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Introduction

While not a new idea in public policy, productivity growth
 in Canada has been less than stellar over the past three decades.  Productivity, in general, has received below sufficient collaborative attention from the Canadian government, Canadian businesses, and Canadian citizens. This lack of concern has caused a decline in the Canada’s living standards and has impeded Canada’s ability to play a competitive role across international boundaries.  Canada’s image has also suffered as its economy has been criticized by Canadian and international business elites as “piggy-backing” on America’s soaring productivity.  With such negative effect, the significance of productivity growth in Canada can no longer be ignored.  If ignorance prevails and Canadian governments, businesses, and citizens fail to collaborate to address these issues, Canada’s economic is in definite jeopardy.  

As it does in every country, productivity growth has a resounding impact on a variety of areas in Canada.  Growth in productivity, or the lack thereof, has a direct influence on such areas as the overall economic performance of Canada; Canada’s international competitiveness, Canada’s standard of living, wage rates, and human capital; and the individual purchasing power of Canadian citizens. Although seemingly simplistic to alter, research indicates that improving productivity rates is, in fact, extremely difficult due to a variety of challenges.  Such challenges include differing measurement styles, allocative inefficiency, lack of government support, changing demographics, education, trade barriers and stalled innovation.  

Canada’s current productivity is not impressive and in most cases any positive growth is offset by future negative growth.  Unfortunately for Canada, productivity growth has been nil or declining for three decades with the exception of three years in the late 1990’s and most recently 2005 where productivity growth increased.  Arguably, this downward trend should be a major cause for concern for Canadians and as such, will be the focus for the remainder of this discussion paper.  Before assessing possible options to address this problem, the paper will briefly outline the reasons for Canada’s current productivity situation and how its productivity growth measures up against its competitors.  With this understanding of the current context, strategies to improve productivity growth will be recommended and future projections commented upon.   

Productivity Defined

Productivity is defined as the efficiency with which a country’s resources are combined to produce a specific output.  Productivity is generally measured by calculating a weighted index of outputs, such as goods and services, against a weighted index of inputs, which include financial, and tangible assets and human capital (Salgado, 2003).  As the number of economic outputs increases the ability to measure productivity becomes more complex.  As a result, there are several methods to measure productivity; however, increasing the number of methods used increases the difficulty of making economy-to-economy comparisons (Salgado, 2003).
Measurement Style Matters

Knowing how productivity is measured is equally as important as knowing how it is defined.  Most analysts prefer to use the total factor productivity measure because it accounts for all the inputs that go into the production process.  These inputs include capital, labor, know-how and innovation.  In practice; however, this method is difficult to employ because measuring each input is nearly impossible.  The more commonly used method is labor productivity.  Labor productivity measures the output an employee produces for every hour he or she works.  The advantages of this method are that it is easier to calculate, is a closer measure of the Canadian standard of living and is easily comparable across countries.   The disadvantage being that it assumes labor to be the only input, when in reality labor productivity is impacted by education, experience, investments in machinery and equipment, innovation, know-how and the number of available workers (Dodge, 2005).
The following example will illustrate the importance of measuring productivity growth uniformly.  In 1998, Statistics Canada revealed a 15 percent productivity gap between Canada and the U.S. using the labor productivity measurement method.  For the same year; however, the Organization for Economic Co-operation and Development (OECD), reported a 35 percent productivity gap between Canada and the U.S. using the output per worker measure.  Output per worker is calculated by dividing a firm’s total output by the number of production workers.  Differing dramatically, these numbers can easily lead readers and analysts to very different conclusions surrounding their investigations (Salgado, 2003).  The OECD is a group of 30 countries that share a commitment to democratic government and the market economy.  The OECD prominently promotes good governance in corporate activity and the public sector by forecasting potential economic issues and applying policies that will help adapt to such changes (OECD Website, 2007).

