1ow of Amcrrcan drrect mvestmem between 1926 }9;9 wa; ;l 4’;8 ~mrll.:on
dolLars 54% less than Lhe mf low for the prevrous perrod Srmrlariy Amerrcan long- terrn

’ 1nvestment mereased by only 42% of the increase m the prevrous perrod Nevcrtheless Loy

a .. ‘

a

f ell 1" rom 54”4% 10 45 9% ot' lotaI f oreign. mveslmem T’he reducuon in’ Brmsh mvestmem Look !

A

" Amerrcan long-term mvestmem mcreased from 53 2% of total long term 1nvestmenb m 1926 to L

K

60% of total foreign caprtal m 1939 (Table 2 6). Amerrcan direct mvestment also mcreased -

slrght]v asa proportron of tota] drrect mvestmem frorn 78.7% in 1926 to 81.9% m 1939 (TabIe ;

i v . .
R ; . . . [P RIS
> L . ’ NN .
- . 3
A . ’ J*'l “ B . '

-« o e A ~ ‘. P

Canada 's importanee asa recipient of Amerrcan drrect mvestmem remamed relatrvely

h . ~

Astable throughout the depress:on as did Europe S (Table 2 4) The proporuon of Amerrcan -

'drrect‘mvestmﬁcnt in tess deveioped cou‘ntrles dropped T rom 60 6% m 1924 lo 55 8% in’ 1935

v ’ I

+.

2.5). . r . ~ N [ ’ . ..n' \l ; R . \‘ o

r.,(Table 2 4) In comparlson Lo the drstnbutron of Amerrcan f Orergn drrect mvestment in- Latm =

©

e, AN

Amerrca and (,anada in 1936~(U S. Depa'rtment of Commetee 1953 49) the drf f erence between
A L - ' PR - N

{he concentratron of mvestmem is emphasrzed In Canada 41% of Amerlcan drrect mvestment

- N v

_was.in manuf acturmg In Latrn Amerrca only 6 8% was rrrvested m manuf acturmg On lhe

I . .
by ; KR - ~

other hand twlce as much Amencan due'ct mvestment went mto Latm Amerrcan mmmg and

-
..

smeltmg, and three times.as much went into petroleum and natural gas These estrmates are

s . . R - . . y
el . I . ‘ . . SN a
-~ . ) v S e
C . . . '

-
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‘. : Of the mcrease m total stock of f orelgn capnal mvestcd in Canada bexween J939 and

2

', o D WORLD WAR II (1939 1946) AND THT, BOOl"l‘YEAR\S (1946 1960)

4a THLOVLRALLPICTURE ‘ R T

reporled in Appendnl ) T ” ' . e .

A

Allhough there are no available data for Américan dxrecl mveslmem in petrolcum and

N

natural gas mdusmes in Canada l"or 1939, as a proporuon of tolal dlrecl investment’ m
manufacturmg lhe U S accounled lor 52.3% of mvestmem The same pattern of mveslment is

evidert in mmmg and smeltmg although the change in propomons 18 larger In 1939 Amerxcan

N

direct investment in minin‘g and smelting had dropped 10°10.5% of tota] f orelgn dlI'CC[

o

investment (Table 2.7). o ; L

" ’ e N . v

As wnh the carlier penods in Canaduin cconomlc hlstory there are some 1ncon51stenc1cs

| .
- ~

wnh the eﬁtlmates of Amerlcan dlrcct mvestment m Canad@ s leadmg sectors The source for

lhe sector breakdowns used for the ].926 1939 estimates (LeW1s 1953) mav be compared wnh an

2

dlternative estimate deﬁved from a surve‘y conducledfb) the U.S. Department of Commerce

M . 4 ¢

. (l953) The Departmem of Commerce esumales that Lotal Amerlcan dlrecl mvestmenL in-

*\
- o~

'Canada was”9 "% of 101al f orelgn dlI‘CCl mvestment Lewns estlmaie is. lower al 23. 5%

s
- 4 Vi e 1 C v

Nevertheless the emphasns in both’equmates in_ terms of‘ Lhe sectoral dlsmbuuon of American®

~
- \ a
.

. dlreol« mveslmenl 1s clear. Canadlan manufactunng, mmmg and smeltlng. and transportation .

ot ’ - »
X . P e
- PR

' lndlcated are the areas of Amerlcan mvestment concentrauon )

L eman, e . LN <
L ) < e e e ) e
2 P ‘. P - . . .« '
. . . . o ) . B . - . . A
" s N a - . . . . L A DU

. r PR

1960 Amerlcan dlrect mvestment contrlbuted ovcr 56% (Levm 1970 66 67) Of the Lotal of -

! . .

Amerlcan lOng term mvestmem in Canada in 1960 63 1% was direct mvestment and 33% was.

portf olio (Table 2 2). Dommaung ‘the chtoral dlSII‘lbUthﬂ 1sathe mcrease in Amencan dlrect

R .
. PR [N ‘

NEEN

mvestment in Canadlan mmefal mdustfles R TP -

2
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\

Whereas Amgrican direct investment in manuf ac"u%;r'ing fellf from 52.3% of total diréct

investment’'in 1939 10 42.1% of total foreign’ mvcstmcnl in 1960 (yet it remained the largest

3

single category) American dirgct investment in petrolcum ‘and natural gas rose from 5.5% of

the total of American direct investment in 1936 10 27.3%, of-the tota‘l in 1960. Thg; mcrea_se in

»

o

"investment reflected American participation in pctr'oleum' and "natural" gas devélopment in
. Canada after the 1947 Leduc dlscovery in Alberta. Amerncan mterests in Canadlan mmmg and

~

smelting also increased slightly, from 10. 5% of total dxrecl mvestmem in 1939 10 12.8% of total

°
..’

foreign dxrecl investment in 1960. ‘ ' R

e

By 1960, the U:S. was by far the largest of Canada S (orexgn mvestors More Amerxdan .

private. capnal was mvested in Canada than in any other counm Thlrtv -seven percent of
American f orelgn mvestment capltal was invested in Canada comparcd 1o 26% in Latin

3

America, the second most 1mportam area ol’ Amcrxcan forexgn investment (Tabte 1.1). The o

dlfferencc in: the distribution of mteresm in Canada and. 1 aun'Amerlca rests in the 1mporlance

f
< o
- \ b

of” pomoho mvestmem Tn Canada 33% of' total An‘i'tman mvestmcm 1n1958 was portfoho

EE SN e

-y v . e
LA

‘. k nveslmem In Latm America., only 1. 8"’ was portfollo (derxved from Aitken 1961: 55, Table -
) 2‘.3_). ‘ ) '.» ) :v | ! ‘ -\. . e . E

. Durmg Lhe boom Vc,ars 1946- 19()0 Amencan direct mvestmem mcreased f rom 33 8%

Ly e . ” .

of lotal f orexgn long~term 1nvestmem in Canada to 47 5% of total forelgn capntal (Table 2. 2)

Thxs: mcrea§e represems an mcrease ol the proporuon of Amerxcan d1rect to total Amer?carL "

Lt N

L ,' capnal mvestmems from 47 1% m 1946 to 63 l% m 1960 ,(TabIe 2 2). Bv 1960, the Umled

-

St.ates accoumed for 75 3% of the Lotal of f ofelgn long term mvestment in Canada 82% of

N 10Lal Iorelgn direct: mvestmem and 33%, of 101a1 forelgn pom“oho mvestmem In comparlson T

st . e ¢ \ . 1 - -

~the nexl largeSL f orexgn mvestor the U K,, ac:counted for on]y 15 1% oF total forelgn AN

N SYRON T e . Lt
> - of -~
0 V2R '

investment;'ll‘.") of 'total f oreign dmect mvestment and 20. 4% pf total pdrtf 6119 mvestrnem

]
B

T (Table2.3and Table2.4). . 1 St

e N . . Py : . N



E. LONG-TERM INVESTMENT

In 1913, British long- term mvcstment in Canada accountcd for 73.2% of total foreign

capltal Amerlcan lorrg term mvestment accounted for 21. 5% By 1946. the distribution had

actually reversed w1th Amerlcan long-term investment accountmg for 71.8% of total f orelgn
capital and Brrtlsh long -term investment accounting f or 23. 2% (Table 2.6). The gap continued
to enlarge until 1969, when Amencag‘long term investment accounted for 79.3% of total

f oreign investment and British longjtermaanvestment accounted f or o&ly 9.3% of total I orelgn .
investment. . . : R y
! . t -

‘.

As a proportion of total long-term investment, Amencan mvestment became 31gmf'1cant L

after WW 11. Between 1939 dnd- 1946, Amertcan long term mvestment 1ncreased from 61% oy

11.8% of total f orelgn capltal This may be comgared 10 lhe~proportton of Amerlcan to total

AR e
]

f orelgn long- term mvestment for the pre- WW II penod Between 1867 dand 1913 Amencan .

-, Jong- term mvestrnent aecounted for14. 8% o£ total forelgn eapttal mvested m Canada Between .

. 1913 and 1926, the proportxo‘n had rtsen to 37 5% 'l‘hls proportlon had rrfore than doﬂbled at o s -

N s ..'4_-

SR the begmnmg of the second boom pertod (Table 2 5) By 1952 Amerlcan long termnnyestrnent
- ’ L [ o
) , Was up to 77% of the total of f orelgn capttal mvested 1n Canada although Amerlcan lcmg term .

' mvestment dld drop shghtly to 75 3% ol' total forelgn )eapltal m 1960

- " -
.

. . NPT . . - K . . - .
R ety . P . b - . B . o=

L, . . . .
' LI - . : R .

L PORTFOLIOINVES’PMENT e R
S “. World War II marks the second precxpttous drop in the proporuon -of Brmsh portf oho

, L capltal mvested in Canada By 1946 Brmsh mvestment had dropped to %0 9% ol‘ total portf‘ oho

- mvestment and l7 5% of total f orelgn long term 1nvestment Durmg the boom \ears Bnmh

~ PR - : A

portfoho mvesttnent felt agam to 20 4% of total portf oho investment and to onl) 7 Zv% of total

1 N .

long term tmvestment (Table 2 3) in 1960 Amencan portf olio mvestment aIso dropped durmg

WW Il to 50 2% oF total pdrtf oho mvestment in 1946, and 31% of- total f oretgn long-term-
. il ! N e

' mvestment (Table 2 3) Between 1946 and 196Q. American portf oho mvestment eontlnued to

- N

’

.. décline in\proportlon o total forelgn investment, reachtng lows of 33% of total portfoho\ i

v - . st

\ . P



.

N

o and 84 8 of Amerrcan mveStment in- manufacturmg (1939 estrmates Table 8) In the mining °

. and 71 8% of tota‘l forergn mvestment . et -

.

: 89 5% of Amerrcan mvestment m rnanuf acturmg (Appendrx ll) J ust prror to World War II,

investment and 24.8% of total foreign long-term inyes’ftr'nent in 1960. . *

N , . . ;
~ . . ’ . » o

. . LN . A ~ T 8
. . B « 3 . .
-

G rnarc1r~vrsnwaNr RS T
Brrtrsh drrcct mvcstment has never been a srgmf icant. f actor in Canadran economrc

« - . - ’

‘ hrstory, although it also dropped (turlng both wars to 11,9 of 1otal, forergn drrect investment

' -
in 1946 (Table 2.5). ln contrast Amerrcan drrect mvestment has always been the overwhelming

]

source of total f orergn direct rnvestmeht m Canada Durmg ‘the boom years Amerrcan drrect

N \

mvestment reached a proportron ol" 86 8% of total drrect f orergn mvestment BetWeen 1946 and

4 ~

-

1960 Amerrcan drrect mvestmem accounted 1 or over 70% of the increase m Amerrcan

long term mvestment and 54% of the mereasc in total long term l‘orergn investment (Levitt
1*)70 66 67) Betwecn 1952 and ],960 Amerrcan drrect mvestrnent drOpped to 82% of the total
f f orergn drrect mvestment After 1960 there has been a stead) de.clrne of Amerrcan drrect

mvestment as a percentage of total drrect rnvestment Nevertheless Amerrcan drre,ct mvestment

N

has remamed relatrvelv constant at. about 80% ot“ t0tal f preign drrect mvestment in Canada Since

.
- B . oot . N .

| 1960." o e T T

<
o N . . .

. The sector breakdowns (Table 2. 7) 1ndrcate that the post SWW II expansron of

'./ ’ \ -

N K

Amencan drrect rnvestmem was in k,ev Canadran mdustrles By 1\950 Amerrean dlrect

-yl ~ .

mvestment m-manuf acturmg was up o 59 1% of total f orergn drrect rnvestment in the country

Thrs 1nvestment accounted for 73 4% of t0tal f orergn long term,mvestment in the sector and

.o

v -

Amerrcan drrect mvestment made up 68 1% of total f orergn long term investment in the sector =

and smeltrng sector Amerrcan drrect mvestment accounted f o1 82 5% ol" Amerrcan investment

_k
~ . +
AN
- \
!'

Whr}e World War II led to an 1mportant mcrease m Canadran owned manuf acturmg, it

R . (.'

aIso led’ to an economy more closely mterlocked wrth that of the U S Prror to 1950, U S. direct ~

1

e _ mvestment was tred closely to changes m the Canadran economy, acceleratmg during- perrods of

. . [N ~' . . I 1
DI . . PN . . 1
. . . . oce . o “
[P . i

t
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"

o ‘hrgh tanf fs and deceleratmg durmg perrods of recessron g’Marshall Southard an\d Taylor

S 'moldmg the structure of the Canadran ecenomy to reflect contmenta] needs.

o of all U S. dlrect mvestment in Canada As much as’43% of th'at mvestment was in

- deve‘loped as a northern extensron ot" the contmental econorrry

. 1964 21) Popc (1971 24) and Artken (1961 104) suggest fhat by 1950 Amerrcan drrect -

4

mvestmem had becdme so large that is not only exp‘loxted opi)ortumtes but created t,hem by '

e

. o : .
I3 < - T e

These contmental needs were twof old Ftrst there‘ was the e&tensron of the initial Brrtrsh'

9 . P . : w

: 'mterests 1n the securmg of staple resources Second andm oontrast lo the early British

-t . _, ¥

:: mvestment that did not consrder Canada as an 1mportant rnarkét for manuf actured exports,

) _'Amerrcan drrect mvestment in Canadran manuf actu‘rmg came o supply the'U S. withan ™

. '.essentral source of f, orelgn income (Gomck 1970 7(}) The pre'dommance of both the

caprtal mterest and market motives of Amerlcan dn‘ect mvestment Has been o) strong that by

1975 resource dcvelopment and manuf acturmg together achunted for 78.5% of the book value

5

o

: rnanut" acturmg 24% in petroleum and natural tgasand 11% in mrmng (Gherson 1980: 12)

Y

The ]oss of Canadran access to Brlttsh \portfouo mvestment and markets at" ter World

 War Il can onI) be of t" ered as a parttal explanatron of the acceleratlon of American dlrect

-mvestment Thrs argument 'is underlmed by the fact that the Canadlan government had

- e .t s

-demonstrated clearly 1ts capabxhty to generate 1arge capxtal ex»ports in the 1940 S. The more -

Ee R »

v 1mportant explanatron was the support of the Canadran government The government was

k)

f commltted to prrvate accumulauon and Amerlcan drrect mvestment was the readtest source of

“ i

capltal (P'amtch 1977 17) ' el Af e "

~ - L

ln LAMENT FOR A NATION Grant (1970 8) argues that smce 1960 Canada has-

Rl

..the pohcres of Howe from 1945 to 1957 proceeded from the reeOgnmon of .
certam realities: that the Canadian economy was part of the total resources of Norih
America; that Canada was an undgveloped frontier within that total, ~and the ctapital
necessary for that developmient would come largely from the United States; that North
America‘was committed t0-a capitalist structure in which the control of production

- would be in'the hands of "private" corporations, whr.le the government woqu play’ -~
only a supervrsory role (Grant 1970: 38). _ 1

The crucral years, accordmg to Grant, were the early 1940 s Durmg this perrod it was decrded



&
- i v
e

that Canada would become a branch plant soctety, mtegrated mto the Amerrcan caprtalrst

2

_structure that has dommated the west since: 1945 (Grant 1970 40 41). Both’ the organrzatron of

"
the war and the posrwar constructron was: carned on wrthm the assumptron that gdvernment

—_ /'

-action never questtoned the ultrmate authorrty of busmess mterests {o run the economy (Grant

»

[

1970; 46) o AR B SO
. . o y - . .
The dommant philosophy of North Amerrcan ltberal’rsm was at the root of government '

polrcy Lrberalrsm was the belief in open- ended progress (Grant 1970 56) Canada s.;ederal
—~ sysLem of government also Had roots in the phrlosophy of llberahsm Grant (1970 77) suggests
‘ that the division of powers inaf ederal system weakens the abrhty of the publrc authorrty to’

T control the prrvate sector In the Canadran case, the size of the provmces has allowed them to
be controlled by prrvate economrc power (Grant 1970 7). The nonunrf orm nature of the
Canadran gconomy and conf hctrng federal- provrncral ef f orts 10 reduce regronal drsparmes have
f urther led 10 provmcral government: tryrng (8] outbrd each other in order 1o attracttf oreign |
1nvestment (Rugman 1980b 60). In consequcnce "thc nature of the Canadran f ederatron 1s
also partly 'responsible _for the large amount of American f orergn ownership of its industries

and resources.” (Rugman 1980b 60) ' | »‘\‘ L
- Levrtt (1970) descrrbes ho Amerrcan caprtal continued o ﬂow mto the Canadran
econorny af ter the recesst‘on of 1957 1958 desprte Tising rates of unemployment and a slowmg
down of the Canadran output The most 1mportant leature of thc acqutsrtron of Canadtan
; cpmmodlty _producmg sectors was{t'hat onlyra very s?hall proport;on of‘ the f oreign mvestment
" actually involved the 1mportatrortof f orergn savmgs (Gonrck 1970 6‘4) Amerlcan direct .

Sei s - .
2l mveStment was bemg fma%c{ed Targely from corporate caprtal rarsed in Canada through the-sale

b of Canadran resources eatgacted and processed by Canadran labor or f rom the sale of branch

e

plant manufac?ures back to Ganadrarr consumers-at tariff - protected prices (Levrtt 1970 63)-

,’%x < ‘ : T . / e IR



 H.MATURE bEPEnoEN_C_\"-l%o-ian E
A{t the‘ end of‘ the post-war laoo'nl Can.ada 's economie honeymoon v'vass:over;ﬁ
Flf ty exght percent of Canada s long-term mdebtness was in f orelgn dlI'CCl mvestment and 48
,‘ of all T orelgn capltal i Canada was controlled by Amencan corporatlons Although half of the

§7 bllllOl‘l mcrease in f orcxgn mdebtedness between 1960 and 1965 was attrxbutable to American - - ‘ﬁ

fc orelgn direet. mvestment the American share ol‘ the debt levelled of f at 58% around 1964 This “
1s explamed in part by the shll” t of new American mvestment into. Western Europe around

- 1966. In part it is explamed by unusually heavy portfolio borrowmg on the Amerxcan caplta]
market by prov&nc1al govemments and large corporations (Levxtt 1970 69) From the

perspectwe of dependency theory, American dlslnvestment in Canada signals the, emergence of

2

the long term neganve effects of thc penetratlon of the Canadlan economy by American dlrect

‘in vestmem *

’ 4

By 1960 80% of f orelgn long- term mveqtment (this mcludes fi orelgn dlrect portf oho

i .
and mlscellaneous mvestment) in Canada was Amerxcan By 1974 thc U S controlled 43% of

8 '

7rﬁnuf acturmg 59% of petroleum and natural gas :')md 44 8% of mmmg in Canada These
‘staustlcs are rep,orted 1n Table 2.8. . - - ) . R o
v ,e oy
I. THE JCOMP'O.SITIAON OF INVESTMENT _ \" ~
Af ter 1960, l;ri'tish; portfolio investment was virtually nonexi§tent as a source of f orel‘gn .
'nvesttnent-eapital in Canada For the 1960-78 per.iod British 'pol’%folio inveStment acco“unted't L
l" or- approx1mately 10% of total portfoho mvestm;t and only 3. 8% of total f orelgn long- term
investment. American port{ 0110 mvestmcm in contrast, mamtamed a rclauvely §table level of
investment untll 1975, when 1t mcreased t0 39.3% %%0131 portf olio mvestmem and continued -
,‘ ~ to increase to 43. 1% of total f orelgn portf oho 1£gtrnent in 1;78 (Table 2. 3) As a propomon

‘@'f total forelgz}l long-term mvestment Amencan portf olio mvestmem accounted for about 26% -

[

b e

of 'forelgn‘ mvestment between 1960- 1972 and then it rose to ]ust over 30% of the total in 1975

’
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As 1ndtcated above the: proportxon of Amerxcan 10 totaldong term f oreign mvestmenl

in Canada has dechned smce 1952. In 1960 it dropped rom 7% to 75.3% of total foreign i}

~ investment. Amencan long term investhent rose to 79% of the total in 1965 and then it

i/

dropped again to 73% of the total m 1969 After 1969, the declme has been steady and gradual

“The 1978 statistics mdtcate that Amerlcan long-term mvestment was 71 .6% of total foreign

mvestment in Canada (Table26) . - . U . R

\ -

The Brltlsh direct mvestment data mdlcate that there has been a slow and consnstent

»

declme in the levels of investment durmg the 1960 s and‘the ,ﬂy‘ 1978 Bntxsh duect

pr0portlon of total forergn long term mvestment Brmsh dxrect mvestmem has remamcd

1]
[}

relatively stable except for increases in’ 1960 and 1955 However these mcreases have been

ey

-

\

'mxmmal in that they have on}y brought the propomon of Bmlsh diréct to'total orelgn capltal '

’ Ve

to 6.9%, or 1. 5% above the approxrmate series average (Table 2 5) ' , : "

D 7 e

: vof Amerxcan direct mvestment in Canada has also declmed since 1960
« - .

to4

'A 1946 and 1972 In 1975, the percentage dropped to 83 5% and then mcreased sllghtlv to 86. 9% in
19"8. e . ‘ S R

If, as predlcted by dependency theory new mvestment flows have a rmtlgatmg ef fect

on the long-term negatlve impact of foretgn ditect investment, then the balance of British and e

¥

: Amencan portf oho to American dtrect investment durmg the early perlods should operate asa

‘double mmgatlon The disinvestment of BrltlSh portf olio and Amcncan capltal as a percentage

‘of forergn long-term investment m the post 1960 penod offers. contextual support for the S
temporal specification of dependency eff ects on the structure of the Canadtan economy
“The following two chapters will attempt to demonstrate efnpmcal%y the existence of a

structural effect of f oretgn dlrect mvestment on Canada S economrc growth FoIlowmg the lead

4

A
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_ °. of Bornscmer and-his colleagues the demonstrauon, will requlre the dll‘f erenuatioé“bf

RN

o short term posmve and long Lun. negauve eff ects*of Amencan capital penet‘rauon on)Canaaian
)

‘.)(

o

o been modlf 1ed to allow for the demonstrauon of matuTe dependency 'I’hxs means that the

.
»r

economlc growth ln light of 1he‘ hlstoncal data presemed in thls chapterand Levnt 's

., ‘., 1

suggesuon that 1960 marks a new phase of dependence the Bornschner et al prcdlctxons ha\/ee

- -
P l - ~ 2 .

»
-

LI
o t A L4 ¢

negatwe long term effl ects of Amencg\n dlrect 1nvestmenl m Canada wilt be isolated to the -‘ ’

*~ .

I ~ oy . u,~,_’

) Post ],96D perlod . oL

-

S
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- Il MODELING MATURE DEPENDENCY: METHODS AND STATISTICS '

A OPER‘ATIONALIZING HISTORICAL A.NALYSIS R
ey % LIS ‘, .. . 5\
« In°order to operatronahze a model of mature dependency asa dynamrc process what is-

'_ needed is a formulatron that reflects ,the long ter.m.condrtronmg of Canadran ecanomrq gromh _

A}

-t

- the adJacent perrod 10 warrant mclusron m the'analvsrs 5 Furthermore hrstorrcal models should

-
. g 'Y , -

y the penetratron of Amerrcan direct mvestment Taklng into consrderatron the temporal

A

constramt of \the Second World War, the model needs to encompass at least the perrod betwee'n

Al

1947 and 1974 ‘ Although there 1s- evrdence that the 1975 1978 perlod may ref lect a structural

- e ”

chamge marked by the world recessron and ,the demlse of Amerrcan world hegemony 1 wrll

’

assume that the three year 1ail-end of the senes mcludes enough of the drmrmshmg 1mpact of

\F(

s 1deally extend for perrods of aj least twenty-frve faf ty or even one- hundred years (Duvall

AN

1978 73) Thus on methodologrcal grounds ‘the explanatory benef its of the extensmn can be

R

assumed to outwergh any negatrve consequences for analysrs , l' . S

‘o - . N
. ".,Jv\‘l o . , X . , .
¢ » . RN P . Lo .

v ¢

¢ " . N

.B TDWARD A STRUC!‘URAL EQUATIOI\

-

" In hrs specrfrcatron of a statrstrcal model of dependencra DuVall (1978 72) argués that

- -

-

the case for the struetural equatron_form. .. ‘ SN ) L
‘ ,"7 . ‘ . v - L ¢ ¢
MY, =By Xe + B Xy +BX,, +..+By Xek o+ Moo .
where: o e - o

Y s the current value of some condmoned f eature of the penetrated country say econ_omrc

growth .

