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Canada and the United States share a deep economic relationship marked by intricate supply chains and
infrastructure networks. While the performances of the two economies have diverged for brief periods,
indicators, such as real gross domestic product and employment, typically show a tight common trend
over the long term. The period from 1961 to 2001 in Chart 1 underscores the interconnectedness of both
economies.

During this period, annual labour productivity growth averaged 2.3% for both countries. Stronger growth
in Canada relative to the United States in the mid-1970s and early 1980s was balanced by slower growth
in the late 1980s. However, the significant and prolonged gap in labour productivity growth between
Canada and the United States after 2001 stands as an unprecedented development compared with the
previous four decades. From 2001 to 2021, the United States observed a moderate deceleration in labour
productivity to 2.0% per year, while Canada’s growth rate fell to 0.9% per year.

Chart 1
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Sources: Authors’ calculations using Statistics Canada and Bureau of Labor Statistics data.
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Spotlight on data and research The post-2001 productivity growth divergence between Canada and
the United States: The role of the information and cultural services industry

This article summarizes recent research by Gu and Willox (2023) at Statistics Canada, focusing on the
information and cultural services industry’s competitive intensity and its role in the Canada—U.S. labour
productivity gap since 2001. The information and cultural services industry stands out because of its
significant contribution to the slower labour productivity growth in Canada’s business sector from 2001 to
2019 compared with the United States.! While labour productivity growth in the information and cultural
services industry from 2001 to 2019 was nearly two-thirds higher than it was for the business sector in
Canada, the same industry in the United States recorded growth nearly four times higher than the U.S.
business sector. The key motivation for the study was to understand how such a large disparity in
economic performances can persist between two highly integrated economies. The high degree of
integration that promotes sharing of the technologies and innovation that drive labour productivity growth
should make the growth in one economy achievable in the other over the long term in the absence of
market failures. The study’s main finding is that higher levels of market power in the information and
cultural services industry in Canada compared with the United States are an important factor in explaining
the two-decade-long divergence.

The significance of the divergence between Canada and the United States in the information and cultural
services industry is especially stark when comparing its performance before and after 2001. In Canada,
the industry’s average annual labour productivity growth dropped by 0.98 percentage points, from 2.50%
(1987 to 2001) to 1.52% (2001 to 2019), while in the United States, it experienced a remarkable gain of
6.37 percentage points, rising from 1.42% (1987 to 2001) to 7.79% (2001 to 2019).

This divergence in labour productivity growth in information and cultural services in the two countries can
be traced to three contributing elements: capital intensity (the amount of capital used by workers), labour
composition (shifts in the workforce toward higher skills, education and experience) and total factor
productivity (TFP) (efficiency in production influenced by technology and innovation). Capital intensity
can be further categorized into information and communications technology (ICT) and non-ICT capital
intensity.? In the information and cultural services industry, the contribution to labour productivity growth
from ICT capital intensity decreased by 1.68 percentage points in Canada (from 2.15% to 0.48%) but
increased by 0.87 percentage points in the United States (from 2.19% to 3.06%). TFP growth in Canada
rose from -0.10% to 0.52%, a positive shift of 0.61 percentage points, whereas TFP growth in the
United States saw a substantial increase from -0.83% to 2.81%, a shift of 3.64 percentage points. In
terms of shifts toward more skilled workers, Canada changed little from 0.15% to 0.16%, whereas the
United States saw a substantial increase from 0.17% to 0.49%.

In addition, a lack of competitive intensity in the information and cultural services industry allows dominant
firms to gain market power, which enables them to set higher prices without the threat of being undercut
by competitors; this leads to higher prices for consumers, including individuals, governments and other
businesses (see Chart 2). From 1987 to 2001, the information sector’s output price grew slower in
Canada (0.79% annually) than in the United States (1.75%). However, from 2001 to 2019, Canada’s
output price accelerated to 1.18% annually, while the U.S. price declined by 0.07% annually, contrasting
with trends in the broader business sector.

1. Comparable data for Canada and the United States by industry for Table 1 were available from 1987 to 2019 at the time they
were accessed on July 9, 2023.