Based on the above example, the importance and effectiveness of a uniform measurement method for productivity is paramount.  Uniformity allows researchers to better understand, compare, and contrast productivity figures across Canadian sectors and international boundaries.  A universal measurement reduces the time spent determining how analysts calculated their numbers, and more time spent trying to enhance the productivity in lagging areas.  The beauty of uniformity is that it is generally inexpensive and easily implemented once the best measuring technique has been agreed upon by analysts.    

Productivity and Its Importance
According to Sharpe (2005), “Productivity is an economic destiny”.  If Canada’s productivity growth is positive, a variety of potentially risky societal problems can be avoided such as a weak currency, high interest rates, unemployment, lower economic well-being, lower standard of living and out-migration.  The following data helps make the connection between productivity and living standards.  If starting today, Canada increases productivity growth by 1 percent per year, its standard of living can double in 70 years; while a 2 percent increase can double living standards in just 30 years.  A 1 percent increase (from 1 to 2 percent) changes the time frame in which living standards double by 40 years which is a significant change by any standards.  Finally, if productivity growth increases 3 percent, living standards can double in 24 years.  Thus, if Canada can attain and sustain a two percent productivity growth over the next 30 years, many of the financial burdens associated with increasing health and pension costs of an aging population will fade away (Sharpe, 2005).  

The above data portray a positive economic picture for Canada; although, perspective on Canada’s productivity issues is needed.  It is argued that while “productivity is certainly important, it is not everything” (Sharpe, 2005, Pg. 2).  Two concepts that trump productivity are quality of life in Canada and Canada’s economic well-being.  As already determined; however, a major contributing factor to both Canada’s quality of life and economic well-being is productivity.  On occasion, trade-offs occur between productivity, quality of life, and economic well-being; though, these “trade-offs are not fundamental” (Sharpe, 2005, Pg. 1).  Therefore, as a country, it is important to understand and focus on productivity issues.  
Canada’s Current Productivity Situation

Before moving forward, an important issue must be addressed.    A large portion of the following data is from Statistics Canada, known for frequently changing the productivity numbers as they revise the country’s output numbers.  Thus, analyzers must keep in mind the possibility of embellished productivity numbers (Sharpe, 2005).

Canada’s productivity began to decline after the oil shock of 1973.  This trend has continued since with the exception of four years, 1997-2000 and 2005, when productivity increased minimally.  In 2003 and 2004, Canada’s productivity rates were zero indicating no productivity in Canada’s business sector.  These poor productivity rates have caused a constant decrease in Canada’s overall economic performance, well-being, and living standards (Sharpe, 2002).

A similar view states that Canada’s productivity is not only lagging, but has made Canada one of the least productive industrialized countries by slipping from fifth place to seventeenth presently.  One reason for this slip relates to the differing definitions many analysts have of productivity.  It is extremely difficult to draw accurate assumptions and conclusions regarding a country’s productivity rates when analysts do not uniformly define what they are studying (Trefler, 1999).  A second reason relates to business.  For the purposes of this analysis, business is divided into two sections – the trade-oriented sector and the domestic oriented sector.  Further analysis on these divisions will be given shortly.

Productivity: Who is Responsible?

Contrary to popular belief, the responsibility for increasing Canadian productivity does not remain solely in the hands of the government.  Rather it is a shared responsibility with Canada’s business sector.  Many analysts feel the business sector actually holds the vast amount of responsibility.  Governments approve policies and conditions for a favorable productivity framework that promotes economic efficiency, effectiveness, and prosperity.  However, business activity determines productivity within the business sector (Sharpe, 2005).  

As previously stated, the business sector has been divided into the trade-oriented and the domestic-oriented sectors.  Since 2001, the trade-oriented sector has achieved a resounding 11 percent increase in productivity based on its size in relation to the Canadian economy.  This increase is the largest in any Canadian trade- oriented sector since 2001.  Despite soaring production costs, the trade-oriented sector has increased productivity growth in three ways: increasing allocative efficiency of available resources, higher investments in machinery and equipment and a greater use of capital in the production process.  As a result, real output has increased at an annualized rate of 2 percent per year while production hours have been reduced by 1.3 hours per year (TD Economics, 2005).  