Xt yeeer Xg=¥ are the current values of the condmonmg phenomenon; say f o,rergn
- direct mvestment

Bo ., By .are the parameter values whrch represent the dqtermmmg ef fect onY of

P LI

observation at the beginning ‘of the series.
$SThis argument is based on Koyck's (1954) assumptrons which are discussed later in

' thts chapter.

'
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eaqhoftheXs~and o T o « a0 T : :
Ht is an‘error term representmg the 1mperf ect character of the condmomng relauonshrp

~ )
N o . ~
e o - ‘ . U
, .

The obyrous f' eature of Duvall 8 model is that the Longer the contmuous pertod of time durmg

o | -~ '
g ot

N whrch the penetrated c:oruntry tas been exposed ‘to forergn drrect mvestment and the greater tHe

»

degree ro which the host 1s exposed to'f orergn drrect mvestment at each pomt in"time durmg the

N
. . Y - has i L R s ..4

. perrod the greater (or less) will be the contemporary value of the host s economrc growth that
’ s condltroned bv current foreign direct investment. E -

. oL Thrs same £ eature 15 alternatrvely ‘represented by Duvall as i regu}arly deelining .- .. ...

-time-function that assumes a progressrve decline of the B's over trme Thrs time-function is °
governed by some simple functronal form of a geometrrc declme-.'Usmg thesrmplest _ .
. N . Pl f . B

<

assumption, attributable to Koyck (1954), the decline is described by :

2IW, = (-2 N .and Wy =3B [rg,

L
where the parametera describes the shape of the“time-f unction, or Historical process by which
f oreign direct investment effects growth "It mdrcates how qurckly [the host] 'forgets"or * -,

overcomes its past. (Duvall 1978:74) Grven an assumptron of type [21.. model [1] becomes

s o
N, 7

after lagging, mﬁluphcatron and rearrangement of terms,

~

Id [}

: 3] Yo =Yg -t B*‘.(I "‘X,_)Xt"' + u"t“kut-! | ~- " o

A - s

N
' &

The estimation of model [3], "in whrch the error term is ngw generated by a fi 1rst order moymg

- average'process ~provides precrse mf ormatron‘about the nature of the hrstorrcal process through

‘which X conditions Y (Duvall 1978 74) - e e, J ‘
.................. - ’ - N o
‘Model [l can be  written asi 0 e e
Y = B* [w‘,xt W, X AW AWl Xex D H 0 s
- . - ' ) ,‘ -~ . € =~
N ,where, Zv W'L"‘ =1 - .

i 7 K

s . “ «
) S 5 . . .-

. < Q Ly . ", . -
 The B* derm- used in the subsequent formulatron is,-consistent - with this fewriting of.
model [1].- It is assumed that Wo = 0. That s, there sare no rnstantaneous

-1mpacts of X on Y (Duvall 1978: 74) T
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negatwe ef f ect

The problem wrth usmg Du‘Jall S model is illustrated in the argument underlymg the

decapttalrzatron efTect Accordmg to the clecaprtalrmtton thesrs the short and long term ef f ects

L4 ‘ 1y .~ et ‘ N N »— e, n

of fc orergn drrect mvestrnent oh growth haye dif f erent magmtudes Koyck s schema of a

progressrvely drmrnrshmg ef f ect isa reasonable model of the ishort-term ef f ect of f orergn drrect

’ v \

mvestment but an i‘ncomplete spectf ication of the long-term. ef fect. The decltmng f unctron is

ot
5

consrstent with the Bomschler (1980a) finding that the mamtenance of a high’ level of

short term of fresh f orergn rnvestment flows acts as a mrtrgatron of ‘the structural 1mpact of

penetratron Where the Koyck model rs 1nappropr1ate is in its applrcatron to the long-term

LN ~

Y .‘" ~
-

. The decaprtaltzatron theSrs suggests that lnng -term penetratron has an mc‘reasrng

.
’

» ‘negattve effect on economtc growth The long term negatrve ef f ect. rs not a drmrnrshed ef fect of

fqreran myestment ﬂows rather it lS a drf f erent l(md of ef f ect that is related to a. control

e -

< ‘ e

: structure that underlres f orergn penetratron Although penetratron is related 19 fresh investment

R

-

. (Bomsehrer 1980a reports a synchronrc cross sectronal correlat.ton of 0. 62 f or rrch countrres)

R

- UF resh mvestment has a posrtrve ef feét and cumulatrve penetratron has a negauve effect. The

-

. -,frelattonshrp between mvestrhent and penetratron mdrcates only that as leng as: mvestment levels

on the negatrve consequences of f‘oretgn penetratrorr

i = >

are hrgh in a rrch country contrnued f resh drrect mveStmenz .wrll .have a strong mrtrgatron ef fect

e * o »
-y tv . . .
o \.‘ . - ©

¢

oo Lo
i ( LN
v,

, A more flexrble approach to the problem has been suggested by Almond (1965)

rv‘ N I3

f unctton contmuous’ wrthm a closed mterval can be approxrmated over the whole 1nterval by a

4

‘ polynomrnal of surtable degree ’I‘hrs pol«ynomtnal wrll dif fer from the f unctron by less than any

3

‘ ¥
3. 1 rather tharr attemptmg to! estrmate all of the (s + }) B's f or the total lag of s penods we

4 \

can' assume that the B's: can be approxunated'by soine functron §(2) as i Frgure 32, "

»,_‘\

' s E Loee

¥

N B Ca . \ . . v .
. . .
. N - B - . LN q .
! w7 T e . [ : : ¥ L @.’ 7
. . . - . v ) R -
" - v Y x

o

, Alrnon 3 method is based on Wererstrauss s theorum (J ohnson 1972 294) which states that a

v grven posrtrve quanttty at. every pornt in the rnterval If we had a set of B's as’ shown rn Frgure' -

\
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The function f (z) is unknown and m the absence of any a priori assumptrons about its

form, the degree of the approxrmatmg polynommal has to’be specified a priori. The

speciflcation of Almon's polynommal drstrrbuted lag requires the fitting of several (or

v

numerous) different approximations in an attempt to judge which lag is best fit to the data. As

with the Koyck estimation, however, we would have to be able to differentiate between two

types of ef fects with diff ering magnitudes. This could be a suggestion for future econometric

research. _‘"; s '-:__ ¢

~

v

)

-+ Johnson (1972 293) suggests that the least squares model (Duvall's model [1] before

transformatlon) will grve the best linear unbigsed, estimates if the model has been spec}f ied

-

correctly To begtn wrth 1t lS hrghly unlikely that any sociological theory of development will

LS «.‘

[N

ive a,n) precrse and f rrm mdlcatlon of all the relevant varlables needed to model change in an

economy (even the economrsts have not been succesful i in their attempts) let alone the length of

3
v

.

~the lags on erther a diminishing or a polynommal function. What we do have to work with is a

~ N

relauvely robust set of f mdmgs that mdrcate that the penetratron of f oreign drrect investmerit

g the most srgmf icant smgle predictor of economrc growth (Bornschrer 1981:385) and that the )

ef fect of penetratron isa long term nega,trve effect that must be drf ferenuated empmcally from

- -~

fhe short term posmve ef fect of l"resh for orergn drrect mvestment (Bornschler 1975, L980a

-4

1980b 1981; Bornschler e1 al( 1978 1980)

-
.- _—

a

4

By

‘

’

‘What this all means m terms of analysrs is that the specification of the long-term lag is

~

.an exploratory rather than a confrrmatory exererse in data analysis. Consequently the

e ~ .-

. -

. 7

J

v

-

mtroductron of measures of forergn direct investment at varrous lags mto each regressron .

TR

equatron is, at this stage in the research ‘a more f lexxble method of estrmat’ ion than wrth the .

N ¥ - v

Koyck or Almond schemas. The argurnent for ﬂexnbllrty is partrculartl) relevant in lrght of the

- -

specifi 1cauve ar‘nbrgurty of even’ the most precise socrologrcal models Moreover given the

~

effects of forergn direct m_vestment.become evident,

o man‘ageable,length of the serles (it should be possrble to 1dehtlfy the lags at which the negauve

»



In terms of the design of research, the specification of the kmodel‘ becomes the key

directive. To a large extent, this is'an issue of how well the model fits the data. This is the main v

[ -

reason why particularattemion must be paid o thc disconlinumes in;fthc Series, or~t’he N
deviations of lhe aclual observatrons from the extracted Lrend In the modern world

¥ . LI
oy -

many mdrcators have a‘strong secular component (a trend upwards or downwards) N
Only when this trend is removed and movements of the remaining fluctuations are '
~matched across indicators can we assess the extent to which they fluctuate* /
together .these residual components .. lrkely to contain the most dynamic -
components of the process under: mvesugauon Hence their intercorrelations are most
-lrkely to capture causal (funcuonal) links among these processes (Czarnockr 1978: 29)

Thrs is the same procedure that is rmplrcu in muluple regression analysrs and it 1s drrectly

.-,‘ analagous to the computauon of parual regression coefficients where the resrduals of separate

. s

regressions are correlated (Blalock 1964). o o : . R .

-

The flexibility of the régression approach is also evident in thal thé‘lprocedure allows‘

Y
~,.|

for, both quanmauve and qualuatrve mdependem varrables to be mcluded m analysrs (Hannan

.

and Tuma. 1979 315) Thrs flexrbrlrt) is crucral for the modelling of Canada s maturc - :

‘v. *

dependency because of the 1mportance of drl‘ ferentiating the Canadran case on+he’ basrs of

contextual specificity. C SR e T

C BUILDI'\JG IN CONTE)&TUAL SPECIFICITY e - . N

The argument presented in thrs stLdv is that. Canada ] dependency has had a negauve

K
t

ef fect on Canada s-economic development and state autonomy Followmg Axlme (1974) the
hrstory of it orergn investment, in Canada can be summarrzed as follows. ln Canada’s 1n1tral

' perrod of economic developmem (1867 1913) the bulk of foreign investment in Canada was

-

Brmsh Amerrcan mvestmenl played onl\ a secondary role ‘British investment varcallv .

<

mvolved debt capital and portf olio equrues mvestments that 1mproved materlal condmons wrth

few control 1mplreat10ns. o 7 T U T L P v

. -

~

In contrast to British-Canadian relations, American-Canadian:rela_tions have been: &

charactenzed by a combination of restrrctecl goods f lows coupled wrth almost free f acior (labor‘ ’

* .’- .“‘

and ownershrp) f lows Of the two types of- flows, Amerrcan f actor l‘lows are the most lrkely to 5
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«
-

cncroach on thc operation of the (,anadmn cconomy. This shift in the paucrn ol foreign

. mvcsuncm should have negative and empirically dcmonstrablc elfeats, as Canadlan cconomlc

v

activity has bccn molded to suit Amicrican economic interests.

Reformulating the post-World War I1 acceleration of American MNE activity in
Canada into empirically demonstrable effects requires a differentiation of the initial post-war
boom period of the expansion of American direct investment from the period of stabilization

and disinvestment that is evident in the 1960's. Accerding to Levitt (1970), the series break can - K

be dated precisely to 1966 and thé beginning of the phase that she tescribes as American

~ -
x

Corporate Imperialism. Figure 3.3, and Appendix 4 provide Levitt's data base for the series *
break. Nevertheless, the Canadian literature is gencraliy lesﬂqsépecific about the Break point.
Consequently, exploralbry analyses werc' run for break points varying from 1959 to 1966. Th‘e

preliminary contenders were 1960-1963. The method used to include these c}uamitali'vc data in

” .

the model was-the incorporation of a dummy variable coded as zero before the Break and as onc
. M - . 3

Ca v
\

afterwards. . 2 .
% _ ] First World | Breakdown JSecond Early| Late i
Formative Years of Confederation E::’zrr‘\g::y . War and of World | World| Rost-| Post- égr‘:g}::g
100 Attermath Economy War a\,/_-,voa;;\ 3"(}’3,;, Imperialism
- 90
80
70
60 U.S. Capital
_ Direct .
50 U.S. Capital :
‘ Portfolio A
40 ANQther Countries}
3 Portfolio & Direct |+
30 UK. Capltal P o3
Direct— — ':
20 UK. Capital |,
Portfolio .
10
0 Pl %o % P ALY Bt Pt ‘e®o %ot -'-“7
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SN
/

Figure 3.3 Composition of Foreign Investment in Canada (1867-1964).

Source:Kari,_l;evinaSilem Surrender, Toronto: Macmillan of Canada €1970:65).

o .

.



D THE Ubl or l)U\1MY VARIABLLES ANI) lNII‘RACMO'\ lLRMb

"

Nummy variables can be used in thc regressron comex'l lo accoum (or lhe fact lhat

obscrwatlons within a given category are assoc:atcd wrth one set of rhgrcsslon parameters \ while -

. obscrvations in a sccond category arg assocrated wrth a.different sel of rcgressron para‘meters : g
p ’. ! ‘ ".'f ;

In the context of my study, | want to arguc that there exists an interaction belween some break ,

v obee
2

in the 1960's and the effect Qf foreign direct investment so that after the break the long- term ',' .

~
. I [ Fe » -

negative growth effects specified by decapitalization thesis witl become evrdentﬂm analys‘rs.. .

[ :
* ' ¢ .t A BN £}

* For the simple model: - - ° SRR _ o .
- [ PR v y . . "f‘ v VN
[4]1Y, =B, +BX ,+ £¢ Lo "
- . P : N \ b =
where Y = CNP and X =-foregin direclvinvestmem (FD_I ) : “ . .
. ) M . - . ‘ ' rl \ ’-. ;,:
[SJGNP =B, + BFDly + £¢ e ‘
If a dummy variables for 1964 i‘s includedvin [5], we will'obtain: ) m_ -
[6)GNP, =B, + B,FDly +B;{EDI¢--FDl¢, )D¢ + . E¢
where: ' " ’ .
... GNPt = growth at time t: o . '
.~ FDl. =investment at time t " T e o
FDI¢, = investment in the year in whith the structural break occurs and ‘, :
‘Dt (the dummy variables measured at time t) =1 rf Lis’ greater than t,and 0~
otherwise. . < . :

.
N

Before the bregrk, D, = o. Therefore, the expected value of GNPJ. at _;i_mg t, E(G‘NP )

.

£y .
+ B,FDI ¢ . However, after thé break, D¢ = 1. Fherefore:

-
1]

[7]E(GNPy,) = B, + B,FDIy + B.FDI -BFDI ¢, .

-~

or E{GNP, ) = (B, - B/FDl,) + (B; +By)FDI¢

AN

Before the break, the line has the slope B,. The slope changes to B; + B, afterwards(the .= i3 1

T

‘»intercept changes as well).



[}

’ ~

»

¢ The important thing, to note is that there is no discontinuity in the relationship between

. T L

e "(_}':N‘P_and FDI because: C T PERTIR
[8]F(GNPM) - e e
=B, +B me

il

(B, - ByFDI,) + (B, + B)FDl,
=B+ BFDIg

N T - i

- hY

N

A t should :ils'o‘be' notéd that when B; = 0, equatiqn_.[?] rcduccs 10 a single straight line, so that
{a 1 test usmg B, ptowdes a simple text for structural change. In my study, where both a

dummy vanablc and a dummy mteracuon term are used to altow for a shnfl in both the slope

’

and the mlcrcept betwcen penods the t test is the appropnate test of the shift. A snmphfled

,

versxon of my model will look somethmg like” t‘hns

[9JGNP, =B, +B,FDIy -+ D¢ + Y(Dy FDI ) + €c- ' S
- .. ‘ N - Py ‘ i v .
‘The statistical difficulty with the least squares estimation proCedure is that "the various

lagged values of X will be highly mtercorrelated leqdmg to very 1mprecxse estimates of the

(TN

.+ lagged coeffi 1c1ems and great diff 1culty in makmg useful inférences aboug@xem " ohnson
e ‘

~ 12127293 hlS is the problem of autocorrelauon Thxs sthdy wxll use lhe Time Senes P rocessor

> - - o .

..................

"The t test-is calculated on the basis of the_ratio of the estimated coefficient to
the estimated standard error. - PR
o ] ) ' : ‘
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, E TESTING FOR SERIAL CORRELATION
Autocorrelated dlsturbances are such a serlous problem for least squares regressron that
it is extremely important to test for [hClI presence (J ohnson 1972 :249) . For model [10] below,

where all the values of X are lagged, _ a

[0]Y, =B, +BX,, +BX{., +..Bhiyx +%¢
,a' t N ‘ ‘ :

the autocorrelated disturbance is Tepresented ‘by. ,
(1] ¢ = P54 +Ve (0< @ <1

whe‘re’each of the error terms: {,t and V¢ are drawn from normal populauons with 0
. e\pected value and a constant variance. That is, ¢¢ and V are distributed as N (O Cg)and

N (O 6 vL ) respecuvel\ Whereas \Y ¢ is independent of other error terms Over ume and .
]

‘independentof E, . E¢ is not mdependem of other error terms over time.

E -t is determmed by drrmmshmg the value of the €ITor in the prevxous perrod
' (mulnplymg by 4 ) and then addmg the ef fect of a random varlable Vi with 0 expectecl

v

value

- Q. measures the correlauon coef f icient between errors in adjacent time penods tandt- 1 for

example When Q 0, there is no frrst order serial correlation (Pmdyck and Rubinfeld

-

1981 155}

:, The most popular test.for serial correlauon is the Durbin-Watson test of- the null

|

hvpomesm that no autocorrelanon is presem_( Q.= O) (Pmdyck and Rubinfeld 1981.158).
| The Durbm Watsonl test mvolves the calculatron of a test statistic based on the residtials
esurnated by the ordmary least squares (OLSQ) regressron procedure The statistic is defmed
as: | :

/
on (g 2o )
me= § Gt
’ t-t Z ¢4 y
t=! ’ :
where d has a mean of zero, and the values of d may vary between posmve and negative

i
Lo
g

e

hed



- . ‘ o ' "4‘ 53«
magnitudes. The range of d values will fall between 0 and 4, with a value of 2:16 indicating the¢
absence of first- order serial c0rrelatron : Cote

. ‘ , o L
. . - 4
— Upon examination of the numerator rt is evrdent thatfor a posrtrvely autocorre

1372 251) In addrtron where positive serral correlatron or autocorré.l:i’hon exists, successrve‘ ‘
’values of' E¢  will be close to, each other and they will produce a statistic that-is less than two

That is, the hrgher the value of e, the serial correlatron coef fi rcrent the- lower the value of d.

In the case of sample values of d m excess of two we would test the alternatrve hypothesis of

‘ r

- negative first- -order seria} correlatron by computmg (4 d) It should also be noted that the

-

/ smcet - lis undefmed o ' o :

I e Wl o : i)

F. CORRECTING FOR AUi OCORRTLATIO\ TIIE COCHRANE—ORCUTT ITERATIVE

‘ PROCEDURL - ;o i

- ¢ - : “

~The Cochrane Orcultt procedure involves a series of iterat'rons, éach,‘of which produces

a better estrmate of e than the prevro{rs one. Thrs procedure uses the” nouon that 'is a

/’ ~

‘ ~

correlauon coeffi rcrent assocrated wrtv/ errors in ad Jacertt tlime periods: The four estrmatron steps

rnvolved 1n the procedure are lrsted helow | SRR
1. OLSQis used to estimate the orrgmal model (equatron [11] for example). The residuals
f rom this equatron are the used to perform the regressron ' ‘ I

>[a]it—Qit \+\/

2. The estimated transf ormatron equauon will yield parameter values for the original
intercept B, and all the slope parameters B,....,B : ,

3. - These revised parameter estimates are substituted into the orrgrnal equatron and new
regression resrduals are obtarned These are: :

‘Exact mterpretatron of the d statistic is drffrcult because the sequence of error

« terms is dependent upon both the sequence of E's and the sequence of X values.
*This results in variations in the statistic depending .upon both the number of ,
~ independent variables and the number of observations. Because of the dependence of
the sampling distribution of d on the X values, the statibtic estabhshes only upper
- and lower limits for the srgmfrcance levels of d These levels are r!sed *to test’ the
null hypothesrs (Johnson 1972).« - S o R I

. . R . : i 4 ‘!‘;‘3‘;': T

-
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[b] i 5 Yt_ B Kaem e B Awe, . X
o ) v 2N
When the regressmn is run, we obram L ~ . L Voo
,)\ . | ‘ » B /ﬁ -
] £,-¢ 8t_ ¥ Vg C ‘_ - B

4. The second round residuals in [c] can then be used to obtain a new estimate of
‘The standard procedure is to stop the iterations when the new estimates of  differ
from the old ones by less than 0.01 or 0.005 (Pmdyck and Rubinf eld 1981 157)..

~The primary difficulty wrth the Cochrane-Orcutt procedure is that there is no &uarantee
that the final estrmare of @ will be the oplrmal estimate m the sense of mmrmrzmg the
um of squared resrduals That is, the difficulty arises because the iterative techﬁlque may ™

“lead to a local rather than a global minimum (Pindyck and Rubinfeld 1981).

o

v -

G. MEASURING ECONOMIC DEPENDENCY - ' \

- Because ] am lookmg at effects over time, the varrables of mlerest w1ll dlffer slightly

f rom the varrables used in cross- nauonal studies of dependency ln large cross nauonal studies,
varfi’ables such as state strength, income inequality and world system posmon are important
mdrcators ant controls used to rank” coumrles and to%assm in dif ferentratmg between causally

similar constellauons of cases. Where the wealth and power variables come into play in

f;. i}

‘ longrtudmal analvsrs 1s in Lhe comextual specrf ication of the relatronshlp between foreign
o penetratron and the host's control over its natronal economy and rate of econ? mic growth. -

Changes in Canadlan state strength or autonomy remam,J.o’a large extent, an 1ssue of Ment

~ e ?

analysrs and -policy evaluatrorr'l‘he erosion of state autonomy requires in- depth analyses of
"8,

various polrcres 'OT miCro- analysrs because at the macro- level Canada has maintained its

world position as a mrddle/power in Sprte of its drsplay of unquesuonable characteristics of
dependency. The micro-ahalysis will be handled in the evaluation of the Foreign Investment

/
Review Act, Chapter Vll'.

N



/has ‘determined a general preference for aggregate -level analysis - m the dependency

H. DESCRIPTION OF THE VARIABLES
The dependency relattonshrp mdrcates an asymmetrrcal mtegratron of the productrve

) capacrttes of a natronal economy mto the world economy (Jackson 1979) Because capltal stock

is the root of an economy 's productrve structure the extent of economrc dependency isa
questron of the extent of forergn control oyer caprtal Thrs question is generally addressed erther
'as an issue of foreign direct investment or as an ‘issue of penetration by foreign MNEs. For the
purpose of thrs study, the MNE wrll be defined in rnclusrve rather than exclusive terms.

A multinational enterprise is a corporatron which owns (in whole or in part), controls

v and manages. income-generating asgdts in more than one country. In so doing it
engages in international production, namely production across, national boundaries
financed by foreign direct investment. The abbreviated form MNE is used throughout,
in preference to what are eff ectively surrogate terms such as MNC (multinational
corporation) and TNC (transnational corporation), the latter being the nomenclature
employefliby-the Umted Nations. (Hood and Young 1979:3)

‘The same general determmants of f oretgn investment apply 10 the growth of the MNE

i

. (Government of Canada 1972:51), consequently the two terms can be used interchangeably in

relation to foreign control. ‘ P
& : : : .
Rugman (1980 32) suggests that the definition of the ‘MNE as an mternattonal

. produce‘r also permits the treatment’ ol' foreign dtrect 1nvestment In fact, f orergn drrect
mvestment mvolves control by mvestors over the use of caprtal theref ore, it is convenrent o
regard the’ MNE asa vehrcle for foreign drrect mvestment Although the activities of the MNEs

are decrded at the firm level, these decrsrons sum to the aggregate effect of. foreign drrect

-
ra

mvestment Consequently erther firm level data on the profi 1ts and financial valuatron of shares :

;or aggregate data on foreign drrect investment may be used in analysis.’ Regardless ol" whether
multtnauonal mvestment is differentiated from all types of cumulated l“ oreign dtrect

rnvestment the results are always in the some direction (J ackson 1979 48).

