Canadian Issues

Canada and Foreign Direct
Investment in North America

oreign direct investment has been

a very dynamic, strategic mecha-

nism in processes of international
capital restructuring, as reflected in the
great importance that corporate acquisi-
tions and mergers have had since the
1980s, particularly in developed coun-
tries.] We must also remember that,
today, worldwide foreign direct invest-
ment implicitly includes global trade
because of the close ties between the two.
This is not only because of the increasing
weight of multinational corporations in
international trade flows, but also because
of globalized production processes, inter-
national subcontracting and the new
forms of organization of production with
a world division of labor and intrafirm
and interfirm trade on a world scale that
increasingly connect investment and
trade.

The United States has played a fun-
damental role in the world economy as a
provider of foreign direct investment
(FD1). In fact, during the post-war boom
that brought U.S. economic predomi-
nance, its direct investment abroad
became a central instrument for consoli-
dating its hegemony and establishing its
leadership.
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Canada and Mexico have both been
closely tied to the United States, not
only geographically, but because they
tended to gravitate around the U.S.
economy for much of the twentieth cen-
tury, and nothing seems to indicate that

the twenty-first century will be much

different. The participation of both
Canada and Mexico in the North Amer-
ican bloc has been asymmetrical with
regard to the enormous U.S. economy.
Foreign trade statistics are particularly
revealing, since both Canada and Mexico

make more than 80 percent of their inter-
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GRAPH 2
FOREIGN DIRECT INVESTMENT OUTWARD STOCK BY INDUSTRY, CANADA AND THE UNITED STATES
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Charts made using data from the UN World Investment Report (1999).

national sales to the United States and the
lion's share of their foreign investment
comes from the United States. In addition,
the U.S. economic cycle is increasingly a
determining factor in the evolution of the
economies of the United States’ neigh-
bors both to the north and the south.

Nevertheless, Canada’s and Mexico's
relationships to the world economy are
different, which can be seen if we ana-
lyze the role each plays in investment in
the rest of the world.

Graph 1 shows incoming FDI in North
America in 1998 as well as investment
made abroad by Canada, the United States
and Mexico, including intraregional FDI

in both cases.
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It is immediately clear that the U.S.
role is overwhelming, both in terms of
incoming and outgoing FDI. If we look at
the role played by Canada and Mexico as
targets for world investment, we see that
for the same year, 1998, Canada received
7 percent of the FDI in North America
and Mexico, 5 percent.

While this difference is not consider-
able, the panorama changes when we exam-
ine the role played by both countries as
providers of FDI. Mexico provided 1 per-
cent of all FDI originating in North America,
while Canada contributed 17 percent.
Canada has an increasingly important role
as an international investor. Thus, we

can see that Canada and Mexico receive

a similar amount of FpI, but there is a
very important difference in the invest-
ment each makes abroad.?

One important factor that explains
these differences is the degree of devel-
opment of each country’s multinational
corporations. Canada has very large multi-
nationals like Northern Telecom, Noranda,
Bombardier, Alcan and Seagram. In fact,
the United Nations World [nvestment
Report for 1997 puts Seagram first in the
world’s top transnational corporations list
in terms of degree of transnationality.® The
Canadian company Thomson Corporation
rates third on the same list.*

Along these same lines, in an inter-

esting work about FDI in Canada, Alan
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Macpherson says, “Major Canadian
manufacturers such as Northern Telecom
continue to employ more production
workers in the United States than in
Canada, domestically owned resource
companies such as Alcan and Noranda
have become familiar names in south-
east Asia, and such retailers as Safeway
and People’s Jewelers now earn signifi-
cantly more from their foreign operations
than from indigenous sources.”

In contrast, Mexico's multinationals
are less developed: it has only a few
notable multinationals, among them
Cemex, a cement producer, and Televisa,
which has managed to place its televi-
sion programming internationally.®

It is interesting to note that Canada
rates high on the United Nations' Trans-
nationality Index of Host Countries.”
The following table shows that Canada is
in second place, surpassed only by Great
Britain, among the worlds seven most

industrialized countries.

TRANSNATIONALITY
INDEX OF HOST COUNTRIES

Country Percent
Great Britain 16
Canada 14
France 9
United States 6
Germany 5
Italy 5
Japan 1

Source: United Nations, World
Investment Report (1999).

Graph 2 shows foreign direct invest-
ment by the United States and Canada
by industry. It is important to note that in
both countries, investment is dropping in
manufacturing and increasing in ser-
vices, although to differing degrees,
given that the change is greater for both
in the United States.

Another salient point is that Canada
has invested a considerable amount in
natural resources abroad. From 1988 to
1997, this kind of investment only
dropped one percentage point, to 33 per-
cent, while only 7 percent of U.S. direct
investment abroad was in the primary
sector in 1997.

Canadian interest in this sector is not
surprising since Canada is rich in raw mate-
rials itself and is an important raw material
processor and exporter. Nevertheless, the
situation has changed to the extent that
Canadian corporations have made impor-
tant foreign direct investment in compa-
nies representing a great variety of other
kinds of productive activities.

Canadian capital has actively partici-
pated in these processes of world con-
centration and centralization of capital,
which has made for changes in property
patterns and traditional forms of busi-
ness organization. In 1998 alone, the fol-
lowing Canadian companies were involved
in major acquisitions worldwide: Northern
Telecom, Ltd. acquired Bay Networks,
Inc., in the United States; Teleglobe, Inc.
bought out Excel Communications, Inc.,
of the United States; Canadian National
Railway Co. secured Illinois Central
Corporation, of the United States; Epic
Energy, Inc. purchased Dampier Bunbury
of Australia; and Placer Dome, Inc.
acquired Getchell Gold Corporation of the
United States.

However, the purchase of Canadian
companies like Connaught Laboratories,
Leigh Instruments, Lumonics and Mitel
by foreign firms has caused some concern
because they are all technology innovators.
In recent decades, the development of
technology has been a central concern of
the Canadian government, aware of its
importance in maintaining standards in

international competition. KM
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