Although, productivity is booming in the trade-oriented sector, it is being completely offset by the domestic-oriented sector.  The domestic-oriented sector produces and sells in Canada only and is blamed blame for Canada’s lagging productivity since 2001.  The construction sector, in relation to its size in the Canadian economy, has put the biggest downward pressure on productivity.  In 2003, the construction sector achieved an annualized output rate of 4 percent; however, a 4.3 percent decline in productivity growth for the construction sector followed in 2004.  One explanation for this decline is attributed to the fact that within a specific sector, “improved productivity allows inefficiencies to develop” because as people earn more they become more financially careless (TD Economics, 2005, Pg. 2).  An alternate explanation surrounds measurement.  For example, real output in the sector may be exaggerated as estimations of construction price indexes are overstated.  This explanation has been noted as the more likely and plausible reason (TD Economics, 2005).  Finally, “underground activity” may also distort construction activity statistics because many construction workers tend to underestimate their income when filing tax returns, but do not underestimate the hours they worked when completing a Labor Force Survey (TD Economics, 2005).

Regardless of the sector a company falls into, trade-oriented or domestic-oriented, collaboration in the business sector is required so they are not working against each other.  The domestic-oriented sector needs to abandon the train of thought that since the trade-oriented sector operates internationally they should be responsible for picking up the slack.  The reality is, the business sector is a team and the team must collaborate to ensure that productivity does not continue to decline.  Both the trade-oriented and domestic-oriented sectors of business can focus on the key areas of concern discussed next.  A collaborative partnership between all businesses can begin by focusing on the influences on productivity discussed next.  
Influences on Productivity

Five key influences have been identified as having the largest impacts on Canada’s productivity since 2000: poor performance in the Information and Communications (ICT) sector, a slow rate of aggregate demand, low levels of investment in Machinery and Equipment (M&E), the business environment and policy framework, and the global economy.  These factors are based on preliminary research and are; therefore, subject to change with further investigation.  
The ICT sector has received much of the blame for Canada’s poor productivity performance.  This sector has experienced drastic declines in its productivity, 11 percent in the mid 1990’s to approximately 7 percent in 2004.  Although the ICT sector only accounts for approximately 4.5 percent of business sector employment, such dismal performance has a profound impact on productivity for Canada as a whole.  In its defense, the ICT sector has experienced many hardships in recent history.  This in no way; however, implies that new methods of manufacturing should not be developed to negate the downward pressure on productivity growth that stems from the ICT sector.  In fact, the ICT industry should be doing everything in their power to reverse this situation (Sharpe, 2005).

A “slower rate of growth in aggregate demand” is a second area of concern (Sharpe, 2005, Pg. 2).  Aggregate demand is defined as the quantity of all goods and services demanded in an economy, at various price levels, during a specified time period (Sayre, et al., 2001, Pg. 194).  Since 2000, the Canadian economy has observed two trends known as ‘boom periods’.  These ‘boom periods’ were not present in the latter part of the 1990’s.  First, Canada’s capacity utilization rates have fallen as a result of poor productivity and therefore, indicate a direct relationship between the two variables.  This relationship exists, in part, because firms now have fewer products in which to spread their overhead costs and because there is a reduced amount of “learning by doing” (Sharpe, 2005).  An increased amount of output and labor being directed toward the service sector is a second reason for the slowdown.  A third reason relates to “a slowdown in capital accumulation relative to labor force growth” (Salgado, 2003, Pg. 2).  Shifting output and labor resources to the services sector reduces aggregate productivity because the service sector has slower productivity growth and productivity recovery rates (Salgado, 2003). 

Investment in machinery and equipment (M&E) comprises a third area of concern.  Rising M&E costs is the main reason companies have reduced their M&E investments.  These rising costs reduce a company’s bottom line; therefore, many companies have opted to increase maintenance costs instead of purchasing new machines outright.  Also, in today’s competitive world, many firms lack the financial resources to invest in M&E and consequently use their current production processes until they are forced to upgrade/invest in newer production techniques.  Research indicates, however, that since 2003 many firms have started investing more in M&E.  In some instances, businesses have reported their intention to increase M&E investments upwards of 20 percent by 2006 (TD Economics, 2005).  