The short and long term effects of Amerrcan drrect mvestment on Canada S economlc

A

growth will be demonstrated using a trme series design that mcorporates @ l‘ol.l,owmg

$ The unavailability of .an umnterrupted post-WW II series of frrrn level data in
addition to the problems associated with the reliability of corporate financial reports

research.

g o
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varrab]es change in growth of Canada's gross natronal product (GNP) and Canadian gross

R

domestrc f 1xed capital f ormatron (GFCF), change in aggregate Amerrcan -owned foreign direct
mvestment and sector breakdowns of change-m Amerrcan ownershtp for manufacturing, mining

and smelting and petroleum tfmd natural gas The hypotheses 1o be tested are:
. Al ; -
oL ‘that change in flows, of Amertcan direct mvestment mto Canada will have a short-term
' positive ef fect on charrge in Canadian economic growth, and
\-. 2. thatafter a break point in the 1960's change in stock of foreign direct investment will
have a long-term negaive effeqt of change in growth of GNP. The research design
" suggests that an interaction eff ect exrsts between. the measure of foreign penetratron
and the threshold. :

i GROSQ DO'VILSTIC FI)\FD CAPITAL FOR‘V[ATION >

GFCF represents the general capital avarlable for mvestment and it rs a measure of
domestrc savings. The GNP and GFCF data hawsrhcen obtamed from ) the Stattstrcs Canada
volume CANADA's NATIONAL INCOMI:H.AND EXPENDITURI:S 1965- 1982. The measure
of GFCF used in thrs study omtts housmg and mventorres (goods in process) and uses total
investment in non - residential structures and equrpment the aTeas of heavy foreign investment.

7 Because change in GFCF is expected to have a posrtrve ef f ect on change in GNP and it
is also lrkelv to c‘orrelate posmvel'v wrth bﬁ current and lagged values -of foreign direct |
mvestment GFCF wrll be used as a control varrable Although prevrous studies have used

: domestte savmgs as a base for computmg the percentage of mvestment that is f orelgn owned 1

Ll

prel" er to measure f orergn penetrattonxhrectly by 1ntroducmg the f orergn drrect mvestment
G .
variable into the regression equatron e —

e

o Artken (1961:60- 6’) suggests that iff our tnterest is in the contribution of external

caprtal o development we should 1deally be able to say what proportron of total mvestment ;
expendrtures foreign caprtal has been responsrble for. Artken alsg notes the difficulty ‘of this

* task. He‘suggests that there in no srmple way in which f mancral tr%sactrons (such as the
mternatlonal transfer of funds) can be identified with jnvestment in physrcal capital.

Nevertheless there exists One usef ul set of statrstrcs that ‘have been deslgned to estimate the '

extent to which foreign caprtal has been used to f inance investment in Canada The data-are -

.
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presented1nTabIe3l R - : . et
. of pamcular 1nterest are the net f¢ oreign savmgs~data They estlmate dxrecl f orelgn

fmancmg of Canada 's, GFCF For the second boom penod (1952 -1960), f orelgﬁ capnal

v
fmanced dlrectly 29.7% of gross capnal formatlon f‘(1 Canada. Between 1955 and 1960 foreign.

<

capual dlrectly fi manccd 36.5% of ca'pnal f grmauon (Antken 1961 61) Axtken s esumates are v/

-
T

“just shghtly hngher than the Imernatlonal Imestment Posmon statisucs reported in Table 3 ..

= . ¥

‘ AcCondmg to the esumates in the table, f ormgn capnal fmanced 19% ‘of GFCF between

1946-1978 and 24% of net capital formauon-.\Axtken suggests that the percemages,mdlcatq a

,high rehance on forexgn caplial fmancmg for the post- -WW II period, however, these esnmales

/

. can only be 1nterpreted in comparison with ear,ller per:ods (haiardous as this comparlson mxght A

“be)’In compar\son 10 earlier penods there is les&fm;incmg but the composmon differs. In the

N
v BN

- penod betwecn 1926 1930 it has been esnmated that the net “use of f orelgn capltal financing of ,
; V Iy ., -,
; Canada S GFCF Was about 50% of total mvestment Thls propomon is mainly camposed of

portfolio investment. In the perlod.between 1900 1913 thesc rauos were probabl) even hlgher

.’ - -

(Aitken 1961:62). ’ T

. i i

5 L, T o )
» : , *ﬁ
k . ,

~ii. AMERICAN.DIRECT INVESTMENT .. S .

v Tfae,data on Arne.ri_can ‘direct Investfnem, American portfolio investment, American
long- term Investment {he net direct fiow o‘f American direct investment and net,ch‘ange in“ '
book value of American dnect mvestmem were obtamed from the Stausucs Canada volume
CANADA S INTERNATIONAL I'NVESTMENT P(BITION 1926 1967 (Government [ | ‘ ""

Canada 1978) Addmonal data points were supplememed f rom thc 1981 edmon I have chosen

the INTERNATIONAL INVESTMENT POSITI ON statlsucs over the Corporauons and Labor,

Lt

Returns Act (CALURA) data f or three reasons. First, tné =§1ALURA data are aggregaled from

~

firm levél data -and they use slightly different méasdrernents of bwnership and Eomrol. These

data are slightly hlgher than the Statistics Canada data ,Second Lhe CALURA data are not

available on an annual basis from 1945 onward nor are e the data as cu}'ren( as the. Investmem
. . e —
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' o that could blas ‘the estrmatlon results SRR

-

2

Posmon statlsttcs leurd the concepts of drrect mv,estment 1f fe er between the two sources in,. -

e
S - ?

J
that the CALURA data denve f rom fgow Sta[lSllCS whereas the Stat1 Canada data

Fl - AN

T dif f‘erentlate betWeen flqws pl‘ f or‘ergn drreet-mvestment and pOSlthﬂ staus‘tlcs that mclude R

cr v '

ret‘amed earnmgs to dlrect mvestors (Government of Canada l981b 31) \

Lt FEE
« - N t -

.~

t

L ln measunng forelgn drrect mVestment m cross:natlonal studres most researchers have

oA, . . ' ~ . Voo
o, s 7 + €

- used some varrauon of an mdex that approxrmates—the ratlolo of the values of the stook of' .

Hy . 975) Thls xs a cumulatxve or long temt mdlcator as 'Opposed }.p the measures of f,brergn

v AR

f oretgn drrect mvestment in . a country to the domestrcally owned capltal stock (Stoneman

v N
Yo L

R mvestment ﬂows whrch aré short term mdrcators ’-l‘he problem wnh most of these measures 10

Ny N

. » . L, » N

o i

. -

: many dependent perrpheral countrles In addmon the rellabthty of any avallable data 1s

.

.,
ooy - . R - S

: questlonable pamcularly f or the smaller hosts The problem of data rehablhty of course 1s -

less of a p}:oblem for the study of Canada e i x;', ,'

. [ ' R P
\‘, \5, N - A :

The analyses reported in Chapter JV wrll rely on owne.rshrp rather than control data .

g

because the ownershrp data are closer as an approxrmatron of the conceptuahzatron of f orergn o
N [ N \ - 1 B [N '

penetl‘atlon that has been used m the dependency hterature For exarnple data on Amerrcan o

’

- ownershrp mclude the holdmgs of both Arnenean portf 0]10 and dlrect 1nvestors in Canad‘lan .

P v

‘ enter‘pmses whereas the data on Amencan controlled mvestment encompass mvestment by

Canadmns and all forelgn ‘myestors m Canadran enter'pnses controlled by Amencan resadents \ -

‘(Government of Canada 1981 33) Moreover there ‘are mlssmg data pornts m the control serles

’ A
~ 2 . . “ . . . . . g N

< : .

i, ECONOMICGROWTH ST e f"__ T
v o ‘ . N . o - l‘:

[ - =

s o The ‘remammg Varxable in the equanon is the dependent varlable Canadlan economlc '.“

* " - <

: growth wrll be measured as the change in GNP the market value of goods earmngsf and

~'...,._-4.--l._~, ..... -

. 1°Ratio varlables should be used thh extreme cautton and ayorded 1f at all possnble
vy b will -refer” the reader to the ‘contraversy, over ‘the. use: of ratio vanables in - =

v

* cotrelatron and’ regression analyses (Bollen :and Ward 1979,, Logan ,1972 Vanderbok
1977 Schuessler 1973 Long 1980 Jackman 1980) :

R i - <
. R . .

date rs that a proxy vanable has had to be used because the necessary data afe not avallable for. -

Y
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’

;' mvestmem that is retamed in Ca,nada The analysrs examines change in Canada’ sGNP asa

‘ \

f unctron of change in Amerrcan drrect mvestment Accordlng to Tom POWI‘IC (1977), a problem
w1th nsmg GNP as the dépendent varrablé ina study of the 1mpact of forergn ;)enetrauon is
tha; GNP rmludes retamed earnmgs of f orelgn -owned corporatrons Powrresuggests thatd
morg@ approprrate measure: of growth 1s a measure of "ad;usted GNP in whrch the retamed

eamr#gs of f orergn -owned ,enterprrses'have been subtracted out of the total GNP (Powrre

1977) However since most of the recem conmbuuons of f orergn drrect ;nvestment have been

o
N t

~in the form of rcmvestment rather than new caprtal ﬂow I haVe chosen to us¢ the conventrona]

GNP measure of growth in. accordance Wlth the empmcal hterature

8
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IV. EMPIRICAL FINDINGS FOR THE EFFECTS OF AMERICAN PENETRATION OF

! CANADIAN GROWTH

-

¢ el ﬁ

IS

A. INITIAL EXPLORATORY RUNS FOR USDI'

i. USDI (1946-78) WITH THE SERIES BREAK AT 1964
In the mrtra] analysrs reported in Hammer (1982), the full post-WW 11 series for the

effects of American direct mvestment (USDI) on’ Canadran GNP contr‘ollmg for gross fixed

capital ormatron (GFCF), was divided into tvéo periods 1946-63 and 1964-78. The basis for

the drvrsron was the historical description of Canada's econormc development. The 1946-63

perrod corresponds to the .time of unprecedented growth of American direct mvestment in

Carxada and to the. post war boom of both the American and Canadran economies. It is_

suégested\ in the Canadran literature that sornewhere in the mid-1960's, the mmal post-= »yar

boom of USDI echansron stabilized and changed to a period of disinvestment (Levrtt 1970). In
" terms of dependency theory it is this latter perrod in which the long -term negatrve ef’ f ects of
foreign drrect mvestment in Canada would be expected to emerge

| Upcn éxamination of the year to year fluctuations in USDI (using the transf ormed
varrable that controls for inf latron and detrends the series with first differences, that is,
DUSD]'CO) 1564 appears to be the break pomt for the 1960 s. This is indicated by the abrupt
drop in USDI for that year The series for the transf ormatrons of USDI is plotted in Appendrx

AN

5 Breakrng the series at, 1964 wrth a dummy variable operatronalrzes the threshold or

_ . o
“'drscontmurty in the serres where the pattern of growth for the two periods is expected to

" change in: relatron to the ef fects of USDI That is, after 1963, the 1ong -term negative effects of

- change in USDI1 on change in Canada s GNP should be evident.

4 .
4 ’

6l
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The initial findings for the ’second perrod roughly correspond to the Bornschier et- al
(1978) findings for 115 countries. There isa posrtrve short-term effect of change in USDI on
change in Canada's GNP, accompanred by a negamve long term effect for the nme year lag
estimate. Since there was no evidence of long- tern\ ef fects for the first period, the analysis = - “

reported here is based on\ the full series 1945-78. The 1964 break is operationalized with a

dummy variable that is set Lo éqUal zero for the 194663 data’points and one for the 1964-78

-

period. Lo T

The orrdmary leagt squares (OLSQ) estimates of the 1945-78 series for the effects of
change in USDI on chanze in GNP are reported in Table 4 1.A. Although the e;uatron is
subject to the problenvof almost perfect autocorrelatron among the error terms as mdrcated by
the Durbin-Watson value of 1.04, the coefficients a‘re revealing in terms of specifying the final
equation. For 33 observations, there is a large dif ference between the meéns ot the two periods,
equal to 4687.67 million constant.1971 dollars. This diff ‘e_rencevis significant at the .005 level.
Also significant at this level are the poéitive ef f e'ct‘of change in GFCF on change in GNP,
(1.04) and the short-term positive effeet of ch{m\ge in USDI on change in GNP (3.60). There
is a significant, negative interaction effect bet;’;'een'charrge in USDI1 in.the post-1963 period and
change in .G'NP. However, the negative ef f ectof changefi,h USDI for the nine year lag during
this period is not significant. - ; 3': o - ‘ -

Exammatron of the resrdual plot m Table 4., B, mdrcales that 1946 and 1976 are
overestimated by about two standard deviations, whereas the 1953 1957 observations are
underestimated. The model does, howevyer, appear to be a go'od‘ f i,t for the post-1957 period.

The Cochrane-Orcutt procedure (Tablc 4.2.A) yields an acceplable Durbin-Watson of
1.85. The R* and the R* adjusted'! are’ 88 and .86 respectively. In comparrson to the OLSQ
estimate, the D coefficient is slightly higher at 4869.74 (vs. 45%’7’)‘, and the GFCF estrmate is
somewhat lower at .88 (vs. 1.04). The short-term effect of change in USDI is reduced to about
half of the OLSQ estimate, at 1.89.

UThe R? is adjusted for the loss in degrees of freedom that is associated with the
iterative estimations.
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The short ‘ term*ef fect of change in USDI is tulce the size of the short term ef fect of -,
change in GFCF' Thrs f mdmg is suggesuve of Gomck $ (1970 50) pomt that foreign: drrect
| mvestment or foreign equity capital may expand faster thaﬁ general economic growth because 11
is concentrated in the most dynarmc and prof 1table branches of economic activity. The negauve
q’nteractlon ef fect is less than half the OLSQ eff ect and it is signif’ 1can§ only at the .10 level.
The lagged effect of change in USDI, however, is s:gmf icant at the .05 level ahhough the ,
" standard error is 1 04 for a coeff icient of -1.99. , |
| The resrdual plot for the Cochrane Orcutt esumatnon (Table 4 2.B) rndrcates that 1954
1957 and 1967 are underestrmated and as wnh the OLSQ equanon 1976 1s overesumated The i p:‘# :
‘ ' 1976 overestlmatxon can be’ explamed in reference to the senes plot in Appendn 5 The 1975 f
observanon 1s the lowest point in the series. 1t represents the botlom in the drop in USD] that
4 “began m§h974 (postrOPEO) It was not until. 1977 that USD‘l reached its 1973 level. The .
' 1974 76 penod corresponds o the onset of the economrc recessnon It sh0uld be noted
, however that the dechne 1n level§ of USDI began m 1968 wnh the abrupt drop occurrmg ml *
1974, Because the equauon esumates are ba§ed on f irst- drfferenced values of the varlables the -
1976 observanon will reflect the 1975 ch’ange S , .
: Less amenable to substahtwur explanalun 1sithe eme@enc;e &‘1961 a{rd 1962 as outgﬁers
_in the Cochrane Orcutt estunatlons T hese outhers hkely 1ndrcaté' a mrsspecrf 1cat10n of the .
~breakpomt However, the ongmal OLSQ esumates were blased by the mclusron of the 1964 data
o pornt )n c0nsequence the model was f urther ref ined in two steps. Fnrst the OLSQ equauon
'was re- estrmated wrth the. 1946 obServatnon omrtted’and the breakpomt unchanged Second the |

~

residuals of this model were used to respecr-f y the_dummy vanahle.
| ii. USDI (1947-78) WITH THE SERIES BREAK AT 1964 R o ' j"
- The OLSQ\results for the;1947- 78 senes afe reported in Appendrx 6. For 32
| observauons, the Durbm Watson staustlc is mconclusxve The results are basrcally unchanged - S

“from the results for the OLSQ esumate of the 1946 78 senes with all of the estrma;ed . L
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‘ coefficients being w{ust- slightly higher than the 1946-78 series findings. The residual plot ’(Table

4l B) gives the i

'B. THE FINAL MODEL OF THE EFFECTS OF USDI ON CANADIAN GNP /

portant clues, however, in that'it accentuales the spre.ad‘ of the oulliers. The
Cochrane- Orcutt procedure confirms the problem wrth the estimation of the 1961 and 1962
observatpns (Table 4. 2\% The size of the coeffi icients is reduced and rhe lagged effect ol”

v

change in USDI is srgmf 1cant only at the” 10 level Neverrheless the Durbrn Walson value’ of

2.01 mdrc’ates that 1he eIrors, are in nearly pef!‘ecl random drsmbuuon after the transf ormatlon.

g “,M‘oreover, the R? a_nd adJusted R? are qune hmgh at .85 and .83 respecuvely.‘ »

3 0
i 2
@

s

Fo’llowing'the‘ lcad of Lhe preliminary runs for the 1947-78 series, ther“’e Is stro 'g
L

v

>
- indication thal l‘ne Larl end of the 1947 63 serres was not adequatel)\modelled In conSequence

: rhe analvsrs was rerun with the new break- porm set at 1961 as suggesled by Levitt (1970). The

- OLSQ results are reported in Table 4 3.A. The Durbm Watson statistic (2. 10) mdrcates thgt 1he :

v OLSQ estrmatron is f Tee of autocorrelauon problems. The regressron ‘coeffi 1crem for D indicates

a drfference of 4721 63 million dollars belween the mean of the 1947- 60 period and the 1961 =18

‘. vperlod ThlS fmdmg 15 srgmﬁcant at the .005 level\ Also significant at thls level are the

AP -
coefﬁcrems for Lhe short Lg effects of change in GFCF and changc in USDI Change in

/ grOss fixed capnal f ormatro 'increases chanze in GNP b) .98 of a dollar for every dollar

invested. Change m Amencan drrecr mvestmem has a larger posmve ef fect, mcreasmg change

in GNP by $1 22 for every dollar 1nvested For the post-1960 perrod the long Tun ef fect of -

£ rs

' ch‘ange in USDI measured at a lag of nine years is negative and srgmf icant at the .025 level

The coefl. f icient rndrcates that fpr gvery dollar change in; USD] the effect 1s a $2 00 decrease in

'change in GNP for the post -1960 perlod

The coef frcrem for the 1nteracuon effect of change in USDI and the post- 1960 penod is

'negauve Ho(@ever itis small and does not meet conventronal levels of srgmf 1cance In

1

‘consequence \he reduced form of equation which leaves out the main ef fect of mteractron wrll

" be reported as the final model. This chorce is supported by rh_e comparrson of the resrdual plots ]

A

<
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. of the two equatlons Although both indicate a good flt the reduced form resrduals -are better - S

f it than the str.uctural equation model restduals The reduced form results-are reperted'?n Table
t . . L. ,
44A .' e Lo '
- The OLSQ results for both the. structural equauon and the reduced form equatlons are o
. . 0
-f reeof autocorrelatlon However the vanablcs are taken as fi 1rst dlf f erences, therefore, the

- ume serres prowdure does not calculate an R’ For thls reason fthe CochranewOrcutt procedure : -

.
-

has been perl‘ ormed on both equatrons asa check" on the amou*:lt of vanance explamed For the_

Cochrane-‘Orcutt estimations the R? and R? adJusted f or the structural and reduced f ormr e o

equatlons are 93 92 and 92, 91 reSpectrvely The Cochrane Orcutt esumatrons and r' ¥

‘ plots are reported in Appendlces 8 and 9. '. ,\% ' .

N The ormssnon of the mam eff ect of the 1nteractron (IUSDI) kro the f it of the

. resrdual plot (Table 4. '4 B) brmgmg all but the Korean Wa _ | >y .’64976 residuals close l

‘ . SOOd flt al 1 96 (*04 from a perf ect randorn drstnbutron ol‘ the errqr terms) In: b , R
P companson 10 the structural equatlon 'estrrnates m Table 43. A the reduced f Orm coef ficients .
S - s,
are slightly smaller wnth the exceptlon ol" the' effect of change m GFCF The sta ard errors are '
) & -

C also sllghtly mcreased but wrthm accept&ble range . ERER ol . 3 "

. g
. ~ . .. The ef f ect of the nine- year lag of change in USDI for the post- 196Q penod is -1.92 and

srgmf 1cant at “the 025 level The other coel' ficients are srgnrf icant’ at‘%e 005 level The

Y Lr

] Cochrane Orcutt Tun reported in Appendlx 10 actually brings | the Durbm Watson up toa |

' L9

L perfect 2. (§) The R? and R2 adjusted for the transformed equatron are .92 and 91 respectrvely

0

. Although etther the structural equathn estimation or the reduced f orm equauon arte

v

excellent models of the ef f ects of change in Amencan dtrect investment on change in Canada s
V e
GNP over the long run, the’ two estimations dif fer in the compartson of the short Tun ef fects

of change m GFCF and change in USDI I&re structural %quatron model wrth the main

eff ect of: the mteractton lncluded change in USDI has a shghtly larger ef fect on change 1n - o e

R
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GNP than does change in GFCF. In the reduced form estimation, the size of the e.f fi ects are ’

: reversed The srgmfrcance of the drf ference is, however, dtl‘ ficult to determme because of the

small dif ference between the coef ficients. In the structural equauon model the eff ect of change

m USDI (l 22) is .24 largcr than the effect of change in GFCF. In the reduced f orm equatron

. the efl‘ect of change in ysDI ( 97) is .11 smaller.

» '.‘- It 1s probab]y safe to say that changes m both USDI and GFCF have srmrlar short term

ey

: negatrve long term,e?f ects of f orergn penetratron on grow1h

el’ f ectson domeslrc change in GNP In tlm:ases one dollar ehange in mvestment mcreases

by a1 11. Lo
change in GNP by the same amount. In tht lo.ng run, the structural equatron estrmauon

' 'a“ &.
md“reates anegauve ef f ect of 2. OO The comparable reduiced f orm estrmau rs '1.92. Both

‘
N

estrmauons provrdc strong Support for the%geﬂéﬁéincy predtetrons of posmve short term and
Lo L oA - \!i; R R [ .-
Sagl # - 5 - Lo

]

Lt
*;

G SECT ORAL EFFECI‘ S

The cross natronal f mdmgs of Dplaﬁ and Tomlm (1980) Bornschrer and Ballmer Cao '

(197&) and*ornschrer et a’l ( 1980) mdrcate a sngml” 1cant ef f ect of f orergn capital penetratron m_"

. manufacturmg Bomschter and Ballmer Cao fin }‘a srgnrf reant negatrve effect of penetrauon m

i

1 -

extractron and mmmg and smeltmg as well Tt sho!ld be noted that in an earlier 1%80 study, j.

Dolan et al dtd not regroduce these f mdmgs Nevertheless the empmcal dependenéty lrterature

av

' argues that there exrst dlf f erent eff ects f or long term growth dependmg one. the sectoral jocation

of l”orergn caprtal (Bornschrer 1981 372) Forei@ capltal in manufactyring and mmeral .

exﬂctron have strong negatwe ef f ects On growth whereas the other sectoral locations show no
g N ¢

substantlal ef fects (Bornschrer and Ballmer Cao 1978 Borhschrer et al 1980) . )

LS ' ‘;,1{

Although the trme serres resulis f or the penetratron of Amencan caprtal suggest strong

i b3

'

pey

negattve aggregate ef f ects exrst the sectoral breakdowns 1nd1cate that the aggregate model may

‘1 not be approprrate for sectoral analysrs In the data, analyses reported below the ef’ fects of

change m USDI are dif: ferentrated into partral ef fects for manuf aeturmg, mrmng and smeltmg

3

,and petroleum and natural,;gas_,. e -,

v



i MANUFACTURING | ' ,
‘ The OLSQ estimate for the manufactunng senes is mconclusrve as indicated by the
Durbin- Watson Value of 1.76. The D coeffi 1c1ent or penod difference f or manufacturing
(2900.58) is about 1500 less than the aggregate penod difference. Nerther of the USDI
interaction cbef ficients is signifi tcant although the immediate ef" f ect of change in USDI in
manuf acturmg, 1. 74.¥sxgmf tcant at the .10: lp:vel The OLSQ results for manufacturing
investment are. reported in Table 4.5.A. The positive effect of change in GFCF remains

vrrtually identical to the aggregate estimate, leadmg to the questtomng of the application of the

aggregate USDI estrmatton for the manuf acturmg equauon On the other hand, the residual

. plot is fairly good, with 1951, 1973, 1975 and 1976 evident as the largest outliers (Table 4.5.B).

The éochrane-Orcutt estimates are teported in Table 4.6.A. The transformed equation

-

rmproves the Durbm Watson to a near perfect 1 96 The R is .84, and the R? adjusted for the

loss in degrees of f reedom is .82. The D coef fncren‘ is reduced slightly to 2788.43. The ef f ect\of

~.change in GFCF is mcreased to 1.16, and both of these findings are srgmf icant at the .005

level. The short term effect of change in American direct investment in manuf actunng is

reduced to 1.25 and the coef frcrent,does not attain conventronal srgmf icance (p>. 10) The

: mteractnon effect is reduced 1o -.30 and 1t is also not signifi icant. The long term ef fect remains

4

stableand posmve contrary to theory The effect is smali, however and does not attain.
!

conventional levels of significance. The residual plot is-much the same as the OLSQ plot, with

1968 showmg up clearly as an addt oD

outher (Table 4. 6.B).