2. ICT capital inputs include computer hardware, telecommunications equipment and computers. Non-ICT capital encompasses
all other forms of capital assets, excluding ICT.
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Chart 2
Information and cultural services gross output prices
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Sources: Statistics Canada; Bureau of Economic Analysis; Bureau of Labor Statistics; and authors’ calculations.

These changes in output prices coincided with the nadir of the dot-com recession. In the aftermath of this
recession, only the strongest competitors were left to absorb the displaced labour and capital resources
of weaker, less competitive firms, according to Kraay and Ventura (2007), leading to gains in capital
intensity and TFP growth in the United States. In Canada, TFP growth improved, but by one-sixth the
rate of the United States. By contrast to the United States, capital intensity growth fell in the information
and cultural services industry in Canada, resulting in a weakening of labour productivity growth.

The shift in competitive intensity in the information and cultural services industry may have started with
the dot-com recession, but it may persist partly because of trade restrictions limiting foreign ownership.
The Organisation for Economic Co-operation and Development (OECD) Services Trade Restrictiveness
Index for global services trade barriers indicates that from 2014 to 2022, Canada had substantially higher
barriers to foreign competition in two sub-industries of the information and cultural services industry,
motion pictures and broadcasting, compared with its Group of Seven (G7) peers and especially the
United States. However, the telecommunications sub-industry stands out as a clear outlier, with trade
restrictions over 80% higher than in the United States and roughly 60% higher than the OECD and G7.

To assess the impact of elevated output prices on labour productivity growth in Canada, Gu and
Willox (2023) explore how labour productivity growth in Canada would be affected if the output price for
the information and cultural services industry in Canada had grown at the pace it did in the United States.
To do so, the authors use the difference between the industry’s output prices in each country as a
measure of a markup in Canada’s information and cultural services industry.® Therefore, changes in the
industry’s markup are interpreted as changes in the relative market power.

3. Defining the markup this way implies that changes in competitive intensity in the information and cultural services industry in
Canada would equal the changes observed in the same industry in the United States if the markup were removed. Therefore,
removing the markup in this analysis implies that the competitive intensity of Canadian producers would be similar to that in
the United States; this does not imply that markets in Canada or the United States would be perfectly competitive.
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The analysis employs Hall's (2018) well-recognized framework linking markups and labour productivity
growth to examine how the markup in the information and cultural services industry affects its own labour
productivity growth and the labour productivity growth of the entire business sector. Key results are
presented in Chart 3.

Chart 3
Labour productivity growth, 2001 to 2019
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The first two bars, labelled “Canada, markup,” display labour productivity growth in Canada, where the
markup effect on the information and cultural services industry remains. The second set of bars reflects
the impact of aligning the output price of Canada’s information and cultural services industry with the
United States from 2001 to 2019, effectively removing the markup and boosting the industry’s annual
labour productivity growth by 0.84 percentage points.

Considering this industry’s roughly 4% share in the business sector output, removing its markup had a
modest effect on aggregate annual business sector labour productivity growth, lifting it by
0.04 percentage points. This implies that if the information and cultural services industry’s output price
matched that of the United States, the 2019 business sector labour productivity gap would be about
4% smaller.

The persistent divergence in labour productivity growth between Canada and the United States after
2001 highlights the industry’s importance since the dot-com recession, potentially leading to different
competitive paths in each country. This divergence relates to post-2001 output price growth and trade
restrictions.

The results in this paper may be regarded as confirming that market power in the information and cultural
services industry has had a negative impact on labour productivity growth and the living standards of
Canadians. It represents a minimalist or partial estimate of the potential for eliminating market power to
reduce the Canada—U.S. labour productivity growth gap. Since 2001, the information and cultural
services industry in Canada has had lower capital intensity contribution, lower TFP growth and slower
shifts toward more skilled workers. Eliminating market power associated with limited competitive intensity
has the potential to increase investment, technical progress and innovation, and to close the Canada—
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U.S. labour productivity growth gap in the information and cultural services industry and the aggregate
business sector.

The information and cultural services industry was not alone in experiencing weaker labour productivity
growth after 2001, suggesting that a general lack of innovation and technical change and weak
investment may be a more pervasive issue across the Canadian economy in general that is most serious
in the information and cultural services industry. For example, in the computer and electronic product
manufacturing industry, professional services, and the oil and gas sector, Canada had much slower
labour productivity growth than the United States after 2001.
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