A fourth area of concern surrounds a business’s working environment, their firm-specific decisions, and the business’s policy framework.  The firm’s context for productivity growth is set out in the economy’s openness to trade and investment, the amount of competition and the economy’s regulatory regime.  Firm-specific decisions involve the best allocation of physical capital and human resources in the production process.  Though, some factors, such as the economy’s openness to trade and investment may be beyond a firm’s control, firms can attempt to enter other economies where these factors are more relaxed.  As well, a firm has complete control on its resource allocation methods.  Thus, if a business is operating in a highly regulated environment, they have the ability to focus on achieving a high level of efficient allocation (The Conference Board of Canada, 2005).  

The fifth area that influences productivity relates to the global economy.  Of course, at the onset one may believe the global economy affects only those trade-oriented businesses, but this is not true.  Events in the global economy affect all areas of business and all walks of life, regardless of location. This is exemplified by the 2006 oil and gas prices that reached all time highs in Canada.  Even though the events leading up to these price hikes did not take place in Canada they certainly impacted the Canadian economy in tremendous ways.  Thus, Canadian citizens, companies, and governments must be aware of potential global events and have coping mechanisms in place for when they occur (The Conference Board of Canada, 2005).  

Along with these five overarching concerns, there are many ‘sub-areas’ that also need to be addressed and improved in order for Canada’s productivity growth to be reformed and restored.  In particular, these areas include innovation, research and development expenditures, slow technological adoption rates, and the inability to embrace the US knowledge base.  These areas will be explained shortly.  Combining and enhancing these areas will have positive affects on Canada’s productivity, as the impacts of the five areas of concern are nullified (Trefler, 1999).

Though these reasons have presented themselves, there have yet to be plausible solutions to amend them. While many solutions have been presented, they are expensive and require a further diversion of already limited funds from areas such as early childcare education (Trefler, 1999).  

Canadian Productivity vs. Competitors

The productivity gap between Canada and its competitors is widening.  Currently, the widest gap is with the U.S., where productivity has soared.  For example, the business sector experienced over 8 percent in productivity growth in 2003 and 2004; whereas, Canada’s productivity fell 7 percent during the same period (Sharpe, 2005).  The data indicate that Canada is not catching up to its competitors, and with further analysis, indicate Canada is indeed falling further behind competitors (Trefler, 1999).  

It appears that the very rapid productivity in the U.S. is a reflection of extremely fast-paced technological changes.  Productivity escalated in the second half of the 1990s as a direct result of advances in the ICT sector.  The widespread use of ICT products has allowed the U.S. to maintain a constant 3 percent growth in productivity since 2000.  Canada has been a beneficiary of this constant growth as well.  Although Canada has fallen behind the U.S. in terms of economic development, nine times out of ten the technological transformations occurring in the U.S. will spill over into Canada.  In return, Canada’s productivity increases which is where the notion of Canada “piggy-backing” on the U.S. arises.  In the short-term; however, developments in the U.S. tend to widen the productivity gap (Sharpe, 2005).  Simply put, piggy-backing will not reduce or eliminate Canada’s dismal productivity in the future.  At this point all Canadian governments, businesses and citizens must collaborate to develop and sustain positive productivity.  

Canada’s productivity in relation to France and many other European countries has lagged over the last two decades for two main reasons.  First, France has consciously taken steps to raise productivity levels by keeping less productive people out of the workforce.  This eliminates those who not only bring down an organization’s productivity, but the economy’s productivity as well.  Though these individuals may not be productive in one sector does not mean they will not be in another.  Therefore, matching the right person to the right job is a necessity to attain someone’s full productive capabilities.  Second, the French work fewer hours per year than North Americans do.  Fewer working hours decreases output per worker, but increases labor productivity.  Employees must complete the same amount of work, but in less time; therefore, increasing their productivity as less productive activities are eliminated (Sharpe, 2005).  