In an attem'pt to explam th_ rence between the aggregate and manuf acturmg

R
f mdrggs the detrended series have been plotted against another one. The plot is 1llustrated in

Frgure 4.1. From 1966 t0 1972, the two series vary in oppos:te dxrectrons Prior to 1966, the

~ -

year to year f luctuanons in manuf actunng investment are larger than the aggregate.
fluctuattons After 1972, the manufacturmg series is less volatile. These drfferences may, in

part, a_ccount f or the differences in the findings.

Il
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il. MI’\’I'\G AND SMELTIVG

P

Both the mmmg‘and smeltmg andthe petroleum and natural gas series are truncated to

y
1

_;-.’5 obser\atmn pomts \bccause of mrssmg data’ f or the early years of the post wa'r period. Thc
‘ OLSQ results Eor .the mining and smeltmg serre\s are reporlt{m Table 4. 7 A.The o N
.Durbm Watson Stattstrc»md:cates the absence of first order ser\al correlatron among the error )
) terms The diff erence between the two perrods 3584.44 and the ef f e\ct of change in GFCF 99
are both srgmf icant at the 005 level. The short term posmve eff ect ol" change in USDI in b
mining and smeltmg is, a1 5.99, almost srx times as big as the short term posmve effect of the,-
aggregate USDI measure on change in GNP. Thrs finding is srgmfrcant at the .05 level Nerther

thesrnteractron effect nor the lagw of change in USDI in mmmg and sme‘ltrng are

signi‘fican't'\although both are negativc Thcse‘ﬁndmgs mu’st also be v1ewed with caution .

. ‘because of the subsl?mal size of the standard errors

The’ resrdual plot (Table 4. 7 B) mdrcates that the model is a good fit l”or the 1954- 7l

i N ‘g kD 2 y ¥ »

.. "perrod Al‘ ter 1971 four of the seven Qbservatrons are outliers. The Cochrane Orcutt

8

: estrmatrons are reported in Appendrx 14 as a check on the R? values. The R2 and R? adJusted

LN

~

are high at 9l and 9& The coefTi 1c1ent estrmates'remam largely unchanged//(’s/wrthth/e/ o
manufacturrngscrres the rmrhng and smeltmg serjes is plotted \wrth the aggregate LJSDI

(detrended and in constant dollafs) serres The plot 1s 1llustrated in Fi rgure 4, 2

i SN
1 " t

Wrth \he excepuon of the 1954'/and the 1978 drops m 1nvestrnent levels m thc mmmg

Vo , . P ~

and srﬁeltmg SETies,, the sectoral pattern Tef lects a much attenuated versron of the ag'gregate ,

A

changes Thrs mdrcates more stabrhty m the mrmng and smelung serles lt should also be noted

wie .y 4. 4

that the large‘drop,m the aggregate USDI serres that oceyrs.in 1964 1s not rcflected in the \l,-

o ‘o Lt

o mmmg and smeltmg serres Instead mmmg and smeltmg mvestment mcreases shghtl.t in 1963

- . P ~ §
"

&
and retnams stable untrl 1966 when another mcrease occurs The most obvrous drf f crences o,

2
~

between the two SCI‘lCS a,re the huge drop in. rmnmg and smeltmg mvestment m 1954 and thv

e Ty - . 47

huge drop rn aggregate mvestrnent in 1964 EREI

e oy T ; o o < - K
"4 . w0 L s . ' 5T . . PR e
R . o R ' : PR ’ o s . ! e
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' "_'~"levels of srgmf icance. The m'teracuon ef fect 1s small posrtrve and noxstgmf 1cant and the o

. ' g \ "".... C ..‘ PR , o » _\ ' ‘ ‘,“i—;‘;.i- . A, ‘:v‘_ ‘ .
| j:m PETROLFU‘VI AND ‘\ATURAL GAs | T

The OLSQ estrmates l‘ or the petrolcum and natural gas sertes are. reported m ’I‘able

\j"l4 8. A. The Durbm Watson Stanstic 1s 2 19 mdrcatmg an absence of autocorrelauon Both the

: ".“;perrod drf f erence anduthe ef l' et:t ol' change m GFCF are at 3543 19 and 93 respect1Vely

it

7 ‘;_srgmf 1c,ant at the 005 level The short term ef fect of change in USI:)I in petroleum and natural:

«7

oy gas is. pbsrtwe and substanttal at 2 21 HDWever the coel‘ f lcrent doesmn’{

a tam cOnventLOnal

e

e

» -

'assocrated standard erroris almost f our tnmes the srze of the coél'lhcrent o : o

' ] The lagged ef l ect ol" change m USDI in petroleum and natural gas rs negattve but not ' :

N »

,_.‘srgmﬁcant The standard error i smaller for the pertroleum and gas estrmates ( 76 for a-.o S

. coefTi icient-&f <1 09) The re51dual plot is. srmxlar to the mmmg ahd smeltrng plot wnh the

- _post 1969 series bcrng a veww (Table 5.9 B) The other outhers areé 1959 1960 and 196"1 h ‘

- : _The Cochrane Oreutt results reported 1h Appenchx 16 reveal verv hlgh R’ values at 94 and 93 )

: L4
. . : - . . ; . / R . .~ .- . e T~ * L. “ ,: .> b . .
_adJusted : '_ o o R ‘

o

Ve .

| 1llustrated m thure 4 3° Cornparable uo the mmmg and smeltmg serres there is a large drop in-

<. =

the level of mvestmcnt 1n 1955 The rcst of the sEnes 1s an attenuated vetston of the aggregate

t
\

series, w:th the exceptron ol' the 1977 drop in mvestment m petroleum and natural ga&

e LA

The srmtlarrty between the mlmng gnd smeltmg and the petroleum and natural gas .‘ -

. e . . -

4 ‘serres enables the mterpretatron of both sets of reSults wrthm the same context The mne~ year

v »

. lagged mmmg and smeltmg coeffrcrent -1, 61 1s not 51gmf1cant (p > -T. 02) although the

N

petroleum and natural gas lagged estxma’te A« 1 09) is srgntf 1cant at the 10 level In the‘

prehmmary runs on the aggregate USDI data the coef fi 1c1ents f or the erght year lagged

, 2 1nteractton eff ect ytelded s1m11ar results My susprcron is that a longer lag mrght reveal stronger a

negatrve eff ects when f urther data pomts are avallable to extend the serres past 1978. ‘On the

2 -t

T other hand, the truncatron of the serres 218 195¢ means a loss of erght data pomts in eom_panso.n

. \ (

10 the aggregate serres The shorter senes does not permrt the extensron of the lag an.d it m;ght :

- . . EE - . »
. . ] ;.v" N . . . - . . R M -t
- . , ; .

Theﬁrst drf‘ f erenced plot of USDl in petroleum and natural gas and aggregate USDI is R
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1

L
™

K strength of lhe cocffrcrgms Change in USDI m thcse twb sectors has a large posmve shorl tn

b

rcrm eﬂ‘ect of 2 21 (srgniﬁcam al»rhc m 1cvel~) in pelroleum and natufa} gas and 5 99

explarn the sma]l and msrgmf 1cam coeff rcrem esumates f or Lhe mteractron and the lagged

flong run lor lhe post 1,%0 penod Thc short length or 1hc lw serrcs ma) bc affccung thL .

.;v.

.

~be the rcaxon why the labgcd eﬁcu is nol as slrong as would bc cxpeucd !rom thc agg.rcgaw

y
i

reﬁulls

. {

cﬂcel of Lhangc m Ubl)l -in bolh mrmng and smehmg and petroleum and nalural gab in lhc

Nl s )

[

“To sumimarize the, ’Scc’ldral fin‘din'gs' 1h'cte is some .i'ndica‘lion lhal\l\cre isia neganve"

TR

(srgmfrcam al the 05 lcvel) m mmmg and smelung n is also poesrble that lhe relauvely §table

i

1cvels of mveqrmem m lhese seuors coupled wrth rhe largc posmvc short rerm effects of o

“

mvesrmem may to some extent, be funcuonmg lo neutralrze lhe long term ncgatrve effects ll“ ,

i
. v

- in the comext of dependcncx \[hCOt\‘ Cy

N
w

The fmdmgs Ior manufaclurrtg rnves(mem are noL as amenable Lo rmerprelauorr

EN

P

’ thrs is [he case. Lhen even me wcak neganw fmdmgs for the lagged eoeffrcrems arc explanable

Certarm) Lherc is a severe problem with’ the fu of thc model Lo the posl 1976 perrod Thrs ma)

v

YA e

values (onl\ the \Qlue for 1969 would be adequatel) esumated) 01 Lhe orher hand there ma\

r

3

'

be a drfferem lag structure lor manufacturmo as po;srbly quggesled by Lhe negauve cmanauoh

further research PERTA R PR ;’ .

wow e
O \. . e R
L a .

ot

-

of change m USDI m manufacrurrng and aggregate change m USDI durrng the 1960 s

A

Exp]oratory work on a longrtudmal model f or Canadran manuf acturrng mvestmem isa task for

1
» 1

l) AMERLCA'\ DIRLCT INVESTMEI\T A’\D A’VIERICA'\’ l ONG-TLR’VI I'N‘VEb‘l MENI

B

Smce the argumem has been made Lhat debt dependence-relaled (o f orergn portf olro ’

¢

mvestment is: 31mrlar in 1ts ef f ect smmture to forergn drrect mvestme

J

)

n\igralysrs has been done
on both Ihe serres f or Amerrcan IOng term mvestment (of whrch I orergn irect pqrtf oho and

mrscel}aneous mvestmem are the three comporrems) and the serres for Amerrcan portf olro ,

2

(R

)

o

\



oo %

’ K

‘mvcslmenl in isolatian.” The resuhs for Amcman long tc;m mvcstmerﬂ (U'sl n ) are rcporlgd
L m Tablc 4. 10 A and lht‘ rcsulls for the portfoho mw.slmcnl SeMes are rcponcd in Tablc .

[
LY

-

EFRIWY
The Ol SQ resqlls fur the exumadon of the Amcncan long lerm mve«dfncm scnu yulds ,
l "an acccpkablc Durbm Wa(son stausm ol 1 75 Thc Ol SQ results ire rcponed in Tablc 4. 9 A
The dnlferencc betwecn thc 1wo periods (4651 02) the cffecl of Lhangc m GH) (f 05) and
E the short Lcrm effcct of chang.c in USl TI (. 80) arc‘ all s»gmf:wm at thc 005 lcvel Thc first
o ’,flhmg that should bc noted xs that the shorl lerm qf Feu of changc m USLTI is smaller than 1he
3 comparable ef tcu of changc m USDI (m th;: struclural equauon esumanon) Tha csumalcd ‘

. -“effecl of thange m USD} ns 1. 2” whereas Lhc eoemcrems for changc in USl Tl is 80

\ "

The change {in GFCF cffeu xs shgh.l]\ h\gher. tor changc in- USI T1.1 05 f.ompared 10 '

L 9‘% for the changc in USDl equaixon (al thc Samc \evel or s:gmﬂcancc) Thc lhlcracuon effeu

S

' ;of changc m USLTI 15 small negative nOl .sxgmf Lcam and meaSm'ed wnh a s‘landard error -

3 ‘ +

‘ ;‘almost tW1ce tth,k of the eoef Tnclent The post 1960 lagged ch ect of change in, USl TI is-)
neganve and snzeable at - 140 This esuma;e 1s sxgmﬁcam at the 10 level ‘ ‘\ o

The re51dua] plot f or change m USI Tl (Tabte 4 9 B) mdxca(es that the model is an

.

) ,;adequate fn w1th 1'951 1952 1963 1%4 1967 1971 and 1972 outmng bul wnhm two :

standard devxatxons of the me'an The 1976 ohtller remams the largest The underesumauon of e
. _“For the early pemod rrnScellaneous mvestmenl refers 10 the foHowmg dlreCI
investments: .the purchase of - -Canadian rmmng, agrxcultural timber “and urban AP

propertles‘ the. mvestments of foréign shipping.’ companies -in 'Canadian coastwise - and -

o .mternal shlppmg “the . purchase or -establishment 'of btanch plants and’ subsndiarles

/ a foreign -funds” on’ "mortgage jr Canada, and forelgn capltal used in. financing -

-Canadian - import and expoft trdde. There aré¢ no - .comprehensive data breakdowns " for ~
‘the ~data- beyond. certain -estimates présemed by F;eld (1911 and 1914) and tnese are
T J)robably mcpmplete (Altken 1961 35) A

" For ,the "1926- 1978 pernod the components of - mlscellaneous mvvestmem mclude :
S sundry assets,, non»corpo.rate ownership -bf forexgn real estate, the equny of - Canadian
. .. -:banks .in -bank "premises abroad and' a negative componem representing réserves m
- 1espéct te -inactive Canadian government -loans and investments (1ncludmg export ‘
credus) (Canada S {nternatlonal InvestmenL Posmon 1978 22) :
The data presented m Appendnx 26 mchcate ‘that miscellaneous investment has been '
only a neghble componem of total forexgn rong term’ mvestment in. Canada.

NG . . . . S . : ’ T e
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.. 1962 and 1963 may mdtcate a shght shtf t m the break‘ pomt for the USLTI sertes Agam the .

-4

need T or f urther research is, rndtcated The Cochrane Orcutt estrmatrons are reported in -

Appendtx 18. The R2 is 89\mand the R2 adjusted is 87 L ". . e
T ' The srrmlarrty between the USDl and the USLTI f mdmgs adds f urther support to the

negattve long term relattonshtp betWeen change in USDl and change rn GNP Because USDI is -
one of the three components of- USLTI USLTI sh,ould reveal a srmtlar pattern of ef f ects

~ i 4
thure 4. 4 eonf trms the close year t(}yea? movement of Amerrcan dtrect and long -term -

T mvestment \Nevertheless tt is stsrble that Amencan portf oho tnvestment may account for -
part of the negatrve long term ef f ect of change in USLT} because of 1ts suspected relattonshrp

‘with, debt dependence This is another reason why the compartson Qf the USDI results and the ’ )

»

Amertcan portfolro results is essenttal to.the understandrng of‘ the lagged negatrve ef fec‘t

+

E, AMERICAN PORTF‘OLIO INVESTMENT plo

The OLSQ esttmates of thc change m Amerrcan Portf oho m\/estment (USPI) senes are

N

subJect to the problefh of first= order serral correlattonamong the error terms asmdrcaeed by -

!

“"the Durbin- Watson value of 1.65. These esttmates are reported in Appendtx 20 The

.0

' Cochrane Orcutt estimates are reported rn Table 4 11 A The size of the T stattsnc and R )

~ standard error assocrated with the esttmated coef f 1crent of the lagged \(a]ue of: ehange in USPI

'\
\ Fl

, strongly suggest that USPI is not the srgmf icant component of~ the lagged eff f ect of change i .

t USLTI Although there isa negattye eff ect: of 1 68 for the mteractron coef ftcrent that IS‘ ;

°

srgntf rcant at the .10 level the standard error lS larger than the coef fi 1c1ent estrmate sl here isa- .. ;/y
posmve effect of change in USPl on change in GNP that is, at 1 4% srgmfrcant av. the 410 level~ /

The drf f erence between the perrods 3332.69, and the ef f ect ot" change m GFCF 1 13 are both

5
s [ / .y
p T . . . .

‘V srgmftcant at the 005 level. L o IR N S ‘

e The plot of the resrduals (Table 4.11. B) mdrcates that the model is qurte 2 good f 1t for -
the pertod prtor to 1973 The outhers for the early pertod are 1951 1952 and 1968 The R2 and

the R adJusted are 84 and 82 respecttvely Examlnatton of the plot of year to year changes in’

[ A
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statrstlcs 1t becomes~obv10us that the mflows of f resh mvestment ‘are cxtremely srnall, ;

~

. compared to thé. mvestment statrstncs that mclude retamed earmngs

.ot

The outstandmg drf ference between the USD} and the USPI ;ertes occurs m 1975 twhEn

USD] makes a huge mvestment leVel plunge and USPI makés an eve larger mcrcase f ollowed

‘©

by a decline that comcrdes W1th a recover) of USDI. The two SCI‘ICS cov ry perf ECtly between

1976 and 1978 ’Fhe tentanve conclusrbn to be drawn is that the dxf f erence in ef f ects is more:

llkel» explamed asa dlff erence in underlvmg causal structures than it is t be explamed asa

N

dif f erence in the vear to year varrattons ih the" USDP and the USPI series.,

”
[ - R P

F. OTHER MEASURES OF AMERICAI\ DIRECT INVEQTMENT v\ e B

O

The USDI measures used in the runs reported earher in thrs chapter are: posmon

measurcs derived from Canada s Internauonal Investment Posrtron (Government of Canada ‘

v, ~
n,.,_

1981b) Accordrng to the mam thrust of the depend'enq and the Canad1an polmcal economv

e
.~

arguments the posmon statrsucs that mclude retarned earmngs mvested are the f ocal measure

of the ef fe ects of f orergn penetranon The flow statnstrcs ‘medsure "f resh mvestment and are.

v
7 2 ~

related to.4 short -térm growth accelerating eff ect (Bornschner 1981 385) When the Canadlan

v

Balance of International Pay ments Capital Account statement is compared w1th the posmon

«

. R ‘ Y,

ca

It should be noted that there is a drscontmutty m the USDI series between 1974- 75

wrth a new serres f rom 1975 not bemg strlctly,comparable to the earlier years, Pnor to 1975 the

I
-~ -

.

.

USDI measures 1ncluded caprta1 maventents, other than drrect 1nvestment f lows whrch af f ect vthe L

!

level of dxrect mvestment ’I‘hese f lows, representmg marnly bond borrowmgs and bank

.

- fi 1nancmgs g rbm Bl orelgn portf olno mvestors resrdent in the parent company 's home country,

<

-were prevxously conmdered as drrect mvestment m the posmon statrstlcs T hese bahk f mancmgs“""' '

and f orelgn bond borrowmgs have been shif ted 10 the portfoho mvestment category

= . . S
~ - - - A
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The reason for the. change in the forcrgntdrrect 1nvestmcnt ‘measures was to make the :

S Y < . ”

posmon statistics i more cloaelv wrth the flow treatments of forelgn direct mve%tment R

. ‘. N

recorded in the bal’ance of pay nents (Government of Canada 1981b 30) ,The.actual, change in

" LN

-

“total’ (from afl areas mcludmg the U S ) drrcct mvestment on thc revrsed baSlS for 1975 1978, Lo

. + L *

_ Areprescnts about 93% of the corﬁ\spondmg estrmates on the prevrou; corrceptual basrs e \

B
- .

-(Government of Canada 1981b: 31) At flrst glance the change in mcaSurement could be crted

v Yy A

as d rea.son for 1976 showmg up as the consrstent outller m the USDI series. However the’

conceptual shrf t does not af fect the level of Amerlcan long term mvestrnent (Go,vernment of

Canada 198lb 29) Consequently the rnclusron of thé 1976 outller in the long term mvestment -t

. series mdrcates that the change in measurement i§ not the cause. . - :

’-

The 1mportant pomt ln tcrms of thrx study is that’ the conccpt of drreqt mvestment used

- » -

.in the posnron staustlcs contmues 10 d1£fer from thc flow. statisiics m the Tollowmg respect

L "Refamed earmngs accrumg to dll’CCl mve<tors is meluded in the pos;uon statrstlcs whereas it is

v
5 ot

) excluded frorn the flow statlsucs (Government of Canada 1981b 31) That as the flow Lo )

i

. stat‘rstrcs report only new f orelen “direct mvestment Short terfn tfansactions. wrth f orergn dtreet

.. mvestors are sull excluded f rom the measure of f orergn direct mvestment f or both f low and

L A s \ :_,.,--»" o T - Lo .
. posrtlonstaustrcs* : e ot R

The comparrson of the raw data J(untransf ormed current dollars) for the summary ol'

direct mvestment mﬂows rs, however revealmg on another account The 1976 Balance of

: Payments statistics mdrcate the f rrst outf low of f orelgn drrect mvestment in Canada s post war

: 'hrstory The amount is s 306) mllllon current dollars This statrstrc provrdes a tlue. as to why 1976
is such an extreme outller it the. posmon statistics. If, accordmg to theory, resh mf lows off set

-

. the negative efl”ects of penetratron there would be no: offsettma effect for 1976

The year 1978 represented the second net outflow of f oreigr drrect investment in three
years. This outflow amounted to 125 million current dollars. Unusually large Canadran
- takeovers of foreign enterprises,‘.includrng the takeover of the Phillips’ Petroleuquompany'S'

. holdings in Pacific l;etroleurns Ltd. by Petro Canada have been cited as thelexplanation for

< N
SN G e -
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change in trend As a further check on the robustness. of the USDl aggregate I results T
i
exploratOry analyses were run for three alternatrve position measures ,of American dtrect

. mvcstment gross ml"low net change in book value and net. caprtal flow The gross tnl"low

o

A

drd yreld srmrlar results f (‘nthe 4- 5 year lag These results are reported bclow

”

frndmgs were not srgmfrcant however, the net caprtal flow and the net changetm book value

~

. . . . ”
P i . - ¥ LSS AT .
’ . , 4

G NET INCREASE rr\ BOOK VALUE AND vr'r CAPITAL T

<
.

FL,OW or USDI i S "‘ S

~

Both ‘the change in book value and the change rn caprtal f] low serres were estrmated for

KN

: a serres break' at 1960 and a lag range of 1 through 9. The book value results are reported in "

Table 4! 12 A. Because all of the- book valuc aﬂd caprtal l"low estrmates were sub]ect Lo the

prleem of firse- onder serral correlatron the Cochrane Orcutt estrmatrons wrll Be drscussed

S

The caprtal flow estrmates are reported u) Table 4 13 A - A ; B “l .

Accordrng to the Cochrane Orcutt estrmatrons the perrod dif ferences f or the lag 4 o

B —

estimate of change in net increase m book value and. the lag 5 estrmatc of change in net caprtal

f low are relatrvely small These estrmates are 2361 81 for. the book value series and 2100 21 f or

Fi -

the caprtal flow series. Both coef,f ruents are however srgnrl' rcant at the 025 level Also

A

srgmf icant at thrs level are the posrtrve ef f ects of change in. GPCF whrch are 1. 21 ¥ or the book

v, -

value series and 1.49 for the caprtal flow serres The short term ef f ects of the two varrables are;

small and not significant. ‘ ~ o -~

o

.

The change in nct rncrease in the book value of USD} has a negative effect of .92 after N

.~

a lag of four years in the post 1960 perrod Thrs frndrng is srgmfrcant at the .10 level The _ .
negauve effect of change m netraprtal t“low of USDl measured for a lag of 5 years is large at

-4.10 and srgnrf icant at the 025 level Accordmg to the plot of the resrduals the net capital

flow model is the better fit of.fnk two In both plots (Tabl“e 4.12.B and Table 4.13. B) 1961 is

an extreme outlier, mdrcatrng a potentral problem wrth the specrf 1catron of the break pomt .The

" Riand R? adJusted values are also not as hrgh as the values for the aggregate model. The -

L

-
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comparatrve plots of the two senes wrth the aggregate seties are grven in /}ppendrces 74 and "5

-,

Both series vary, “with changestn USDl however the change in n,ct caprtal f low serresxdoes not

~ .
ut

L exhrbrt the extreme vear to year f luctuatrons that are evrdent m the change in: rret mcrea‘se in-

book value series:. ., - e ' " S ;\_'

R, . e

The net caprtal f low of USDl modcl also replrcates ,the aggregate results of a long term

negatrve ef f ect of change in. USDI on change in: GNP These results are reported in Table '

e -

_-'_'4 14. A Although the R? values are not as hrgh as f or the aggregate values nor rs:the resrdual

plot (Table 4, 14 B) as good a fit, the same type ol‘ process is lrkely m.operatron AsWrth the

i smaller lag estrmates the problem wrth the 1961 esumatron suggests that the brealcpomt may

have to be respecrf ied. The esttmates for 1964 1968 and 1975 are the other extrer’ne outlrers In

' contrast o the aggregate plot the 1976 estrmauQn is just over Qrt}z standard ‘devratroh F rom the

_"mean The lag 9 coeFf 1crents closelv approxrmate the lag 3 estrmates The ef fECt of the lag 9

-

. - : T SRR
vartable 1s verv large at -1 49 and.this l"rndrngrs srgmfrcant at the 05 level S

bo- ; . - -~
L .

MRS

L3

'rr SUMMARY ST L - P e

ln summary there is support for the argument that the long ter‘m negatrve ef f ects of

\.