Australia’s similar economical structure and comparable statistical system to that of Canada’s makes for some very meaningful and interesting comparisons.  Over the past two decades, Australia’s productivity outperformed Canada’s.  The majority of Australia’s success stems from three main areas.  First, Australia has strengthened its capital-labor ratio which allows workers to be more productive and efficient as they have more capital to work with.  Employees have the ability and resources to increase their knowledge through training or research in areas or processes that could positively influence productivity.  Employers see the additional spending as an investment, as opposed to a cost, because employee inventions can reduce a company’s manufacturing costs, increase company revenues, increase company and economic productivity, and so on.  Thus, providing employees with the resources to explore, develop and remain innovative is in the best interests of businesses, governments and citizens.  

Second, the composition of the workforce has changed to include well-trained and highly experienced individuals than ever before.  In hopes of gaining a competitive advantage, businesses are focusing more on training, recruiting and retention.  Third, increasing the efficiency of inputs, such as labor and capital, used in the production of outputs has raised Australia’s multifactor productivity growth.  Although Canada is not far behind Australia in terms of productivity (1.8 percent vs. 2.1 percent, respectively), Australia exemplifies techniques that Canada could employ to better enhance productivity while having a positive impacts on living standards and economic well-being (Harchaoui, et al., 2003).  

Improving Canadian Productivity: Possible Strategies

As previously mentioned, many suggested solutions for reversing Canada’s productivity problems have developed; however, the lack of financial, human, intellectual or tangible resources makes it difficult to carry out the underlying purposes of the solutions.  The following presents many plausible solutions to Canada’s current situation, though some are more feasible than others.  While the implementation of many of these solutions appears simplistic in nature, they require a great deal of investigation and the preparation of a cost-benefit analysis to determine their potential, economical and financial feasibility.  

Innovation – Product and Process 

The Canadian government and business sector must continuously encourage their employees and other citizens to develop new technological approaches to production.  A remarkable number of citizens have innovative capabilities and mindsets, but lack the resources to fulfill their aspirations.  The greater number of ideas a country has to work with, the greater likelihood suitable responses surrounding productivity will occur.  Without encouragement, however, innovative ideas that could have a large impact on productivity and the economy go unheard (Sharpe, 2005).  

There are two types of innovators – product innovators and process innovators. Product innovators are encouraged to use R&D funds in such a manner to encourage ‘eureka’ moments, or ‘light bulb’ moments.  Many of these ‘eureka’ moments revolve around the knowledge creation that takes place at research institutions, knowledge-intensive companies, and universities.  Equally important, but often overlooked is process innovators who use R&D funds to enhance or reform existing products and processes.  Both innovation styles require vast financial support, but the economic payoff in terms of productivity can be astronomical (Dodge, 2005). 

Many of Canada’s public institutions invest heavily in R&D; however, R&D spending in Canada’s private business sector is lagging when compared to competitors.  Fortunately for Canada, dollar values do not always speak to the entire story.  While the success of R&D undoubtedly depends on the amount of money invested, it also depends on how efficiently funds are invested (Dodge, 2005). 

As many people suspect, innovation is hampered by limited funds and a lack of intellectual capital.  The financial risks associated with R&D are another reason why many businesses remain less innovative.  The reality; however, is that in order for firms to encourage innovation, they must be encouraged and rewarded for taking the risks.  This is accomplished by a financial system that assigns a value to the risks and potential returns a company should see by embracing innovation.  Though many believe the government should provide the incentives and encouragement that firms require to take a risk, it is important to remember that innovation is not a government-driven process. Innovational processes occur in start-up laboratories, in the minds of innovators and on the shop floor (Dodge, 2005).

Efficient Allocation
Regardless of the situation, governments, businesses, and citizens are continually trying to determine the most efficient way to allocate resources, human, financial, intellectual, and tangible, among competing uses. The goal of allocation is to achieve the point at which, given current knowledge and production practices, Canada gets the maximum utility it can from its current available resources with particular focus on labor and capital.  Allocative efficiency results in higher productivity because the economy negates itself of wasteful and expensive production practices, which in of itself is an economic benefit (Dodge, 2005).