'change in USDI are robust across measures of f orergn' penctratron at least at the aggregate

C lcvel The varrables measurrng change m net ef f ect a.ppear to exhrbrt a somewhat drf ferent lag

-~ ~ .
-~ : [ 3

) i structure in that srgnrf 1cant negatrve ef f ects are evtdent fot- the sborter 4 5 year lags The e

“ . ?

v

change in net @prtal f low serres in addmon drsplays the srgnrf 1cant negatrve effect after

' nine- years f or the post I96O perrod The resrdual plots suggest that f urther research 1s requrred
mto the specrf 1catron of the break pomt for the net penetratron serres Thc 1961 threshold R

' appears to be close however there may be a one to two vear varratron_m the cut of f pomt up

to and mcludmg 1964 as possrble alternatrves . AN _' ARSI

The most 1mportarrt fmdmg is the long term n‘egatlve ef fect of change in aggregate

USDI on change in Canadran GNP Accordrng tO. the reduced f orm equatron (Table 4 4 A),

. ‘change in USDI has a negatrve effect of 1 92 f or - 1ag of nme years measured 'for the post 1960 o

[ .~ P .
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L ,penod Thrs effect 1s evrdent m the OLSQ estrmate wrthout the need to correct for .
autocorrelatnon Thrs finding provndes support for the dependency argument that f orexgn
B 'vpenetratron is, in the 1ong run, significantly. related to lowe’r subsequent economic growth The

1mportance of this f mdmg is enhanced by its apphcatlon to a non- perxpheral but. yet dependent ‘

©

" “country, Fmally the change in the break pomt of the series from the mrd 1960 s 10 1960 is"also

' explanable in terms of dependency In Frgure 4.3, Keri Levrtt specrf ies 1960 as the start of-a
'- new phase whrch she descnbes as "American corporate 1mpenahsm Thrs phase of.
'dlsmvestment by the An;encan multmanonoal1enterpnses‘ in Canaga dxsplays the structural
growth eff ects assocxated wrth mature dependency }
’ - The potential for regulatmg dependence through pohcy dictates that the relatlonshlp
‘ between the state and the economy is crucral m m;' determrnauon of the extent to whrch
‘ dependent countrres can alter the crrcumstances of thetr dependence (Duvall 1978 69). Duvall
‘ and Freeman (1981: 109) suggest that at the most basxc level the dlstmgurshmg feature of the *

deperident relationship is that the structure of reciprocal 1nteractlon between state and economy

| 1s heavrly medrated by the constramts ' f the world system In partrcular the effect of state o

: 1nterventron on the economy is strongly ’ondmoned by the dependent character of both
One of the advantages that the mature dependent should have over the Thrrd World

dependent is- the avarlabthty of an abundance of soc1a1 economic and polmcal resources that

. can be ‘mobilized to 1mplement eff ectlve pohcy (Bornschrer 1980a: 166 167) Canada $ f ailure to

.

' reahze 1ts mature advantage w111 be explamed asa reSult of an mappropnate definition of the

structure of the dependency relatronshrp T e o :_ .



CANAD]AN NATIOI\ALISM AND ECONOM]C GROWTH lDENTIFlCATION AND
FORMU.LATION OF THE PR:)BLEM
The f ollovxhng decision will be devoted {0 an examination of how the Canadran public,

. elites and governmem leaders perceive thc problem of [ orergn drrect investment. Accordmg to ‘

Rugman (1980b 130), "FIRA ref lects the schrrophremc attitudes of Canadrans toward thelr
\nauonal identlty in general and the T orelgn ownershrp issue m partrcular ! Rugman explams

- that w*hrle Canadtans comrast the pereelved e(,onomlc benef its of foreign direct 1nvestment with
| a concern for.their mdependence and polmcal mtegnt) they expect to postpone the trade-of’ f
1nvolved Hrs pomt is that soveretgnty is a non-economic. obj Jecuve that may have to be traded
off in the'mterest 'of economre_ef fi 1cren_cy if effrerency is, in f act, assocratcd W1th the. - i ' g?*

- penetratron of MNEs | | ‘

' B The schrzophrema of Canadran atutudes towards the issue of f oretgn.ownershrp and
what appears lo. be a problem of dif f erenuatmg between $0cio- pohucal and economlc obJectlves
will be addresses asan. issue of pohcy 1dent1f 1cauon and ormulauon In order to understand
'how the obJectwe of screemng f oretgn direct mvestment for economtc benef its became an 1ssue

_of pubhc _polrcy_, thrs‘cha_pter wlll-examlne _Canadran rese'arch on elite attitudes and public
o.pinion in addition to \poldic‘y statements by the _Canadiaan government. : |

“ A. THE ENCOURAGEMENT OF FOREIGN DIRECT INVESTMENT

From the standpomt of clarsstcal economtcs the relatlonshtp between f orergn drrect .

, rnvestment and nauonal 1denuty 1s a non issue. lndlgenous technologrcal development requrres '
."the mobrlnatron and producuve use of mvestment capltal and thrs is the main contrlbutron of .
the MNE In addltlon to the transf er of caprtal there is'an assoctated benef it of the transfer. of
'technology The classrcal assumpuon is that products and processes developed elsewhere in- the ‘

, world network of the multinational enterprrse w111 be rapldly drspersed throughout the f irm.

Thereby those countrres that are the rec1p1ents of these mnovauons benef it through the

addmonal process of "sprll over mto related sectors (Blake and Walters 1983: 107)
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A

An addmonal benef it to hosts of [ oretgn drrect mVestment is suggested by Behrman \
(1970 20) Ec0nomres hosting. drrect fc orergn mvestment typrcally have OllgOpOllSllC mdustrral
structures and relatrvely small markets Because the multmatronals the vehtcles of f orergn
' ‘dtrect tnvestment are effi 1c1ent producers (as evrdenced m 1mproved manuf acturmg techmques
better marketmg and more attentron to servrcnng that therr domesttc counterparts) the o
: mtroductton of new products that accompames the entrance of f orergn dtrect rnvestment should
.' ’»have a positive effect on domestrc competrtton by wrdemng consumer chorce Moreover there
; :"‘should be an assocrated mcrease in pIes 1ve capactty that acts 10 constram prrce increases or ‘

+ ~

R -possrbly reduce domestrc prrces in the lopg-run. .

‘B. THE MAINTENANCE OF FOREIGN DIRECT INVESTMLNT AND THE -
D . . psh ¥
PRESERVATION OF SOVEREIGNTY S o
The main contrrbuttons of the MNE to Canada are: percetved as the ability of f oretgn :

- direct mvestment to add net investment and technology 1o the Canadran economy In f act, the

only advantages of the MNE to the host are economrc (Rugman 1980b 133) The consequences -

»f or host polrcy are that at least four natronahstrc arguments have been advanced to increase the - L

'regulatron of MNEs whtle accepttng the basic premtse that MNE mvestment is economtcally

[

“benef 1cral ‘These arguments address the need to:

»

1. preserve mdependence by deveIOptng an indigenous manuf acturing sector °
* 2, . improve sovereignty by. reducing forergn ownershrp of major industrial or resource :
. sectors '
_ 3., ‘ensure appropriate transfer of technology to the host, and
4. redypce the percerved outflow of excessive corporate prof its'(Rugman 1980b 134)

Rugman (1981b: 136) suggests that all f our arguments for regulatton ol MNEs are
either f alsé of misconceived because they stem f rom a concern Tor socral cultural or pohucal
obJectrves to the neglect of economrc realmes To begm wrth the nature of the MNE itself, as
| conceptualtzed by internalization theory and dependency theory is t0 respond to market
imperfections such as barrters to trade. In thts context the MNE would not be expected to act
as an agent for technology transf er because one:of the key f irm- specrf ic advantages tof orergn

'
i
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dtrect investment is the protectton of technologrcal know -how (Rugman 1981b:115). FIRA s
strategic pref erence f or a screenmg approach however mdtcates that government policy
assumes that technologlcal benef its w1ll accrue to Canada if the quality of incoming dlrect
mvestment is controlled (FlRA Annual Report 1976 77 25)
Although the bulk of research and development (R & D) expenditure gerlerated in
.\Canada takes place m the seven mdustrres where Amerrcan mvestment is concentrated 1

Canada has one of the lowest percentages of R&ND expendltures to GNP l“ or all advanced

‘ nations (Rugrnan 1981a:607). In order to mamtam the assumptlon that the orrentatron of the

' multination;al.toward ef ficiency and cost reduction make it an eff ective ‘agent of te_chnology
v'transl’er the f ailure of f oreign.direct investrnent 10. /prdmote\ Canadian economic gr‘owth,mnst
be attrrbuted to the ineffi 1c1ent operatton of substdrarres |
The paradox is that eustmg barrters to trade such. as the Canadran tariff have the dual
7 elf ect of mcreasmg the extent of £ oretgn dtrect mvestment and creaung and protectmg |
mef ficient mdustry Yet Canada has attempted to regulate the ef f 1c1ency of foretgn firms by
fmtroducmg another barrrer in the f orm of the FIR Act The expected 0utcome of tarrf f s in

s

-cornbmatron w1th FIRA would be to mcrease thc mef f 1c1ency of Canada S mdustrral sector
| ‘(Rugman 1980 138) In addrtron the ma;or f mdmgs ol" various emprrrcal studtes are that the -
- prof its ol" MNES and. therr Canadran subsndxarres are not excessrve but that: parent MNEs enjoy
» more stable prof its, than therr Canadran subsrdranes (Rugrnan 1980b 65)

Fmally soverelgnty and mdependence are polrtrcal issues. It is not clear to what extent |
that changes in the economy in relatron to the amount of f oretgn ownershrp wrll effect the ’
pohtrcal and cultural dommauon of-Canada by- the u.S. Even on strrctly economic grounds the
massrve amount of trade between the two countrres means that the threat of trade sanctions

wrll contmue 0 be a strong deterrent to economrcally based attempts to increase natlonal
soverelgnty and mdependence regardless of the utility of these moves.

1 These industries are: aircraft ind parts, electrical products, petroleum and coal,
machinery, chemicals, primary metals, and paper and allied industries (Bones 1980).
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A pomt that should be emphasrzed in this drscussron is that-the existing polrcy decrsron
to screen f orelgn drrect mvestment for stgml’ 1cant economic benefits is a polrtrcal decision that
' stems from concerns wrth Canadlan SOVerelgnty and mdependence (Rugman 1980b; Feltham
and Rauenbusch 1973) The f act that the (,anadran government has chosen to lmplemcm the
FIR Act on the basis of an economrc ranonale should‘aot disguise the polrtrcal nature of the
~ Act (Rugman 1980b 140) Moreover there should be no mrstake made in 1dent1f ying the
admrmstermg agency as anythmg but a polltrcal agency (Rugman 1980b: 141)
C ELITE ATTITUDES TOWARDS FOREIGN DIRFCT II\VESTMENT .
Accordrng to Fayerweather (1972 472) "the f Uture evolutjon of the multmatronal O |
- f rrms will depend to a large degree &%n the' polrcy decrsrons of host natlons made essentrally by
| leadershrp groups R 'Ina comparauve survey ol' srgnlf 1cant elrte group attrtudes on the net
/economtc results of MNE penetratron in late 1971 Fayerweather (1972:479) found that e
legrslators government of f rcrals and labor leaders all took a neganve view, ‘with business leaders ’
bemg the exceptron | |
Thrs Judgement may. be seen as a contradrctron 1o the commonly heard Canadran vrew
that f orergn mvestment is benef 1cral or it may mean, as suggested by Fayerweather
(1972 480) that Canadran leaders f eel that the corporate gams accrurng 10 MNEs outwergh the
contrlbutrons of foreign drrect mvestment to the Canadran economy However Fayerweather 5
data indicate that the scores of Canadran responses to the questron "How do you feel about the
proportlon of foreign prof its to forergn contrrbutrons”’" ate average and not srgmf 1cantly
- dif l” erent. { rom erther Britain or Prance (Fayerweather 1972:482). Thrs finding is partrcularly
important in lrght of F ayerweather S assumptron that "the massive impact c?l U.S. 1nvestment

makes the Canadrar{ls more concerned about 1ts effécts on the whole character of therr nation.”

(Fayerweather 1972: 478) This assumptron is not supported by his data.

In sprte of Canada S umque posrtron in terms of the amount of f orergn ownershrp and

control, Canadian elltes do not look upon the actual loss of control as any more of a probllem
N\
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than the Britjsh, for example, who, have less than one tenth the actual degree of foreign

pen'etration_“ (Fayerweather 1972:482). Faye\rweathcr, (1972:484) attrihutes this finding" to the
"pragmatic ac‘ceptance'" by 3canadian elites "“o‘f th_e redlities of pOlitical interdepeyndence and *
powerful inf luence f rom the US " It should be noted 'howe\ier, that according to .
Fayerwieather's Table 4 (.1?7.2:482)'British', French and Canadian elites view the United States

as p_o_singdthe gr'eates_t threat of foreign control out of a samp,le‘of‘ _eight foreign investors.

B 4 i . o

- D. PUBLIC OPINION ON THE AMERICANIZAT]ON OF CANADA
Although public’ opmron is tradmonally consndered 1o be an mconsnstent response to

_ national events or issues; it does provxde a legrtrmate msrght into the attntudes of the votmg

Hag
masses ona particular 1ssue (Murray and Gerace 1972; :388). A number of natlonal SUTveys. -

¥ '*\}

conducted in the later 1960 and early 1970 s mdtcate that there was a 51gmf icant increase- m
"~ the percentage of Canadians who c0nsrdered the Amencan ownershtp of (,anadran mdustr) asa
" negative | f orce. The aggregate staustrcs for this perrod however; differ from the regronal

results.

Both the rrehest provmce Ontarlo and the poorest regmn the’ Marmmes recorded a
'percentage increase m the opmron that Amerrcan mvestment m (,anada was.a good thmg
' Murray and Gerace (1977 389) suggest that the desrre to strcngthen one's own economy in the

» case of the Marrtrmes and: the { ear of weakenmg it, in the case of Ontarro seern’ to have

N

produced srmrlar results Of all the regtons the Prarnes drsplayed the most consrstent shift .
from a positive to a negatrve pomt of view (Murray and Gerace 1972:390).

The second part of the Murray and Gerace surve) attempts to dtscern the reasons .
behmd the attltude responses 10 the presence of Amemcan mvestment The, results mdrcate thatL
| dif f erences among regions on: what is good about f orergn direct mvestment are based 0 a

large extent, on regional specxfgc £conomic condmons For example the Marmmes rate

14Canadians ‘do demonstrate a drfferent degree .of - concern about future loss of
control. They are more concerned than their Brmsh and French counterparts
(Fayerweather 1972) :

‘&
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e’mplo’yment highest on the list of benefits, more than likcly' due to their high rate of

-unemployment. The reasons used to oppose American ownership indicate a concern with two
+ predominant issues: -

‘ .

; 1. "loss of control in making decisions beneficial to Canada (as it relates to a negative

opinion about the U.S. government's understanding of Canadian intercsts), and

.2.  the economic loss of earning (as.it relates to the payment of dividends, profits and so
‘on) and the related loss of employment through absentee ownership (Murray and
Gerace 1972:391). ' C ' L

Approximately 7% of the 1971 sample gave "qualified” obinions about the effects
© of "‘Am'erican direct investment.
~They attempt to balance the value of foreign direct investment against the
political and ecohomic costs which Canada might have to endure, and appear to
accept the presence of U.S. investment [my emphasis] provided-it is controlled in .- *
‘some way. Some 23% of these respondents would accept U.S. investment as long
as Canadians have controlling interest. This is the predominant. opinion and seems
to. suggest. the importance of political independence (Murray -and Gerace ' '
1 1972:394). ' . o b

When:Canaciiaxis Wér71 .que‘stipnéd about which type of independence they valued most .
'h'ighly', the majority:indiéated eéonomic independehce', followed by polit‘ica} in-de'pehdence.'
" The exception was Quebec. where cultural indef:endénce has a slight edge.'* This means

'that,fof Canadians, the-question seems to be how to maintain independence while ™"

mair;taining the present level of American ownership (Murray and Geracc'l972:’395),

© . pmcording to the Rugman argument, the question poses an impossible task. At some point,

t

foreign ownership and ,iﬁdependvence'must be traded of f
. .v "I." avmofefecent study"cohdu,cted byA Murray and LeDU‘c (1982), .pubvlic' qpinion
ﬁon Ida‘ta 'Wasléollectéd for selected years between"1948’and 1977, Until the ‘m_‘id-‘196.0"s,'
-public’i opinion showed /littlechonccerr'.l overvAmer.ican influence. In 1956, for ex’.;ample. 63%
'(;f Cé;iadiénsléurveyed Were not worried "abQuL Ameraié‘an ?inf luence. illn 1963‘,.48% of a
national ;a.mﬁle felt t‘hai Canadian depeﬁdence on the'U 'S.' Was basically a good fhing. The -
'¢hange in the percentage of Cana&iané who thingc"_t‘h‘at there is t<;o much A_merican N

15Quebec and the Maritimes are the least opposed to American direct investment, -
although they have also been increasingly negative in their response (Murray and

" *Gerace 1972:389). : o
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< zatign, XXVAII (1974), p. 658.
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By 1974, 57% of the Canadian puiﬂic felt ‘lhm there was ’ton much Anwric;m" '
influence. In 1972, 67% felt that there was enough U.S, capital in Canada, uﬁ f?(nh 46% in
1964, Morcover, 34% felt that Canadian dependence was ;i. good thing in 1971, down t'rQiﬁ .
48% in 1963. Also in 1972, 69% of anadians surveyed thought that a screening agc;wcy was

- a good thing'* (Murray and LeDuc 1982:219). Murray and LeDuc's data show that
;llegativé publié opinion pcéked in 1973-1974. The change in negative public opinion is
graphe‘.d below in Figure 5.2. 4 _ -' |
" 2 FIGURE 5.2 ‘
PERCENT OF NATIONAL SAMPLE WHO BELIEVE THAT-U.5. INVESTMENT IN

CANADA IS A "BAD THING": 1969-77 (exlcudes "no opiniori” and "qualified”
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Year 1977 marks the first time since 1969 that Canadians were responding more

; v )
*positively than negatively toward American direct investment. The largest overall shifts in
opinion have occurred in Quebec, the prairies and Ontario In terms of party breakdowns,

NDP respondents are t{xe most negative at 49%. Conservatives and Liberals are closely

1With respect to Canadian-American trade relations, it is interesting to note that
there has not béen the same shift in response. The percentages have remained .
constant, with half of the respondents in favor of free trade, and half in favor of
trade restrictions. Y ’ : :
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matched nlith l':l ' lt ‘3'7% ncgativc and 52% positive and vCo‘nscrvativcs split 36%
negative and $1% positive. Income ‘group‘brc:tkdowns, Slrb\'v“a $1% positive response for the
lowest income groups. THe high income groups arc c\'cnI)" diyidcd‘. Young rcspondents are
ntorc negative in their attitudes t_owarcl_American direcl investrncnt than older reepondcnts
(Murray and LeDuc 1982:222). : L

Comparable o the earlicr Murray and Gerace study, negative respondcnts cited
nation_alistic Teasons such as the need l”or Canada to control its own al"fairs and the need
fo‘r Canada to be more independent. Positive respondents cited economic grotvth and
development as the prlmar& reasons for encouraging Anierican direct investments. Nearly
half of the positive responsc reas'on‘s were related-to perceived employment benefits. Other
"reasons \yere divided between reeource developmcnt benefits and anucipatcd improv.ement‘s
“in the standard ol"tliving _(M'urray and LeDuc 1982:223). * |
One interesting observation about Canadian mass perccption is that in 1974, for
example only 17% of the nauonal election sample related the questron of foreign drrect

A investment specrf 1cally to the U. S This may account for the lack of relatronshrp between
attltudes toward [ orergndrre’c_t investment and attrtu_des toward decreasing dependence on

‘the US The authors were "surpriscd-:" ‘by this lindin_g and do not explain it in their
analysis. | V

+ Even amon‘é those respondents who identified foreign direct investment as a
problem only a'minority f avored direct government regulation, although some {. a‘lored
selectrve controls.in some. mdustrres‘ (Murray and LeDuc 1982:227). More people
supported incentives fo or Canadran busmess or altematlve investment schemes such as the
Canadian Development Corporation." Murray arid LeDuc (1982:232) speculate that the
apparcnt declme in public support for government regulation of foreign dtrect investment

_ ”The Canadian DeveIOpment Corporatton was set up in 1971 "to help prevent
foreign takeovers of Canadian firms by offering an _instrument by - which Canadian
savings and managerial resources can be pooled and by provrdmg equity capital. for
industrial and resource projects as well as a means of ensuring Cidnadian control of
major elements of Canadian industry that might be taken over . by forelgn owners”
(Lee and Webley 1973: 46)
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/ might be related to the slackening of the Canadian économy and more spccil'ically to
growing unemployment. _
e A
According to Murray and LeDuc (1982:233), in agreement with Fayerweather's
attribution of "pragmatic écccptancc" asa Canadién clite attitude, And in support of the
argument that foreign direc{ investment is economically beneficial to the host, it is
"understandable that ... a more favorable attitude toward foreign investment or toward
closer tieé with the United States may be seen by some as necessary in a period of economic
slowdown.”
Chrétien, the minister previously. rééponsible for the enforcement of FIRA,
recently was quoted as putting these tradeoffs succinctly in stating that "a
continuing inflow of direct investment from abroad is an essential condition of
continuing economic progress in Canada” (Murray and LeDuc 1982:233).
The point of this whole s'l&dy, of course, is to deméhstrgle that this genre of argument is both
theoretically and empirically unsound. The géncralized concern with economic progress,
howcver, goes a long way toward explaining the economic ralionale‘(irrespcctivc of its validity?)
behind FIRA. The initiation of a policy aiﬁxed at improving economic conditions, even if it is

directed at f oreign direct investment, is more likely to enlist public support than an overtly

political pdlicy aimed at diminishing dependence.

E. OFFICIAL INQUIRY INTO THE QUESTION OF FOREIGN OWNERSHIP:
. BACKGROUND TO POLICY 1957-1970

It was not until 1970 that foreign ownership became a ﬁolitical question of national
policy ( Lea and Webley 1973:41). Prior to the Wahn Report (Government of Canada 1970)
and Herb Gray's 1971 initiation of the effort 10 develop a broad foreign investment policy, the
various Cz.madiran. governments had taken a number of steps toward the reéulation of ‘foreign
direct investment 9n an ad hoc basis. These steps followed three themes:
1.. inf luencing subsidiary behavior, an'example of which is Winters' 1966 "Guidelines to

Good Corporate Citizenship”,"* . ,
2. Canadianization of business in p#rticular sectors, for example, the Canadian -

®

“*The guidelines a reprinted in Government of Canada, Foreign Investment Review,
Autumn 1977. pf 18. ‘



Partrcrpatlon Provisions fi 1rst introduced in 1960, and
3.- requirements for disclosure of corporate f inancial data, such as@e enactment of the
Corporatrons and Labor Unions Returns ‘Act in 1966
The prmcrpal stated obJectrves of Canadian pohcy on f oreign ownership, as given by the

Watkms W]ahn and Gray Reports also f all under three themes

“ 1. to improve the overall efficiency of the. Canadian economy to the benef 1t of all l' irms -

E operating here, regardless of ownership,
- 2. to retain and increase Canadran ownership and control of Canadtan mdustry 10
r varying sector-specific degrees and
3. in acknowledgement of the continuation of substantial [ oreign ownership in
: manuf acturing especially, to cause foreign-owned firms to be better behaved as
"corporate citizens" Specrf ically, policy has been concerned ‘with:
a. maximizing the benef its of foreign direct investment and mmimtzmg the costs,
~b. ‘minimizing Canada's vulnerabthty to the noneg:onomic impact of foreign
) ownership, and
. ¢. terminating the ability (or obhganon) of Amerrcan firms to transmit American
law and policy obJectrves This is the issue of extraterrrtorrality (Lea and Webley
1973:45) .

The first official inquiry'* into the question of foreign ownership as an issue requiring
‘ government policy decisions and in'tervention dates; _back to the 1957 Report of the Ro§al
Commrssron on* Canada s Economrc Prospects the Gordon Report The Teport recommended

action to mcrease Canada's control of foreign subsrdtarles through Canadian partrcxpation

increased shareholdmg and the dlsclosure of financial statements In 1958 the Broadcastmg Act

) madc some limited moves toward restrictmg f oreign ownership m TV broadcastmg In 1960, thC'

Canadlan Parttcrpatlon Provrsrons of the Canada Oil and Gas Land and Mmmg Regulatrons
placed restrictions upon the grantrng of orl and-gas leases 10 non- resrdents
"It ‘was not until the return of the Liberal Party to power in 1963, however, that the

f irst initiative against f orei‘gn ownership was taken. Although the Liberal budget proposals. for a

y v 30% takeover taxfor non residents and a 20% wuhholdmg tax on drvrdends patd 0 forelgn ,

f irms w1th less than 25% Canadian ownership-were wlthdrawn after strong pressure from the
f mancral cornmumty Walter Gordon S amended 1963 budget mcluded the strongest measures
ever directed toward f oreign ownership in Canada (Fa‘yerweath‘erl973:170). Moreove_r, the
' ”Off 1cral 1nqu1r1es are: dtstmguished in- Canada bv team ef fort in task forces or

$pecial committees, by-broad scdpe inquiry, and more 1mportantly by policy =
ortentauon (Lea and Webley 197 39)

o
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“ 'Bridget clearly dalineated between regulationsto be applied to Canadian corporate citizens and

i o o : : S
Bt regulanons 10 be applied to forergners

A e

Prror Lo 1963, concern wrth forelgn drrect mvestment was f ocused on the polrcres and -

: pracuces of Amerrcan subsrdlanes in Canada: 2 In the mid - 1960 s, mqurry shifted f rom

subsrdrary behav1or per se 10 the 1mpact of foreign penetration-on the economy in general‘ In

1966, A.E; Saf arlan 1nmated maJor 1esearch into the performance of forergn -owned firms in

‘terms of the charactensucs of managers and boards the dlstrrbutron of powers external trade ¢
R & D, returns 10 owners, eff 1crency and extraterrrtorralrtv This work led to Saf arian s

» subsequent parucrpatlon in the Watkms Task Force (1967) and the Canadlan American
Commlttee study, THE PERFORMANCE OF FOREIGN OWNED FIRMSIN CANADA
(1969) The 1mpact of Saf arxan 's work is still evrdem in-the ongomg debate about whether or

, not subsrdrary perf’ ormance can be consrdered in-terms, of the phenomenon of truncauon

The evolutron of Lrberal Party vrews on the issue of f orergn drrect mvestmem can be .

‘ .traced to the March 1966 pubhcatron of “Some Guldmg Prmcrples of Good Corporate
_Behavror " by Robert Wmters then Mmrster of Trade and Commerce The prmcrples are '
reproduced with commentar)r in Appendrx 27 The corporate behavior prmcrples were |

f ormulated by Wmters in response to the Amerrcan governmem 's volumary appllcamon of

o o

".balance of paymems guidelines to Amerrcan forergn subsidiaries in 1965 The ' guldance was .’
drrected at how to deal with conf’lrcung polrcy pressures [ rom the two governments (Lea and

o J.\We’bley 1973:36) |

Fayerweather (1973 178) suggests that:

.;this action was mdrcanve of the prevarlmg Lrberal viewpoint thal excepl in key .
sectors “the activities of foreign-owned firms should be subJect only to persuasive
inf luence “[my emphasrs] This phxlosophy was explrcn in resolutrons adopted at the
© ?The most wrdely criticized aspect of subsndrary behavror was ‘the aspect of .
‘extraterrrtorralrty An early review of the legality of extraterritoriality was_ published
in 1960 by Kingman Brewster ‘as a supplement to. the Armstrong and Lindeman = .
study, THE POLICIES AND PRACTICES OF Us. SUBSIDIARIES IN CANADA
(1960). ~ - ¢
A Lilley (1981) has defmed ‘Canada's key sectors as publrc uulmes natural .~

resources, - banking, msurance, ‘media, .communications- and transportauon 'According . 1o

Safarian (1978 644 645) ""short of the defence sector ‘[not listed - by Lrlley] and some

e

"\{_i“
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“QOctober 1966 party convemron The overall policy decision was: "The government
should take steps.to encourage greater ownershrp of the economy wnhout discouragi j :
foreign mvestmem [my emphasrs]

On the issue of regulauon the L. 1beraI vrewpomt is conslslem wuh the Conservauve vrewpornt
In his 1972 speeches Stanf 1e1d acknowledged the value of some degree of regulation of foreign
nvestmem especrallw in key sectors, however, he was strongly opposed toa general screening

system whrch wouId resmcl the inf low of foreign capnal (Fayerweather 1973 184). Stanfield

placed the emphasrs on the need to burld up Canadran fi irms. Thrs need was amculatcd by
Wmters in a I967 spe@:h in whrch he argued for posmve steps to foster Canadlan firms, not

"negative or punitive. legrslauon aff ectmg foreign mterests" (Fayerweather 1973 179)

i. REPORT ON FOREIGI\ OWNERSIIIP AND IHL STRUCTURE OF CANADIAI\
INDUSTR\ (THE WATI\INS REPORT)

The Watkms Task Force (1967 1968) involved e:ght academic eeonomrsts appomted by

v

the Pearson governmem and headed by Mel Watkms As stated by Watkms “the intent of the
"lask force was:

..t analyze the causes and ¢ g‘nsequences of f orergn investment, 10 assess actual
, benef its and costs, and to put Torth proposals for legrslauve consrderauons (Watkins
7 1970: 64) :

~N

- The report was 1ssued m January 1968 under the mle FOREIGN OWNERSHIP AND THE
STRUCTURE OF CANADIAN INDUSTRY Recommendanons mcluded

1. ‘the establlshmem of both a special agency to coordmate fi orergn investment policy and.
2. a government export trade agency to ensure that subsrdrary expons conf ormed W1th
~ Canadian law and foreign policy,and
3. thecreation of a Canada Pevelopment Corporation to actasa Iarge holdmg company
- with entrepreneurial and management functions to assume aieadershrp role in
: .Canada s business commumty (Fayerweather 1973:172).

Because of the. comraversxal nature of the report Lhat is, its recommendauons for negauve '

.......... 4---.._,

Iegrslauon to drscourage forcrgn direct investment, @report was not acted upon by the

2(cont’d) closely related hrgh Lechnology industries, there are no consistent. crrterra in"
this regard. One has to look for explanatrons to [the definition of key sectors]

in such factors as the particular historic setting, such -as concern with- the Amencan
cultural impact in Canada: pressure - tactics for protecuon by ‘one group or another;
and, perhaps most important, the costs of reserving a sector and of developmg a
substrtute for the multmatronal enterprise in some areas
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Canadian governmentr Moreaver, the report was partially repudiated by 'Wa,t_kins;, who moved '

into a position adv’Ocating narionali’zation 'i‘n the earny 1970's (Lea and Webley 1973:39).

i RLPORT OF THE COMMONS STANDING COMMITTEE ON EXTERNAL AFF AIRS
‘AND NAT IONAL DEF ENCE (TIIE WAHN REPORT) ' .

The year 1970 wrmessed the: expressron of strong mtemal pressures within the Lrbera]
Party. In J une Alrstalr Gillespie MP drstrrbuted a paper on mdusrrral pohcy objectrves in- j; .
which he proposed 50% Canadian ownership in resource development and the need f or cabmet “
approval of all f orergn takeovers The second of ficial study of fe orergn ownershrp, the Wahn
Report, also appeared The Wahn Reporl was supported by the Lrberal ma]orlty on a
Parhamentary Standmg Committee, who endorsed the requrremenls of maJorrty Canadran
owncrshrp of ma]or f orergn firms (Fayerweather 1973 180) _Anhough the Wahn Reporr was
Iargely a reworkmg of the Warkms Task Force drscussron of the problems of Amerrcan :
- ownershrp n srgnalled a redefi mmon of f orexgn ownershrp as a questlon of nauonal pohcy to be

. placed on the polmcal agenda (Lea, and Webley 1973: 41)

jit. FOREIGN DIRECT INVESTMEI\T IN CAI\ADA THE GRAY REPORT AND FIRA
(DEFINING FOREIGN OWNERSHIP AS A PROBLEM OF TRUNCATION )

The ~polmcal characrer of fi orergn direct mvestment was. re ed by Herb Gray s .

o

begmmng of work on his report Fayerweather (1973 180) descrrbes Lhrs Juncture as, .'

°:‘-|JL °

mdrcatmg an official Lrberal intent to come o grips with pohcy issues.” The report of the

Gray Task Force was the third and Iargest official examination of f orexgn ownershrp and it

o became the basis for nauonal pohcy

Two versrons of the Gray Report emerged: the lcaked 1971 version, CITIZEN S
| GUIDE TO THE GRAY REPORT, prepared by the Cdl[Ol‘S of CANADIAN FORUM, and the
official May 1972 version which SETVes as 1he basrc document for the FIR Act and
. contemporary policy mvestxgatlon The two stated _objectives of the Gray Reporl were:

1. to analyze the impact and 1mp11cat10ns of the hrgh degree of forergn controI of
Canadran busmess and
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2. o canvas the range of policy optlons f or control and maxrmlzatron of benef its and
increased ownershrpt .

The report off ered three alternatrve pohcv approaches for dealmg wrth f orergn dlrect

. investment:

17 the key sector approach as an element of general policy because the technrque of
_reserving sectors for exclusive ownership was seen as too rigid and arbrtrary to serve as
. the main element ‘of policy,
2., - minimuim levels for mandatory ‘Canadian partrcrpatron in foreign fi irms, and
3. an administrative review that would screen f orergn direct investment according 10
: legrslated criteria that assured "srgmf icant” benef it'to Canada

; Fayerweather (1973 48) mterprets the Gray Report S pref erence for screening as a

clear polrcy shift t away from gammg more ownershtp of Canadran mdustry toward gammg more

. control of the 1mpact of foreign ownershrp This' shrf t in Liberal party polrcy reflects an earlier

shtft in NDP thrnkmg that had occurred m the 1950 S. At the 1961 party convenuon the NDP
adopted a Tesolution to. break the ' monopoly control" over Canadian 1ndustry and Tesources.
This would require a minimum percentage ol" Canadran ownership and representatron inf orergn

3

flrms By the 1967 conventlon there was no mention of ownershrp or partrcrpatron

,requrrements rather the main emphasrs was on mcreased government partrctpattorr in

9 "

" mdustry

Thrs change of .direction was af f 1rmed in the 1968 campaign document which declared
"It is already t00 late to think in terms of 'buying back ' those Canadian industries
‘already owned by foreigners. What can be done, however, is.to.adopt laws and polrcres
~ compelling such indusiries to operate in a manner conducive to the best interests of -
~* Canada, rather than of foreign firms or governments, while at the same time
. stimulating more investment in and ownershlp of future economrc development
(Fayerweather 1973:180) ‘

The shlf tin NDP thmkmg was later mrrrored in Stanf jeld's 1971 speech where he noted "that *

- ownershrp and control are not necessanly the same: thmg " The basrc goal he prescrxbed was "o

“make sure that the essentral leavers of control are in the hands of Canadrans (l*ayerweather

1973:183)22

2The. Gray Report devotes - and entire chapter to the dlscussron of the tendency of

‘MNEs to foster "global integration of national - economies” - and to : "reduce the

abilities of national governments to control thelr .owWn destmy" (1972:59, 53 -54).

o
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~ The historical defence of Cana'da's"encouragement of high f oreign investment levels.
particularly in the high and medium technology industries contmued in its combination of a
belief in American technological know-how, wrdely accepted assumptions about the benefi its of
foreign direct investment and a perceived' shortage of domestic investment capital. However, in
the early 1970' s government opinion “shif ted toward a recogmtion of the extent to which foreign
: ownership may have undermined. rather than have contributed to the ef fectiveness of Canadian .
© economic policy (FIRA Purpose of the Act, S. C 1973- 74 C46: l) This shift indicatestlre’
: beginning of a decade- long trend toward a new.economic nationalism Withm the Liberal party
This newf ound nationalism led toa reStatement of government obiectives
The three restated objectives of the Trudeau governr_nent in 1980 are summarized,hy |
Gonick (1981 20). They were:

1. 1o give the government a moressecure mancral basis to eshap [my emphaSis] the
) national economy, - K
2. to promote the development of an indigenous class of capitalists w1th an
‘understanding of multinational operations and ‘
3. .to move the ownership of mdustry if it is required to restructure Canada S weak
manufacturing sector.

The Canadian Foreign Investment Revrew Act (1973) was hailed as'a major policy move-

directed toward these goals. The Act was established to limit the market entry of foreign direct '~

\

\ - investment to 1nvestment that could demonstrate significant benef its to Canada with regard to
TS e

certain factors of assessment (Purpose of the Act, S C 1973 - 74 C46:1). The maJor obJective
»of the entire FIRA"pIOgram .is the miti.gation.of the deleterious effects of truncation
(Supplement to the 1978 79 Annual Report 2, 13)

- The 1971 version of the Gray Report is responsrble for the popularization of the term

s -

"truncation ". Both'the unoff icial and the of f ic1al verSions define truncation in relation to 1he

°

' perf ormance of foreign subsidiaries Truncation in the 1971 verSion means that:

..many important activmes are perf ormed abroad by the parent company with the
result that the’ development of Canadian capacities or actiVities in these arcas are .
stultified (1971:11) e , _ .
The 1972 version leaves out the ref erence to the stultifi ication of Canadian capacrty and adds

" the observation that the dislocation of many activities associated wrth innovation from the
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, o

MNE subsrdrarres to the parent companies is unecessary and subJect 1o change under

. approprrate host regulatron (The Gray Report 1972: 406)

The resull of truncation at the level of the firm is that the subsrdrary does not perform.

all the if unctrons necessary for 9eveloprng; producmg and marketrng its goods (Gray 1972:405):
At the national level, theffwrll be p_arallel gaps in related domestic capacities, in particular,’

innovative capacity and enitrepteneurship (Britton and _Gilm_our 1979; Safarian 1979; 'Rugman

l98la) If, in fact, one of the main contributions of MNE investment is the transfer of
technology to the host then’ screenmg mcommg investment for technologrcal benef its should
allevrate the problem of truncaled capacrty

N
The survcy data of public and government opmron in the early 1970 § md;cate that the

Forergn Investment Revrew Act came Lo fruition at precrsely the same time as negatrve publtc

pmron toward Amerrcan direct mvestment peaked Even the pro- busmess Conservatrves were

talking in terms of regulatron (Stanfield's 1972 speech f or example). On the one hand the

_ liming of the Forergn Investment Review Act was an 1mpeccable pohtical move on the part of

the mmorrty Liberal government Not only did it carrv the symbolic benef it of assurmg

Canadians that the Lrberals were taking charge of the domestrc economy it was ‘also a policy

that, if" proper]y conceived, had the potentr’al Lo actually reverse some of the structural effects

~associated with the penetration of American direct investment. The problem is that in-terms of

‘The basrc misconception in the formulation of the Forergn Investment Revrew Act was

the underlvmg acceptance of the prescrice of extensive f orergn drrect mvestment Underlymg
FIRA was the assumption that if properly controlled; foreign multmational activity would
transfer technology -related benef 1ts to Canada Accordmg o the organrzational theory of

olrgopolistrc advantage within multmatronals the transf er of benef its 1s largely contradtctory 10 -

the prof itably of f irm-Specrf ic advantage. The screenmg of mcommg foreign direet investment
by FIRA has had virtually no effect on the structural relationship between growth and -

pe_netration because the decapitalization-effect of reinvested earnings cannot be altered by

o
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screenmg for other types of benef its. As Megarry pubhsher of The Globe artl Mail has stated
foreign direct investment is'no- longer viewed as a "villian" (Megarry 1983 7).

No attempt was made to alter existing control stru;tures,- nor was therc any attempt to.
lim‘it the amoimt of incoming investment. The Canédian gow)efnmem had not acknowledged'
(and still does not acknowledge), the mev1tab111ty of the trade- of f between long term economic.
'growth and rehance on the mulunauonals /lnstead Canada was trymg to make the best out of
a bad suuatlon Unf ortunately the tables of public oplmon tumed m 1977 This meant that
even the symbohc appeasemem of nanonallstlc sentiment could no longer be relled on asa-.

i source_ of support f or the, ‘Act or the govemmem that 1mplememed it.

i
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VI. THE FOREIGN INVESTMF\T REVIFW ACTt AN EVALUA FION OF COI\TEN
INTENT AND“LFFECT S

Thisj chapter will p'resent a sociological evaluation of the eff ectiyeness of the‘ Foreign -

.I nvestment Revrcw Acti in regulatmg the negative effects of forergn drrect mvestment in
Canada. I will argue that government clarms of a great impact on the reductton of truncauon
are at bes| overstated In sprte of recent increases in levels of Canadran partrcrpatton the
proportion of productrvrty and ef f 1c1ency benef its of f cred by mcommg mvestors has declmed
In addrtron technological benefi tts attamed from f orergn fi irms have been cons;stently low.

It has ‘become mcreasmgtv evident that FI RA promrses more matenal benef its than lts
.1mplementat10n actually ylclds Rugman (1980b 130) descrlbes the Act as neutral Urquhart ..
: (1977 18) views FIRA as more of a, lapdog" than a watchdog and goes as far as descrrbrng |

the Actas a "welcome wagon to orergn mvestors Foncomrtantly the- business commumty s
recent complamts have become less strident. However simply. by the fact of its exrstence FIRA
: assures the mass of Canadrans that the government is concerned about f oreign ownershrp
issues.
) Becatrse the administrati‘on‘ of the FIR Act is the sole respbrtsibility of FIRA,
_ eva'lua'tion of the ‘impact of t.he Act is complicated by the fact that' adrninistrative agencies often
operate under broad and ambrguous statutory mandates that leave them wrth enormous
. dtscretron on decrsmns about polrcy 1mplementattorw (Anderson J. 1984) In thrs context
.‘ drf ferences between policy effect may mdrcate any' comblnatron of - ‘f -
' 1 drf f erences between the. Act S stated intént and the Agency S 1mplementatron of the
2. Srcc;blems'wrth the underlyrng assumptrons and the assocxated valrdltv of polrcy
content, and

'3, . differences between the Act's stated and_ the Act s intended effect

These alternatives will be explored in the course of the evaluatron.

129
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A. SOLVING THE PROBLEM OF TRUNCATION: AN EXAI’VIINATION OF THE

ASSUMPTIONS UNDERLYING THE ADOPTION OF THE FQRE]GN INVESTMENT

2

REVIEW ACT

<

3 : )
Canadian political economists have created a formidable body of substantive and
empirical literature addressed to the issue of American foreign invesiment. Canadian studies of
the effects of American penetration f all into two camps. First, there are those studies which

 argue that foreign direct investment has led to the dislocation of many hctivities associated with -

™

innovationﬂ from the subsidiaries of MNEs to parent companies. The effects are summa}ized by
the éoncept of truncation (Gray 1972:405).

At the national level, parallel gaps are apparent in r¢1a1cd domestic capaf:ities. These
"symbtoms'f of truncation include: |

1. the dominance of Canada's merchandise trading by resources rather than manufactured
" produets, - ' : 4
2. The establishment and protection of foreign technology, brand names, product concept and .
" market power by oligopolistic foreign corporations; resulting in a miniature replica
effect,”* o
3. fragmentation of the Canadian goods market because of excessive numbers of producers .
and sellers in a relatively small market, - 4 » ,
4. oligopolistic effects to the detriment of Canadian firms due in part to the foreign share of -
the domestic market, and in part to the effects of Canadian tariff policy,
5. foreign sourcing of high technology reguirements in engineering and machinery,
6. negative spatial cconomic effects in terms of the regional disparity of foreign {irm
concentration, and < '
7. the low level of Canadian manufacturing's innovative capability. (Britton and Gilmour
1978:93-96) - : -

14

BFrankl (1979) finds that Canadian subsidiaries experience truncation of research and
development capacity even where economies of scale are realized by the parent. This
is because of the basic relationship between parent centralization of R&D and
subsidiary truncation. Where centralization occurs in response to protecting knowledge
rather than economies of scale. for innovative activity in Canada (Saunders
1982:474). Even in a free trade environment that would minimize the:
follow-the-leader and miniature replica effects, the inefficiency of Canadian
manufacturing would likely persist where truncation was an effect of preventing the
dissipatign of knowledge rather than an effect attributable .to scale (Saunders. -
1982:476). ' ‘

Rugman (1980b:139) gives the example of the Canadian- American auto
industry. Canadign production enjoys economies of scale by selling into the
integrated North American” market. The price of cars to American consumers,
however, is about 10% less than the price to Canadian consumers. If this price
difference is not due to scale, then presumably, it is due to policies endogenous to
the MNEs. ‘ s :
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On the othcr side of the argumem are the advoCales ol" free trade. l’he\ contend thal
continued dependenc) is not due'to the prcsence of lorexgn dlrect investment, but to polxmes »
such as protectionism that have fostered mefflcnent mdusmal dcvelopment

Itis suggesled that high Canadian barriers to lfade, the laek of’ ef fective compeuuon
policy and badly devxsed mdusmal pol1c1es have m combmauon resulted in short producuon
runs that do not allow firms to reallze econormies ol scale (Saundera 1982 471) On the whole,

_however, it is the ability of MNESP to inlernalize ma-rket lmperf ections that has provxded lhem
with the abilily to produce and compete successfully aeross international borders (Hood and
Young 1979:‘56), The second aspect ol the f ree..trade critique of tlxe truncation argument isj
closely tied to the issue of imernalization. The incentive to internalize depends on the e
relationship between' lour groups of factors:

-

1. industry specific, meludmg the nature of the product, external market structure and
' economics of scale,

regional considerations such as geographxc proximity,

national political and fiscal policies, and - . -
-firm specific factors such as manaeemem expemse and technologlcal know how (Hood
~and Young 1979:56)-

\ "

ot

Truncation may rcsult from economies of scale in the centralizatlon of certain activities‘
' Such as research and development in the forelgn parent firm (Saunders 1987 465).1t may be: .
- strategic for ‘parent f lexlbxluv in drawing ofl" profits f rom the sub51d1ary in the f orm of
‘royalties, managerial fees and input prices ,,(as suggestedwby the Gray Report 1972), or it may
be designed to prevent the dissipation ‘of knowledge to "notemial C{anadinn 'cornpelilo"rs
. (Rugman 1981a:6l)7). The latter al\ternative is relnted to the f ou-ith internélization f aetor. It
. brings into question both the va_lidi‘t‘y of aséumlng that foreign multinationals will transfer
technology and the appropiateness of lpolicy that is based on the transfer assumptions: . —-
” -Forelgn direct»investmenl is expeciedvto transf er benefits to the host economy by |

v» supplymg capltal and making available-a range of technologv market access and
emrepreneurshlp that would otherwise be unavallable or avallable onl) at higher costs. The
potenual gams frorn mcreased capital stock and lrnproved technology may, 1ln turn' mcrease

real wage rates and employment, and/or lower‘prlces and improve the qualxty of output
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~ (Safarian 1973:419-420). Whereas the ”t’ru‘ncation argument focuses on Lhe costs of foreign
direct investment in terms of intergst, dmdend and service payments, zmd warn about the
potemlal fc or foreign dlrect investment to expand wrthout further capital inflow thrOugh lhe
remvestmem of re‘tamed earnmgS' the free trade argument views the MNEs as victims rather
.than contributors to or creators of market 1mperf ections. |

If there is'a problem with the transfer of resource assumpuon then there is also a
problem with the policies that are de}wed from both the truncationist and free tracle posmons
The free tradists are crmcal of the policy of investment screcnmg for two_reasons. First,
_ ,economlsts such as Safarian (1973: 426) interpret the plea for more protecuon of (,anadlan
R&D as an extension of the infant mdustry argument into the realm of the nationality of

ownershlp Safarian (1973) questions the relevance of the strategy for a high-income host.