There are three critical elements required to achieve allocative efficiency.  First, a legal framework that revolves around property rights, including contract law and intellectual property, must be developed to help private companies protect their investments in Canada’s infrastructure.   Infrastructure will be expanded on shortly.  Similar frameworks must be in place to protect consumers from becoming victims of unjustly high prices exercised by monopolies, such as cable companies.  Rigid punishments must be handed to those found in breach of their legal framework, such as frauds and breach of public trust, to ensure the frameworks integrity is upheld.  Second, in order to increase labor market efficiency, resources must be transferred from less-productive to more-productive areas and from shrinking sectors to expanding ones.  Training, education and market policies make resource transfers much more effective and efficient (Dodge, 2005).  

The fourth, and arguably the most critical key to allocative efficiency is infrastructure.  Infrastructure is based on a country’s ability to construct and operate within an infrastructure that puts emphasis on, and encourages, economic productivity and development.  Infrastructure includes public and private assets such as power, waste water, transportation facilities, schools, hospitals, and rail, pipeline and telecommunications networks.  Infrastructure is important because Canada’s rich natural resources are only accessible via pipelines, railways, ports and other transportation methods.  Similarly, Canada’s telecommunications sector flourished as a result of huge investments in Canada’s land-based and satellite infrastructure.  Finally, Canadian cities that are overwhelmed with industrial, technological and manufacturing companies are able to function because of the city’s well designed water, transportation, sewer, municipal and social services.  Undoubtedly, infrastructure plays a significant role in creating an efficient, productive economy (Dodge, 2005).

Unfortunately, Canada is experiencing a public infrastructure deficit which means Canada’s infrastructure is not at an appropriate level to spur further efficiency and productivity in the market.  Estimates of Canada’s current infrastructure deficit vary considerably, but regardless of the estimate, all researchers agree that the deficit is beyond the financial capabilities of the Canadian government alone.  However, there are available methods to decrease the deficit.  A private infrastructure development method is such that the private sector finances the infrastructure with the underlying assumption that they will be promised profits in the future.  This method is often accomplished through land grants, subsidies and monopoly rights.  The Canadian Railway is probably the most well known example of private infrastructure development (Dodge, 2005).  Public-Private Partnerships (PPPs) are another infrastructure development method that employs a mix of public and private sector funding.  These agreements allow private companies to operate and maintain the infrastructure on behalf of the government.  A great Maritime example of a PPP is the Confederation Bridge that connects Prince Edward Island to New Brunswick (Dodge, 2005).  

It must be noted that there is no right way to create the best infrastructure. It is a trail by error process that requires numerous economic considerations before an effective method is developed and implemented.  The benefits of incentive packages cannot be underestimated here because in most cases these incentive are perceived at profitable in nature.  At this point, there have been relatively few infrastructure projects in Canada.  One explanation for this is the lack of appropriate pricing to reflect the conditions of supply and demand in Canada (Dodge, 2005).

Achieving allocative efficiency can be a very timely and expensive endeavor depending on the extent to which a country tries to improve its infrastructure.  Cost-benefit analysis and continuous monitoring is tremendously important in this case. Monitoring, auditing, and revision policies must be constantly regulated to ensure the full benefits of an improved infrastructure are in place to increase Canada’s productivity and living standards.

Trade Barriers

Research conducted by the Conference Board of Canada (CBoC) reveals that there is a connection between trade barriers and productivity and that eliminating barriers would positively impact on productivity.  One such example cites the period from 1989 to 1995 where productivity increased 3.2 percent in those sectors most affected by the Free Trade Agreement’s trade barrier reduction.  In an attempt to augment the very limited amount of research surrounding the trade barrier – productivity connection, the CBoC has embraced what they call the “Competition Project”.  This project will attempt to confirm the amount of correlation between trade barriers and productivity while also determining if all sectors benefit from trade barrier reduction or only specific sectors and what those sectors are.  At this point; however, one can conclude in specific circumstances that trade barrier reduction has enhanced productivity growth (The Canadian Conference Board, 2005).