Second organuauonal economists such as Hymer (1976) and Rugman (1980 1981a, 1981b)

, drspute the validity of the transfer of technology assumpnon In three recem pubhcatxons

(1980; 1981a 1981b) Rugman explams that the prof’ 1tab111ty of foreign investment in Canada
reguires the cautious use of technology so as-to "prevent the dlssrpauon of knowledge from the

’ 'parem

@

'On the other hand the decisions about R&D pricing and. capual 1nve51ment are made R

at the level of the f 1rm,~f ollowmg a global strategy (Rugman 1981a: 609) Economic polrcy
. contrast i a national question. Rugman (l981a 611) predlcts that any type of protecuomst
policy will only be consrdered perxpherally by forergn MNEs in their decision- makmg and only
to the extent that the- pohcres may effect the profrtabllrty of mvestment (the key determmam
for the f 1rm) As an alternatwe to the eustmg polrcres of domestic 1ndusmal prorecuon and
screenmg incoming foreign drrect mvestment the free tradrsts propose the removal of trade ’
barrrers Thrs is expected to encourage both a shrf t of resources from inefficient sectors to
ef ficient ones ‘and a shift to mtra mdustry ratlonallzanon (Saunders 1982: 468)

Saunders (1982) is crmcal of the free trade argument because it f arls to recognize that

the MNEs have contributed to the small market problem. He explains that foreign direct
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.

investment is typically attracted 1o the oligopolistic-differentiated products industries where it

L]

has an advantage in intangible as'sets such as technological know -how and marketing skills, and
~ a brand image that can be prbdtlecd‘at a low marginal costs. Moreoyer, where R&D is
centrnli,zed in order"to. prevent the dissipation of ‘knovt/ledge, foreign ownership is likely to have
a negative impaet o_n the level of innovative activity in Canada. This would bc"the case even in a
£ re'e trade environment (Saunders 1982:‘474). Because American operations are already
rationalized for a lar'ge market,.there exists the additional possibility that the dropping of trade
barrier's could result in a su.bstanti‘al shif t of manuf acturing. investment back to the U.S., with a
,concomittant f looding .bf the Canadian market with Amierican imports.
My view of the issue, fallls somewhere in the middle of tl:e two positions. [ agree with
Sa.f arian (1973) that }lmtil reeently; what has passed for industrial strategy in Canada has been
an inducement to'f or’eig’ﬁ f irms to .imv/est rather than import. This situation has been brought
about by a combination of a -high eff ectii'e rate of protection, substantial tax concessions for
R&D activity and mcentrves Lo locate in depréssed areas. I also agree w1th Rugman (1980b: 61)
,-that Canada has made a brg mistake in.its generous drstrrbmtlon of R&D funding to MNE
subsrdrarres T he f arlure of Canadian science policy to generate any / kind of a substantrve
mdrgenous technologrcal advantage has been documented by McFetridge (1977). The crux of
the problem is that aecordmg ) mternahzatlon theory subsrdlarres by defi mmon of their role,
are not geared for orrgmal or even innovative research
On the other hand, I agree with the truncatron argument that the extent of MNE
activity has both created and exacerbated a signifi 1cant proportlon of Canada's economic
problems On the other hand I question the underlymg assumptron about the transfer of
benefits to the host, tha.t have been tradmonally associated with foreign direct mv_estment. 1 do
not thinl( that either control or the lack thereof will be an .ef fective strategy 1o reduce the costs .
of foreign mvestment where these costs are assocrated wrth the extent of forelgn ownershrp

'rather than the adequacy of its regulatlon Screenmg incoming mvestment wrll have vrrtually no

effect on the structural relat1onsh1p between growth and foreign penétration ‘simply because the .
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structural effect of reinvested ca‘r.nings cannot:\ be altcred by sccuring other fypcs of béncﬂls.
Moreover, according to économic ihcory, the possibility of actually securing the anticipated
béhct'its is dubious.

In addition, I do not agree that either tariffs or MNE pcnetra‘tion can be cited as a
singlcv:’ causal factor in Canada's mature dependency as both have been inextﬁcably ime;activc
at each stage of Canada's devélopment. Nevertheless, because the major objective of the entire
FIRA prograrﬁ is to reduce truncation through an att¢mpt at controllingﬁ incoming foréign
direct investment, I have chosen to e};alu‘z‘ate the extent to which this objective has been

achieved.

' B. THE IMPACT OF FIRA ON TIE REDUCTION OF TRUNCATION: AN EVALUATION
o0
'OF THE EFFECTIVENESS OF SCREENING FOR SIGNIFICANT BENEFITS
. ]

The Foreign Investment ew Act offers two kinds of benefit strategy in response to

e "
the problem of e alléged ine icic ol foreign firms. The direct response screens incoming

Bk iciency criteria. These are defined by the Act 10 °

r

_ direct investment for benefi 1ts 1
include ef fects on productlvuy industrial ef f1c1ency technological development, producl
mnovat}ﬁﬁ’ns and product variety (Forelgn lnvestment Review Act S.C., 1973-74, C 46:2). The
indirect response is to secure the autonomy of Canadian submd:arles by screening for the
autonomy and authority of Canadians in key management posi.tions or directorships and to a
lesser ex‘tenf, Canadian participétion through shareholding (FIRA Annual Report 1974-75:9;"
Supplement to fhe 1978-79 Annual Report:2).

I have assumed that the second alternative, increased Canadian participation, is
intende&"'tq increase the input of Canadians into the production decisions of the‘ investing
corpora't'ions. Thé analysis ang discussioﬁ that follow, will concent.rate‘on the effectiveness of
FIRA in regulating the truncation of foreign firms. The three central gspects of truncation that
- will be considered are: the efficiency of subsidiar:ies, technological con.tribution, and increaseg

in Canadian participation.
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i. THE I.E:F‘F‘I'CIEN‘C‘Y OF FOREIGN LFIRMS
Canada's manufacturing industry is characterized by an oligopolistic market structufe’.

o that is-'dominated by'large, American multinational enterprises: Although there 4s evidence to
: B

N

“ , m terms of producuvrt\ (Rugman 1980b 161 Eastman and Stykolt 1967 Caves 1975)
Amerrcan subsrdranes may be relatlvely mef ficient in comparrson to therr parent operatrons
(Saf arian 1969 5) In Canada { orelgn fi irms are encouraged to enter 1ndustry on less than an’
efficient scale in order to produce a full range of products for the small Canadran market at
hrgher unit costs. ,The economresf of scale that should permrt the hlgh fixed costs‘ of productlon
and R&D overheads to be dlstrrbuted over the long run are not achreved because productron
runs are characterrsucall\ short and lnef ficient. This inefficiency ref lects lrmrtatlons on the
Canadran rna‘rket, f irm size and specialization, and an excess leCISlflcaUOI‘l of product lines.
The first set of ef ficiency criteria are included inithe co-mposite be'nef it (C), in Table

' ".‘6.1.'For the salce of analytical clarity, the components ‘of this composite ben‘ef it will be
| examined'separa’tely The e‘mnhasis of diScussion will be on t'he-technological cornponent. Table
6.2 decomposes the \benef its’ l”or the prrmary and manuf acturmg sectors. The mdustry
' breakdowns have been publrshed only on the fi irst” FIRA Annual Report (1974) With the
Agency 8 permrssron 1 have been able to access the Quarterly Reports 1ssued l" rom the fourth
f 1scal quarter of 1979 through to the thrrd f 1scal quarter of 1982. 1t should be noted that the
data base is mcomplete as a serles because of the gap between 1974 and 1979. |

| The aggregate data in Table 6.1 indicate that the proportlon of producnvity and
mdusmal ef f 1c1ency benef its, that is, benef 1t (Ci) isolated f rom the composrte benefit (C)

have dropped for allowed acqursmon cases. Nevertheless acquisitions of, fer proportlonately

more productwrty and ef f 1c1ency benefits than allowed new busmcsses The respecuve period ?
N

: averages are 63% and 26. 2% The technologlcai benef it (Cii) is off. ered by ‘very f ew allowed

'» cases scormg low at 26.6% f or acqulsmons and 19.8% for new businesses. Both acqursrtlons

and new busmesses offer moderate improvements in product variety and mn0vat10n (% 3). The
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period averages for acqursrttons and nevv"busmesses respecuvely are 46% and 36.8%. Although
perlod averages are not reported in the tables they ma)lr_be calculated snmply by totalmg the
percentages and dividing by seven. v o | o s
The exlent to which’ two components of composite benef it (C) (Cl) 1mproved
productlvrty and 1ndustr1al efficiency and (Cii) 1mproved product varlety or mnovauon W1ll
ef fect truncition is open to: quesuon The two central aspects of the productrvrty of forelgn
investment are technological change and 'the exploitation of economres-of scale (Globerman
1979: 39) Canadran subsrdrarres are already more diversif 1ed than resident-owned compames
(Caves 1975) A further mcrease in product varretv would probably increase the problem of
—;«\ unreahzed eco.nomres of scale by inf luencmg the industrial structure through " ollow the
leader and " mmlature rephca " ef f ects (Saunders 1982 :473- 474) |
| In addttron one might ask 1f the tmprovement in product mnovatnon is original
research or f urthqer development of industry -specific packages of parent innovation, as
predicted by lnternalizatlon utheory Powrie (1977: l) and Rugman (1’381a'607) suggest than
" 1mportmg the package of capital, productton and dtstnbutron techmques and management skrlls
has, in fact, reduced the amount of R&Ip in Canada from what it would have been had there
been no post-war inflow of foreign drrec,t investment. ) o \
It is also suggested that the fast ﬁdopuon of imported technology has mtmmal spin-off \ ’

w«ﬁu
effects when compared to the development of new technology (Sautiders 1982:475; Rugman i

%o

1981a 608) If thlS is the case, benefits denved in the form of the importation of new

machmery technology or productron processes (Supplement to the 1978 79 FIRA Annual
Report 14) may do little to alleviate subsrdlary deperidence on 1mports and little to effect
truncated rese_arch and development. Where benefits are realized in terms of qualrty control,
s'ubsid'iahry expansion and reorganization; these benef its may ‘be rationalr:zed'in the conte;rt of the

- international firm.and they may not contribute to the efficiency of any particular subsidiary.”
24The problem of regaining economic control draws an important connection between
Canadian participation and the efficiency of foreign subsidiaries. It has long ‘been
demonstrated, even by the US Senate Committee on ‘Ways and Means (1961), that
.to the extent that decisions about Canadtan based facilities are rationalized in the
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Wlththese Teservations in mind, I will take a closer, interpretive look at the sectoral and
baggregate data on effi ruency contrrbutrons | |

The aggregate ef ficiency scores lend support Lo the argument that there may be
. =problems assocrated wrth the benef its crrterra used to screen \ for producuvrty and mdustrral
effi rcrency Moreover the acceptable percentages evrdent in acqursrtrons are to be expected when
‘one consrders the reluctance of the Agency to allow takeovers of Canadian compames unless-
foreign ownershrp is seen as the only solutron to serrous f mancral difficulties. Existing gontrol
and ownership of aqurree busmesses (Canadran versus f oreign) has been an 1mportant factor in_ |
“Agency decrsrons In a few cases, drSallowances have been inf luenced by government knowledge
~ of an alternative buyer (usually Canadran) whose plans have been deemed more beneéficial to |
Canada than the [ orergn proposals (FIRA Annual Report 1975 76:5: 1977 78 21) Where
\Canadran controlled companies were allowed to be acqurred they were generally much smaller »
than those drsallowed and much smaller than allowed cases mvolvmg forergn controlled
vendors In many cases, the acqurred busrnesses were 1n ‘severe economic strarts (FIRA Annual / '
Report 1975-76; 1977 78) ln these cases, saving: the busmess from bankruptcy would be
suffi 1c1ent reason to merit benef its obtamed in ef f rcrency and produttivity .

Comparmg the decomposrtron of the ef fi rcrency benef it (C) across sectors (Table 6 2),
productrvrty benef its in manuf acturrng acqursmons show a downward trend that converges wrth
an increase in productrvrty benef its obtained in the primary sector Although productrvrty and
effi 1crency are the largest contrrbutmg f actors in’ the composite benef it measure f or acquistions
}m manuf acturrng the decreasrng realization of these benefits: suggests that there may be a
drscrcpancy between either the capabrlrty of foreign direct mvestmcnt 6] of fer efficiency and

-productrvrty benefits or a drscrepancy between the admrmstrauon ‘and the intent of the -

screening polrcy The product varrety/rnnovatron compon nt which is the most contentious
4.\ '

N
ISR
i

: accordrng to crmcs of forergn direct 1nvestmer\t_ ls the largest ef frcrency component for new e

N\

busmesses

"”(cont'd) context of the mternauonal firm, subsidiaries may be operatmg inefficiently
within Canada while maxrmrzmg the parent's profrt ‘ L
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New busrnesses offer the composue effi 1crency benef it (C) about half as often as

acqursmons between 1979 and 1982. The averages-for both categorres show lmle change over

\
the period with a d-rop in 1981 and comparable‘scores in 1980 and 1982 of 80% in acqursmons

- and 38% and 45% in new busmesses Agam the relatrve]y low ef fi 1c1ency composrte may indicate

!
[

that new busmesses in the primary sector are coming in on less than efficient scale
‘ i The pro_ductrvny/ef fi 1crency component (Ci) also indicates that more‘product_ivirly ‘

_b'e’nef its are beihg of fered by acquisitions than by new businesses. The proportion is about two
to one. There is a shght and consrstent mcrease between 1980 and 1982 however, evident in

‘both acqursmons and new busmesses In reference to the product vanely component (Cm) the
percentages suggest that with the exception of 1980 acqursmons this benefit plays erther no roleq
: or only a negligible role in the prrmary sector composite ef ficiency measure. This'is a sector

~ specific effect. |

. The‘composile efficiency measure for the manufacturing sector is consistent with the

prirriary se_ctor data inathat t_he new businesses offer the compo_site eff icieney benefit less, by a
range of 7% to 23%. Both manuf actlrring categories are relatively high\, éhowever. oonlpared to—
the breakdowns for acquisitions and new businesses in 'the‘ prirnary sect.'or. The lowest new
busmess average is 60% and this fi 1gure represents the last quarter of 1979 rather than an annual
average. Otherwise, 72% of new busmesses approved offer some kmd of efficiency benef it for
the period, with a small range varymg from 71% to 73% This puts the composrte cffrcrency
measure for-manufacturing acquisitions consrstently higher than prrmary sector acqursmons
and about 30% higher than new busmesses in either sector. By.including the 1974 data in the
series, the decrease in composrte effi 1crcncy benefits 1dent1f ied by the Agency . also becomes

‘apparent. In particular, there is a drop in the produc%vxty benef its, of f ered by acquisitions in -

the prrmary sector that is slowly being reversed -

| In summary, the proporuon of efficiency and productrvrty benefits of fered by

: manuf acturmg acqu1smons shows a downward trend that converges with an increase in the

“‘ N

proportion benefits offered by p‘rimary'sector a‘cqursrtrons. The product variety/innovation
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component whrch is the most oontentrous benef it, is the most 1mportant ef fi 1crency component .
f oI new busmesses in manufacturrng Product variety' does appear 'to be decreasmgly important

however, reaching a low of 14% in new busmesses and 45% in acquisitions in 1982.

ii. CANADIAN PARTICIPATION

‘ The screening of mcomrng mvestment to increase the Canadran content of corporate
decisions may be vrewed as an mdrrect strategy aimed at 1mprovmg the effi 1cxency and the
productrvrty of f oreign- f irms. The Agency suggests that this crnerron relates to'the mdustry of
whrch the vendor busmess is a part, as well as the vendor ‘business rtself Partrcrpatlon is

‘ 1mportant in mdustrres with existing hrgh levels of f orergn control " (FIRA Annual Report
'1974 75: 9) or "with.signifi icance or sensrtrvrty [key sectors] W1th respect 10 government ' :
obJectrves (FIRA Annual Report 1978-79:4) Partrcular emphasrs has been placed on |
Canadlan partrcrpatron in the prrmary sector (Fl RA Annual Report 1978- 79 4) and this policy
is consistent with’ the requrrement of the New Errergy Program The Canadran parncrpatron

factor is benefrt (B).

Over the seven year perrod approved f orelgn acqursrtrons have of f ered benef 1ts

b

associated wrth mcreases in Canadlan partrcrpatron in 62. 5% of the new busmesses cased and in
+ 55% of acquisitions. The marked dfop i (’Janadran partrcrpatron benef its 1dent1f1ed in new
_business from a hrgh of 90% in 15'76 T7toa low of 42% in 1979-801i is f ollowed by a sharp
increase to 83% in 1980 81. I assume that the large increase in partlcrpatron benef 1ts of fered by
acquismons f rom '~20%nrn.1980=to 67% and .90% in 1981 and 1982. isa drrect response 1o the .
1mplementauon of the gOVernment s New Energy Program in 1980 —- o .
Wrthrn the primary sector ‘new busmesses are hlgher by about, 40% until 1981v when
there appears to be a convergence accompamed by an 1ncrease in partrcrpatron in both
' acqursruons and new businesses. Wrthln the manuf’ acturmg sector the new busrness are hrgher

" than acqmsmons by 10-15%, and consistent across the time period. The 1974 data indicate that

a substantral drop had occurred in partrcrpanon benef its rdennf 1e@the prrmary sector, f Tom’
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{

83% in l§7§1 ..tt;§2()% in 1980.1 cannot, however, comment on the nature of the drop because of
‘the break'in‘the scries. Manufacturing participation, on the other hand, increased between 1974
and 1979, by 13-14%. d

'iil. THE TRANSFER »OF TECHNOLOG Yv » : _ :

In its assessment of technological beneflts, the Agency .gives "considerable weight " 10
those investment proposals that mclude both the introduction of advanced technology
associated wrth new production processes, machinery or products and support for research
institutes in Canada (Supplement to the 1978-79 Annual Report 13; 1978-79:10; 1979-80:5).
This weighting of technologrcal benef its apphcs partrcularl» to the manufacturing sector ( FIRA
C Annual chort 1978 - 79: 19 1979 80 5). Grven the 1mportance of the technolog) factor in the
V mrugatron of the negatrve effects of truncation (Supplemcnt 10 the 1978-79 FIRA Annual
‘Report 13) and in light ol” the expected technologrcal contnbutron of foreign drrect mvestment

o manuf acturmg one would expect the proportron of manuf acturing proposals in which this
benefrt is identified to be comparable wrth the proportion of prrmary sector proposals that
increase Canadran partrcrpatron. This does not appear to be the case.
| According to the aggregate data reported in Table 7.1, the technologrcal component
- u(Crr) is the consrstently low contrrbutor to the composrte f actor in both acqursrtrons and new
busmesses ‘The respectrve period averages arc 26 6% and 19 8%. The sector breakdowns
reported in Table 7.2, indicate that there is no consistent trend for the technologrcal benefits
| rdentrf ied in the: prrmarv sector. The new business percentages are consistently 36% or lower and
there is'a drop in acquisitions f rom 40% 10 11% in 1981 f ollowed by a huge increase to 70% in
' 1982 The size of thrs increase is underlined in comparrson to the prevrous LWo-year average and
| in comparrson to the 1974 hrgh score of 56%. Technological benefits.are the most frequently
lrdentrf ied contrrbutrons of allowed cases for new businesses in the primary sector, although the
percentages are moderately low, fluctuating around the 30% mark in manuf acturmg

acqursr_trons and new businesses.
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- The technologrcal componem (Cn) is much less evxdem in manufacturing investment
than is the Canadian partrc1pauon component in either sector. In manuf acturing mdustrles
where technological innovation is intended to reccive the largest weighting by the Agency’
innovation is increased, as an identified benefit, by only 30%, whercas participarion benefits
identified increase by 90.7% over the time period.

Although the _ef ficiency and technological benefits offered by reviewable investment are
minimal if one examines only the numbers, these gains may be deemed even more neglible in
the context of economrc analysis.?* Foreign-owned subsidiaries are alrcady more diversif 1ed
than tesident-owned compames (Globerman 1979); ‘moreover, it is doubtful that the benef its
thought to be derived f rom the 1mportanon of new machinery, technology or productlon
processes will do anything to alleviate subsidiary dependence on imports, and even less to
reduce truncated R&D capacities. -

From the perspective of dependency theory, it is the stock of ‘ f or'eign direct invesurrem
rather than the inflows thet has resulted in the truncatipn of Lechnelogicai innovation and the
long-run effect on growth, This raises two. additional problems wrth FIRA. First, the Act does
* not intend to effect the quantity of foreign investment in.Canada (FI‘RA Annual Report

1976-77:25). Second the Canadian government acknowledges that the exrstmg
‘ “non-reviewable” forexgn direct investment will represent the major parl of foreign dll‘CCl
investment in the future (OECD 1979:9).

The point is that ownership, not regulatiorr appears 10 be the important issue.
.Moreov_er”', where identif ied"benetl‘itshave{shown a substamigl irrcrease/,)'s—iﬁthe‘Carnadian
participation actor. ACzilnadiarr pzrrticir)ation is, in the narrow-sense, a non-econofmic 'criterion.

1t does not effect the intemal logic of the f irm. The reeults of this evaluation indicatethal  .

FIRA is not effectively eliminating truncation. In particular, there are problems associated

2 Rugman (l980b 136) assumed that “the bottom lme of FIRA criteria would be
that "most types of foreign direct -investment would satisfy criteria (A), economic
compatibility and (C) efficiency and technology, with the other criteria presenting
opportunity for bargaining between FIRA and. the mvestor The expectauon for
criterion (C) is empirically off-based. .
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with the Act's attempts to deal with the efficiency benefits of {oreign invesiment and its

contribution to national technological derelopment.

a

FIRA's inadequat:y may be a guestion of the Agency's implementation of the Act.
More likely, it is a question of the content of policy. The important issue in terms of
dependency analysns is that the data suggest that the Canadtan economy is subject 1o the
negative cf f ects of structural dependency and unable to 1mplement ef fective economic strategy
A policy analysis of the effectiveness of FIRA may be scen as a preliminary step in the v
specification of the mechanisms that underly th’is component of mature dependency. T

R”ecen_t policy moves to Can’adianize energy through the National Energy Program, to_
exp:and F Ili}\ and-to ‘restructure the Canadian economy through revised industrial strategy have
.all been advanced and rescinded in t/arying degrees.: Moreover, the increased eff iciehc'y, ‘
produttivity and improved technological development criteria that are decmed erucial to the
conntrol of f oreigxt direct investment by the Agency, do not yield data to verify the Agenc’y's

claims to have had a great (or am) tmpact on the reduction of truncation.

o

1 suggest that thrs argument holds in sptte of recent increases in the amount of
&
Canadian participauon. On»the one hand; the initial f indings suggest that the 1mplementation of

a

the Act's screemng strategy may not be parttcularlv effective because mappropnate measures
have been taken to increase producttvrty benef its. On the other hand the dtscrepancres :rlav
indicate that the Agency s 1mplementat10n is mconswtent with its own pohcy Of course, the
inconsiStenCy may ’indicate that the screening process is doing\ something other than just
regulating [ oreign d‘i"rect inves’tmenut. In the case of FIR As the'screening process appears to be
: do.ing:'noth.ing at all. . |

The tnability, ot" the government to earry through with 1ts statgd objectives has been
due, i‘n part, to the negative vcrea‘ctionof the Qanadian business cornmu’nity. In part,‘vthe failure
s assoc‘iated with a fear of American retaliation. What is ironic is_ that in spite of‘ gevernment

policyjblunders, the extent of foreign ownership in Canada is, in ‘fact,‘w being reduced. It appears

that the general drop in investment brought about by the world economic recession has
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T A

accomplished what the Canadian gevernment has not been able to accomplish . Unf eftunately.
the positive eff ects of reducing foreign penetration probably will not show up for a long time.
Proyeclmg from current results significam effects would be lagged nine years. ln the mterlm
the disinvestment of foreign capital is likely to continue to lower economic growth in the
short-run. i

Bornschier (1980:167) explains that incentives to increase current levels of foreigd

direct investment will mitigate the short-run growth effect of disinvestment, but there are

. ) S
consequences if the str‘uclural effects remain unaltered. The vascillation in Canadian attitudes

towards foreign multinationals can only produce ineffective cconomic band- aids where radlcal
*3

surgery might better be the order of the day. Unfortunately, nauonahsm. pohues are unhkel\

10 be ‘popular during diff ic,ult economic times. The status quo will protect the multinationals.



_ VII, SUMMARY AND CONCLUSIONS

The Lnberal govcrnmem has pointed to the fall in forengn direcct mvcsrmcnl with
anabated anticipation. The general drop in investment levels has meant that the proportion of
Canadian industry controlled by non-residents has declincd stca’dily smce 1974. By 1977,
non-residents controlled "only" 64% of Canada's oil and gas mdustry 54% ofﬁpanuf acturing
and 53% of mining and smeltmg (Anderson, R. 1984). However, there appears to be a general
concensus.among Canadian leaders (wilh the exception of the N.D.P .) that the economic
impact of f oreig‘n disinvestment wilr be both "traunla;})c and very destrnctive, ('Anderson, R.
1984) . In consequence, _B(\m the Liberals’and the Conservatives are talking about how the

multinationals can be integrated into a policy f ramcwork that encourages loreign direct

mvestment to operate in harmony with Canada's economic objecnves ot

The problem with the dommam "let us live together and be fnends " phrlosophy is that
it complelely ignores the economic problem that is unique to Canada ‘This problem is the- k
structural problem assocxated with the fact that Canada is host to more mulunauonal s
enterprises than any other country in the world The tendency of Canadian leaders to avoid
dealing thh the ex1sung control structure of foreign caprtal has resulted in confused and
inef f eclive economiic pohcy We have ended up with mef fective polrcres such as the Forergn

Investment Rev1ew Act that have attempted to secure varlous types of benefi xts from,

multinatxonals . . _ o ‘;

f orexgn dlrecL mvestmem inflows will have a posmve ef fect on economic g};wth I L

long run the negative effects of orelgn penetratron will become more ev1dent 5‘%5 the mﬂowﬁf

A T

fresh foréign capital decreases, ownershlp and control of the hosst econon;y Vﬁcontmue to ~ &

grow despite the loss of the positive effect of new.capital.