Increase Research and Development Resources

Research and development (R&D) expenditures in Canada account for .75 percent of Canada’s Gross Domestic Product (GDP).  GDP is the market value of all goods and services produced in a country throughout a given time period, generally one year; whereas, R&D expenditures in the U.S. account for 2 percent of the U.S. GDP.  Research contends that a 0.5 percent increase in U.S. R&D would improve productivity in the U.S. and Canada by 6.7 percent and 2.4 percent respectively (Trefler, 1999).  If Canada reduced its ‘piggy-backing’ strategy and took the initiative to increase R&D expenditures at all levels of the economy, the resulting increase in productivity would most likely decrease the productivity gap significantly.  Though expensive, increasing R&D expenditures is necessary to promote innovation and efficient resource allocation.  

Demographic Changes

Changing demographics have a resounding impact on a country’s productivity. Our population is shrinking as women wait longer to marry and have children and other men and women out-migrate.  A shrinking population results in lower labor force recruitment rates and smaller “growth rates in the proportion of the working-age population to total population” (Shaw, 2002, Pg. 4).  It is predicted that this trend will continue well into the future, as much as three decades from now (Shaw, 2002).  Statistics Canada has reported that the ratio of people elderly people, 65 years old and over, relative to those considered working age, 15-64 years of age, was 18 percent in 2005.  By 2025 it is this ratio is expected to be upwards of 33 percent (Trefler, 1999, Pg.2).  In other words, today’s economy sees five working age people employed for every one elderly person, but by 2025 there will only be three working-age people for every one elderly.  Herein lies a concern about the future economy and productivity.  As labor force numbers decline along with a subsequent decline in employment rates, the challenges of overcoming productivity growth issues intensify. 

The purchasing power of Canadians declines when trade with other countries becomes more expensive, and consequently declines.  A downward pressure on the Canadian dollar is the result.  To remain economically efficient and effective, Canada’s smaller population must be equally, if not more innovative and knowledgeable than larger populations to increase productivity, restore purchasing power and increase the value of the Canadian dollar.  According to Shaw (2002), this in itself is a hard objective to attain.  There must be a collaborative approach among Canadians to increase innovative thinking and decrease the economy-wide discouragement that can follow constant declining productivity.  

Competitive Markets
Competition in most areas of life is necessary to keep people interested, motivated, and enthusiastic.  The same can be said for productivity.  Competitive markets increase productivity.  The business sector seems to be more responsive to incentives surrounding leading edge technology when participating in markets where competition is fierce.  These companies employ highly trained and specialized people to keep up with state of the art, leading-edge technology.  The result is twofold as Canada’s economic competitiveness and efficiency increases so does its productivity and the living standards.  The pitfall of this strategy is that many companies do not have the resources to continually overhaul their technological systems, and they generally leave the market when expenses begin to strip away profits (Sharpe, 2005).  Regardless of the market, companies need to increase their competitiveness in order to survive.

The government could increase competitiveness by creating new policies or amending to existing ones.  Arguably, the government can control the majority of competition within a market by allowing or disallowing specific market structures such as oligopolies, monopolies, and perfect competition.  Perfect competition would be the most effective way of increasing competition and therefore, increasing productivity.  Unfortunately, perfect competition, is extremely difficult to achieve. 

Education
Further investing in education is undeniable in both research development and teaching.  All facets of Canadian education need to have the financial resources required to practice the best research methods and employ the best professionals to teach in their respective areas of expertise.   The result is highly educated individuals who have the skills, mindsets, and abilities to enhance technology and promote higher levels of economic productivity.  Increased investment in education is a key reason why the U.S. has been experiencing strong productivity growth in recent years (Sharpe, 2005).  Though expensive in nature, increased spending on education seems like an unquestionable approach to achieving the end goal of increased productivity.  Education is paramount and should take precedence in all facets of the economy so that a highly educated population can increase productivity growth in Canada. 