147
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A common misconcepiion among the critics of the dcpcndcnéy perspective is that rich
countries cannot be dependent. Even where acadcmlics refer to the historical continuity between
Canada's early reliance on British po‘nf olio investment and Ca‘nada.'s later dependence on
American foreign direct investment, Lhey st want to distinguish between the ef ectof [ oreign
penetration in the industrialized and the non-industrialized world. The ahomoly of Canadian .
economic development has led many social scientists to demand a distinct methodological
approach to the stiidy of Canadian capitalism (Drache 1983). Canada looks greai)i‘n ter.ms of
wealtﬁ and welfare expenditures, and piﬁf ul in 'tcrms of research and development ;
expendit'ures, manﬁfactured exbdrts. foreign control and foreign indebtedn.ess. Canadians thus
face the problem of identifying the mecha.n'isms whereby a f ully;integr::ited capitalist economy
has come to its relative demisc in the world ecénomy. |

What the ‘Cbanadian and vhe d‘ependency perspectives do ha‘vc in common is the belief
that economies c'a'plnol‘be treated as if they were closed systems. What the dependencia’and
Canadian political 'eeonomists have in common is the belief that the contextual specificity of

historical analysis cannot be modelled empirically. I .have argued that empirical analysis is also

necessary. What is needed is a modification ifi methodology that enables the researcher tQ

“?

account for both history and context.

The commitment of current empirical depéndency research to the cross-séctional study
( N

i . .. a3y L0 o ‘e
of large samples of countries has,’in part, obscgfed historical context. First, structural’
ARk

distinctions that differentiate diff ereht types of dependency are likely to be obscured. Second, -
“.static designs cannot pick up changes in depénsienc‘;l effects over time. These issues are

- particularly relevant for Canadiaﬁ depend‘e.ncy because the long-term n'egative ¢f fects of oreién
"-J‘c__g,piiral penetration are isolatcd to the post-1960 period of mature dependency. By using a time
:series, design for analﬁysis, I have been able to diff erentiate historical pe{iods and thereby bridge
the nﬁethodological rifi between historicist, devpendencia, and empirical approaches to

»

dependency research. \ :
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) pendency involves an external rehance on f oreign caprtal an alliance between &

'mtemauonal and domestic capltalrst interests and an invitation to foreign capital t0 mvest

Trade dependence is not all there is 10 dependency. Rather it is- external rehance. Trade

Y ‘

dependence’is a quesuon of linkage that is related to structural dependency through

AN .-
organrzauonal aspects of the multrnatronal enterprise. Although trade patterns ref lect structural

: dependency, they r\\am toa large extenl an external f eature of an economy. Foreign drrect °

1nvestment in comrast becomes a strong internal orce within.the host economy, parucularly
where the investrment is concentrated in the host s manufl acturmg sector. Where penelrauon is
e)gtensive, as-it is in Canada, trade may bypass the world vmarket completely thro.ugh 'the ,
mechanism of intercorporate _lransfers. The point is that no matter how bad Canada's trade
prof ileap'péars,' the dererminative causal str‘uctures rests with the issue of f oreign pcnetrat‘_i'on.

. The mature dependenl is. drsUnct f rom the Third World dependent because the rich state
has the resources to 1mplement effectlve polrcy In contrast to the "f unctional incompleteness”

evrdem in Third World economres the rich economy is mature in the sense that it 1s both fully

1ntegrated into the world gconomy and capable of generatmg the domestic capnal necessary to-

\support national industry. In the long\- run however the mature dependem comes Lo resemble

° 5

the Third World dependem in one ‘important aspect. The mature dependent experrences a

1

stagnatron in economic growth that results f rom the mcreasmg stock of forergn drrecl

5.

mvestment unaccompanred by the benefits assocrated W1th new fk()rergn rnvestmem inflows.

Current cross -national research mdrcates that forergn caprtal penetratron is the most

,srgnrf 1cant predrctor of economic growth among the developmg nauons The rnabrhty of

-

researchers to replicare this finding for rrch countries hmges on the failure of researche_rs_ to pay
any'rnore'than lip service to the distinctive characfcrrsties of tich country dependents. This
distinction Tequires rnore,rt‘han the simple inclusion of rich countriedin cross-national samples.
Entpirical research must p‘rogress from cross-national- "tes " of dependency toward the
demonstration vof dependency effects T one country oyer time. The strength of the empirical

demonstration lies in the ability of time series design to combine historical context with

Il
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sophisticated analytical technique. Dependency research on Canada requires the examination of -

‘the long-term conditioning of the Canadian economy by American direct investment. It also
A - , , .

requires a search for sectoral ef fects and the identif i"c‘ation of thte relevant time period for

mature 'dependency.

The history of foreign investment in Canada can be

'

Canada s critical period of development, the bulk of forciZii
. ] 0

Brmsh investment typically involved debt capual and portf 0110 equmes mvestments that
~improved material conditions with few 1mp11cat10ns for f orelgn control. Wuh the world wars,

American d_jrect investment came toﬁpredorninate in’volume and in concentration in Canada's

\

key sectors. The alliance between Canadian capitalist interests and the interests of American

dlrect mvestment are evident as early as 1900.

Canadian economic pohcy was 1nmally fnotivated by a desxre to ensure Canada’ 'S trade -

: monopoly in staple exports. The subordmauon of mdustry was nol the intent. Tariff barriers
were set up around Canadian manuf acturmg and other 1nducements to f oreign mvestment were
off ered irr order to ensure that the Amencans would take charge of mdustrv whlle the Brmsh

f manced the mfrastructure for trade. Clearly the alhance between Canadxan capltallsts the
/

Canadlan state and oreign capxtal af fecte? the mechanism of accumulation. As the American |
/

multmauonals came 1o assert thelr economic dommance the dependency structure was set in
place. R e 0
- -After the post-WW I1 American push to buy Canada had slackened , the negative

: ' : ¢ R o Lo ; .
. effects of the extént of .ownership became evident. The post-war boom period more than

doubled the‘proportion of Ameriean 1 ng-term investfnent in Canada compared to t'ne pre-1926
. period. Between 1946-and 1960 Ameﬁcan direct mvestment accounted f or over 70% of the

increase m AMencan long term 1nvestment and 54% of thc increase in. total long term

,

-

investment. Not only did American direct investment exploxt existing 1nvestmen1 opportunities,
it created them by molding the structure of the Canadian economy to suit continental needs. ' \.

These needs are reflected in the extent of American ownership in mining and smelting,

¢ Toee s
k3 )

=~

¥
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petroleum and natural gas and manuf actunng Canada came to supply the Umted States with

both the industrial raw matenals necessary to supplemem the wletmg Amencan reserves and

A}

an essential source of: f orelgn income from manuf aclurmg m@estmems The loss of Canadlan

- access to British portfolio investment and markets af ter WW IT canﬂ@nly be of f ered as a parual

2 uef

explanation of the. accelerauon and extent of °Amer1can dlrect investment.-The more 1mportant
explanation is the support of the Canadian state. The Canadian state has always been
committed to private accumulation, and American direct ingrestment has been the readiest

N N\
source of capital.~

w

«.

The ‘retiance of the mature dependency explanation @f the structural problems of the -

Canadian economy is strongly supported by the data analysis. By far, the most important
finding islthe long-term negative effect of aggregate American direct investment on Cana_dian

economic growth. According 10 the final model (reduccd form OLSQ equation), every dollar .

9 \

change in Amencan direct investment reduces change in Canada’s GNP by $1.92 after the
vinvestment' has been around' for.nine years during the post-l%Q or mature dependency period.
As predicted by dependency thedry, the long-tcrm negative eff ect'is evident despite short-term

positive eff ects of change in American direct investment on both change in gross domestic fixed
3 A
capital f ormation and ch‘ange in economic growth. The immediate effect of change in American

direct investntent on change in GNP indjcates that for a change of one dollar of incoming

" investment change in growth inereases by $.97. Similaa&, the i,mmediate;ef f ect’: of change in
. o 20
American direct mvestment on change in Canadnan capital formatjort 1s 1 .08. A

The robustness ‘of Lh&,ﬁndmgsvf or the effects of American direct mvestmem is
snpported by the results for the effects of change i American long term mvestmen{ on change
"in Canadian economic growth, The estimations for American direct and AmericamJong- term
in"\-/estmen.t are éxtremely closJ; the long-term investment effects on growth are slightly smalier
thari the direct invesfmenl effects, whereas the»long‘-terﬁm investment effects of gross fixed
. L

«capital formation are slightl% higher. For the post-1960 period, every dollar change in American

long-term investment in Canada reduces.change in _GNP by $11.4O after a nine-year lag. The

B
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short-term effect of change in American long-term investment on change in growth is .80. The

short - term effect on change in gross f 1xed caprtal formation is 1 05. Furthermore the findings

for the eff ects of Amencan portf olio investment indicate that the long-term mvestmcnt effects

are determmed by the dtrect investment component
gi

Both sets of aggregate f mdmgs provrde strong support for the dependency argumem
that foreign capital penetration is, in the long run, Slgl’llf rcantly related to lower subsequent

economic growth. This finding holds despite the posxtrve ‘growth ef f ects of short-term
.4
American inVestment. The importance:of the findings are. enhanced by their apphcatron toa

4

' non-peripheral but yet dependent country. The change in effects evident after 1960 supports
the argument (t“hat the subsequent period of Canadian economic history may be described as a

pertod of mature dependency. Substantrvely my delineation of mature dependency coincides

R
v

with Levitt's (1971) description of 1960 as the begmmng of a new phase of Amerrcan corporate

1mper1a11sm Her specifi 1catron of the 1960 threshold was remarkably accurate given that she
on]y had data to 1965, o L i e

The sectoral breakdowns of Amerrcan drrect mvestment alsp support the apphcabrlrty

4’9‘,

- of the mature’ dependency‘model to the Canadxan case. There is some evidence of a negatrve
- effect of \change in American drrect mvestment in both mining and smeltmg and petroleum and

natural gas f or the post 1960 perrod But the truncatron of the two series du€ to mrssmg data

~

may explam why the long-term f mdmgs are not srgmf icant. Also; the stability of the Amencan

direct mvestment levels in three sectors for the perrod may be operatmg to sustain the large and
' A
posrtrve short-term effect of change in Amerrcan dlrect 1nvestment on chdnge in growth L
Comparable to the aggregate findings, change in Amerrcan drrect investment in mmmg and i

a1

smelting has a short-term positive effect-on change in gross fixed capltal formation of 99 in

b

contrast to the aggregate findings, the effect of change in Amerrcan drrect mvestment’on
change in short-térm growth is § 99 or over six times as large. The strength of the posrtrve
P
short-term eff ect in combmatron with the stabrltg of 1evels of American drrect mvestment

probably has a strong mitigating effect on- the Tong - term eonsequences of Amerrcan
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For the petroleum and natural Ig)as series, change in American direct investment has a
, e ‘

i

short-term positive effect on ¢change in Canadian gross f ixed capital formation equal to .93.

The shiort term effect on change in growth is over twice the size of the aggregate effect, at 2.21.

Although the short-term effect on grdwth is smaller than the effect for the mining and smelting
)
serres its relatrve strength in comparrson lo the aggregale series suggests that the long term

\ef ﬁects of American penetration will also be mediated, to a large extent, aglong as the levels of

mvestsmem remam relatrvely stable

a

The short-term effects of change in American direct mvestmem in manuf acLunng are

larger than the aggregale series effects for both gross fixed capital f ormauon and economic

AN
\

growth, Every dollar change in Amerrcan dlI‘CCl mvestmerff in manuf acturmg wrll increage -

change in gross flxe% capnal f ormauon by $1 16 and-change in GNP by $1. 25 There is,

Ty

“however;’ some mdrcapign that the dependency relauonshrp in this sector requrres a different

long-'term lag suﬁi’fcture,f or accurate modelling. This is suggested by the negative covarrauon of
aggregate\change in Amerlcan direct investment and the manuf. acturrng series, durmg the 1960's.

The burldmg of a 10ng1tudma] rnodel for Canadran manufacturing investment xs a task for

-

f urther research ‘

The d“e_monstrati'on of a negative long-term effect of American direct investment on

AN ’ .

" Canadian ecohomie growth provides a critical test of dependency theory. The results indicate

strong evidence for the ex‘ist‘,énce of mature depen_dency. Nevertheless, the f indings must be

Arﬁterpreted as a prehmmar\ step in empirical dependency research..

Dependency theory is a general Statement about the relauonshrp between economic

‘imegfation imo the world system and nauonal development. Emprrlcal research on economic

dependency rs a narrow delineation of the structure of the relationship between aggregate

foreign caprfLal penetratron and economic growth The task of future empmcal research is the

specifi 1cauon of the mechamsms by whrch the negative structural eff ect of foreign capital

penetration has come to ‘determi‘ne economic growth.

o
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Researchers suggest that the rehance on retamed earmngs for the expansmn of the stock
of foreign capltal may be the determmmg faCtor of dependency It may be that retamed
earmngs do not dxsplay the spread ef fects associated with new foreign investment: “"There may
also be an assocmuon between economic growth and the concentrauon of the stock of foreign
capital. |

. ,:Wh‘a\t is.probabl.y more unf ortunate than the fact that Canada is a ma_turewdepende'm is
the faci.'that Canada has not been able 1o do much about it. The basic misconception evident in

Canadxan economic policy is the underlying acceptance of both the presence of and need for

_extensive Amerlcan direct investment. No attempts have been made to alter the exxstmg conlrol

structures, nor has there been any attempt to limit the amount of incoming mvestmem except

in. the case of the Candian petroleuny mdustry Aslong as the Canadian governmem refuses to-

‘ acknowledge that there exists an inevitable trade off between long-term economic ‘growth and

reliance of multinational investment, there will be no structural solution.
Instead, Canada keeps on trying to make the best of a ba‘d‘situation'. The:
implementation of the Foreign Investment Review Act in 1973 was a politically astute move on

. . .
the part of the minority Liberal government. The Act came at the peak-of -negative-public and

official opinion of foreign direct investment. The Act quelled nationalist grumblings ta some
-extent in that it proinised to expand its mandate in the near future. Of course, the expansion of

‘FIRA's powers was quickly forgotien when public opinioh changed in 1977. Yet thefe remained

the hope, at least among the nationalists, that some FIRA is better than no FIRA:
Unf ortunately my evaluauon of. FIRA S perf ormance indicates that. there is'all too” little to
choose) between these alterna_txves .
FIRA was probably doomed from the start. It was based on the misconception that if
r . N
properly centrolled, multinational activity will transfer technological and managerial benefits to
the host’ Accbrding to the organizational theory of. oligOpolisti¢ 'édvamage within the

El

multinationals, however the transfer of benefits is largely Contradlctory to the prof 1tabnl§m%f

firm- specxf ic advantage. Screening direct innvestment w1ll have v1rtually no effect on the
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structural relatidnship between growth and penetration because the negative growth effect.of
reinvested earnings cannot be altered by‘ scree'ning for other types of benefits.

The ef fi 1c1ency and technologrcal benefi its 1dentrf 1ed by FIRA in its own reports over the
last eleven years have:been minimal. These small gains may be deemed even more neglible in the

g

context of economigrs lysis. The main com’ponent of the eff iciency benef its has been the

>‘ increased drversif ica, 81 of production. Foreign-owned firms are already more diversified than
resideﬂt-ownéd cornpa'hies. MereOVer, 1t is doubtful that the benet its thought to be derj;ved
from the -imgortation?,o_f new machinery, technology or psoduction processes will do anything to
| alleviate subsidiary dependence on imports. It is even less likely to improve research and
development capacities. | | |
~ The latest bramchrld of Canadian thmkers is the idea of world product mandating
(ﬁugman 1982; Wolf- 1982; Etemad 1982) It is suggested that the advantages of f orergn direct
| investment can be maximized by mandating Canadian subsrd-rarres to develop, manufacture and
_market specific prdducts for the world 'marltet instead of sirnply\assemhling or imgcrtaing a - |
- small volume o a wide range of prdducts for the Canadian market. '
"“If foreign multinational cornr;anies ate encouraged to pursue the world product
mandating strategy, the benefits that they generate by way of significantly improved
export earnings will more than offset ... transfer pavments resulting from dividends
paid to parent compames (Megarry 1983 7) ) ‘ e <
Currently subsrdtes for research and development are available to all firms in Canada, on a
nondrscrrmrnatory basrs The new Conservatrve proposal being debated would restrict
government grants for research and development to those subsidiggies of the MNEs that can =/

4
secure a world product mandate.

Vo

\ Rugman (1982 74) descrrbes the adoptron of a world product ‘mandate strategy as;
one of the most 1mportant pubhc pohcy initiatives in Canada todav Its repercussrons .
g0 beyond the basic . issue of technological development, and affect the structure of
“Canadian industry in general. :

The structural change ) Jwhich Rugman refers is the associated move away' from the protection

that encourages MNEs to enter and esH gh branch plants of the American parent firms. He

suggests that the reducuon of tariff and’ nontarrf f trade barrrers will mcreasmgly expose ‘

- u.’ B R i .
o e {&. L 3
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Canadian industry to international compelmon This exposure r/zqunres increased access 1o
technology 1f Canada is gomg to survive in the global marketplace. Unfortunately, such e
decentralized ﬂ‘{andatmg conflicts with par’f irm maintenance- of 1ts internal mark_el to avoid
the nsk of dxssnpatlon of firm- specnf ic technological advantage (Rugman 1982: 75) The

_ reluctance of the parent firm to decentrahze control of the research and developmem function

is likely to thwart conservative pol1cy

"The key to changing Canada s economic structure may be the nallonaluauon of .
mdusiny Depcndency results from e;tenswe forelgn capital penetration and :de cumulatnon of
“stocks of tzorelgn direct investment: Ownershnp is the issue, not regulanon To some extent, the
recent world economlc recession may ﬁave accomphshed whal the Canadian govemment has
failed to accomphsh The amount of American ownershxp has declined. Whetheror -not the

decline will continue until an acceptable level of ht oreign penetratlon exlsts is open Lo
,question Canada is losing the shorl-térm benefits associated with high levels of American
direct mvestmem at a time when the long:term negatlve effects dominate the structure of
Canadlan economxc growth. Theref ore, if the present trend toward dlsmvestment continues,

- this decade will be a poor-one for. Canada. 1 the sxgmf icant decrease in Amerlcan direct

investmem,comiriues, howeverf, Canada's economic condition may 1mprove in the future.
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Some Guiding Pr

'Foraign-controlled businasses n

Appendix 27

Canada

are expected to operate n ways that will
bring significant benefit 1o Canada To this

end they should pursue pohcies that

will

foster thewr independence 10 decision-making.
their inovative and other enuepreneuna!
capabilities, thew efficiency. and therr
identification with Canada and the
aspiranons of the Canadian people

_* Within these general objectives. the
following principles ‘of good corporate

behavior are recommended by the Canadian
government. Forengn-comrolled firms n
Canada should . .

1.

Pursue- a high degtee of autonomy in,
the exercise of decision-making and
nsk-taking functions. ncluding

innovative activity and the marketng of

- any resulting new products

Develop as an integral part of the
Canadian operation. an autonomous

- capability for ‘technologncal innovation,

including research. development..

en_gineenn'g, industrial design and
_ preproduction activines; and for
. production.

marketing. parchasing and
accounting. C -

Retain in Canada a sufficient share of
earnings 1o give strong financial support
10 ite growth and entrepreneunal

‘potential of the Canadian operation. -

having in mind a fatr returnto

_shareholders on capital nvested.

Strive for a full international mandate
for innovation and market development.

201
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8.

-~

“ncluding 2@ majonty

inciples of Good Corporate Behaviour

when it will anable the Canadian
company to tmprove s efficiency by
specialization of productive operations

Aggressively pursue and develop
market opportunjties throughout
international markets ‘as waell as N
Canada - ‘

- . . & .
Extend the processing in Canada of
natural resource products 10 the
maximum extent feasible on an
economic basis

Search out and develop economic
sources of supply 0 Canada for
domestically produced goods and for |

-professional and other $arvices.

: »
Foster a Canadan outiook within
management, as well as anlarged career:
opportunities within Canada. by !
promoting Canadians 10 senior and
middle management positions, by
assisting this process with an effective
management training program. and by’
“of Canadians on

" poards of directors of all Canadian

10

companes. in accosdance with the spuit
of federal legislative intatives

Create a financial structure that
prowides opportunity for substantal
equily participation”in the Canadian
enterprise by the Canadiar pubhc.

Pursue a prcing policy designed’ to -
assure a far and reasonable return to
the company and to Canada for all

.goods and services sold abroad.



Appendix 2/, cuntinued

'

nr)cludmg sales 18 patent companies and
other athhiates In respect ol purchadses
from parent compares and attihates
abroad. pursue d pncing pohicy designed
to assure that the terms are at least as
favourable as those otered by other
suppliers

11 Regularly pubhish snformation on the
operations and hinancral pesition of the

fem |

f
12 Gwe appropnate support to rscognized
national objectives and established
*gavernment programs. while resisting
any direct or indrect pressute from
foreign governments or associated
companies 1o act in a contrary manner

13  Parnicipate in Canadian social and
cultural hfe and support those
institutions that are conterned with the
intellectual. social. and cultural

"advancement of the Canadian
community

14 Endeavour to ensure .that access to
foreign resources. including technology
and know-how. 1s not associated with

terms and condiuons that restrain the
twm from observing these principles

The Punciples of International Business Conduct were
devised by the mnister responsible for the admunistration
of the Foreign investment Review Act i 1975 1o help
answer the Question, "What does the Canadian
government look for in assessing signihcant beneht to
Canada?” While the above principles are not direcily
related to the admnustration of the act. they will assist
mvestors by ‘elaboraung on what Canada expects of
foreign nvestors : \

|
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< Appendix 28

Measures to Increase pBenefits and Reduce Cosats of

Foreign Direct lnvestment
MIASURES TO INCRI AST RINFFITS AND REDUCT COSTS

OF TORTIGN DARI €Y INVISTMINT

Guidelines of Good Corporate Citizenship

A further response to growing forcign control was the issuance in 1966
of guiding principles of good corporate behaviour for Canadian subsidiaries
of forcign firms These were announced by the then Munister of Trade and
Commetce, the Honourable Robert Winters.

The puidelines provide as follows: e

(a)
(b)
(¢)

(d)

(e)

(O

(g)

(h)

(1)

(1

- (l:)

pursuit of sound growth and full realization ol the company's
productive potential, therehy sharing the national objective of full
and effective usc of the nabion’s resources,

reahzation of maximuym competitiveness through the most effective
use of the company’s own TesOurces, recognizing the desirability
of progressively achicving appropriate specialization of productive
operations within the internationally affiliated group of companies,
maximum development of markct opportunitics in other countries
as well as in Canada,

wherc applicable, to cxtend processing of natural resource products
{o the extent practicablc on an economic basis;

pursuit of a pricing policy designed to assure a fair and reasonable
return to the company and to Canada for all goods and services
sold abroad, including sales ‘to the parent company and other
foreign affiliates; k ‘
in matters of procurement, 10 search out and develop economic
sources of supply in Canada;

to devclop as an integral part of the Canadian opcration wherever
practicable, the technological, rescarch and  design capability
necessary to enable the company to pursuc appropriate product
development program?hcs so as to take full advantage of market

_opportunities domestically and abroad;

retention of a sufficient share of eamings to give appropriate finan-
cial support to the growth requirements of the Canadian operation,
having in mind a fair return t0 shareholders on capital invested;
1o work toward a Canadian outlook within management, through
purposeful training programmes, promotion of qualified Canadian
personnel and inclusion of -a major proportion of Canadian citizens
on its board of directors;

to have the objective of a financial structure which provides oppor-
tunity for equity participation in the Canadian enterprise by the
Canadian public; -

periodically to publish information on the. financial position and
operations of the company; and

RN



.Appendix 28, continued

N !
.

- (1) to give appropriate attention and support to reccognized: national®
\ objectives and established government programmes designed to fur-
" ther Canada’s economic development and to encourage and: support
Canadian institutions dirccted toward_the intelléctual, social and ‘
cultural advancement of the community. L S

As the guidclines are not in any way compulsory, they constitute only
a limited form of moral suasion. . - . e "

Following Mr.'\’k’i'mcrs‘,lcuer to. the 3,500 active foreign subsidiaries '
(designated within this study as the “réport‘ing’_subsid'xan’cs"'), the co-operation

-of the largerisu’bsididri:cs was requested in providing information that would

enable ‘a continuing assessment 1o be. made- of their ,bc'haviour.-.‘ About 400
respondents representing.nearly 1,000 companies were asked to teply annually
to -a questionnair_é from the Department of Industry, Trade "and- Commerce
which ‘would enable the government fo develop a clear understanding of quan-
titativeand qualitative impact of subsidiaries on the Canadian economy.

While most subsidiaries have.been willing to cooperate in this voluntary -

"prOgra-rhmc,_a number have. not. Morcover, since the survey.'does not apply

also to Canadian controlled firms, no yardstick exists against which the per- -
formance- of the foreign controlled firm may ‘be’ measured. . ; .
No evidence is available to suggest that these voluntary guidelines have

~had a major.impact upon the behaviour of foreign controlled subsidiaries.
“They do not have the force of-law. Firms which respond to them may find

that they are entering into practices which their competiters are not prepared

" to make.
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