Work Time  

Many European countries have discovered that the amount of time workers work can greatly impact their personal productivity and efficiency and that of the company’s.  Employees who work 35 hours instead of 40 hours are more productive because they are required to accomplish the same amount of work, but in less time. The worker; therefore, tends to be more focused, more efficient and spends less time in meetings (Sharpe, 2005). Despite the fact that this initiative was initially brought about to increase employee satisfaction, there has been a concurrent increase in productivity (Sharpe, 2005).  Decreased work time is a cost-savings strategy, as well.  While some businesses have adopted this strategy, many more may find it advantageous to investigate further.  

Full employment
Economically speaking, full employment implies that there is no slack or wasted potential in Canada’s system.  The benefits of full employment include learning by doing, eliminating operating inefficiencies, and enhancing returns through economies of scale.  Any combination of these benefits will increase productivity as everyone is able to express his or her opinions, concerns, and most importantly his or her ideas regarding productivity.  Attaining full employment is; however, not that simple.  It is difficult for every willing person in a country to actually find employment, although more conscientious steps can be taken by governments and businesses to achieve full-employment.  One suggestion would be to engage a greater number of people in training and education.  These people would no longer be deemed “unemployed” and they would be preparing to take part in the highly educated workforce associated with higher productivity in Canada.  Technological changes, increased competition, increased wage rates, and an increasing population makes achieving full employment difficult (Sharpe, 2005). 

Government Involvement

Government has received stark criticism for not supporting productivity.  As a result, it seems as though Canadian provinces are battling the federal government for the removal or relaxation of numerous tariffs and regulations surrounding provincial productivity.  Once the battle(s) have subsided, it is generally the case that little, if any, headway has been made.  Many analysts do not believe the Canadian government is legitimately concerned with Canada’s productivity because if it were, it would not be using its surplus to give taxpayers tax refunds.  Instead, it would invest the money in infrastructure and education, or eliminate innovation and commercialization tax and trade barriers.  Researchers conclude that the government should play a greater role in helping businesses access and invest more in Canada’s main area of competitive advantage – its natural resources (Scoffield, 2005).
The irritating factor too many is that the government has the resources to stimulate Canadian productivity and needs to prioritize its initiatives.  Instead of refunding taxpayers, the government should put this money where it really matters and where the most economic stimulus will be recognized, productivity. With a surplus, the government should not take issue regarding productivity investment because in the long-run, it will benefit Canada as a whole.  

Productivity Budget

The Canadian government has recommended a productivity budget.  This budget will provide high-end firms with financial incentives to innovate and reduce the Canada – U.S. productivity gap.  Such a budget would increase funding to basic science and reduce many of the obstacles that impede an institution’s R&D.  According to Trefler (1999) “a productivity budget is needed to increase R&D and focus on the institutional and legal framework surrounding innovation” (Pg. 71). 

In 2005, Ottawa’s political agenda called for the implementation of a productivity budget.  All governmental departments and agencies were required to develop budgetary proposals that focused on increasing productivity (Scoffield, 2005).  Little information has been revealed about the progress of the productivity budget, which in of itself may indicate little progress has been made.  A productivity budget, however, should be seriously considered, and should be a top priority for economic prosperity and positive productivity.   
Current Opportunities for Canada
Currently, there are three opportunities Canada could embrace to increase productivity growth.  First, Canada has a government which, for the most part, proclaims to be increasing its commitment to infrastructure investments, although debatable.  Second, Canada has a private sector that yearns for long-term investments in ICT and M&E.  Finally, the Canadian government is in a place to build on its infrastructure (Dodge, 2005).   

If acted upon, these opportunities can increase productivity in two ways.  First, an improved infrastructure will help increase the private sector’s production capacity to achieve a higher level of efficient resource allocation.  Second, a sound and well-functioning infrastructure helps attract the businesses and individuals needed to remain on the leading edge of technological advancements.  A sound infrastructure requires a great deal of attention and analysts believe this is the right time to focus on infrastructure because of Canada’s surplus budget.  Once the right infrastructure is in place, the issue then becomes one of maintenance and monitoring.  Finally, the government needs to ensure that there are innovative and effective ways, both in the present and in the future, to support at alter the infrastructure as needed (Dodge, 2005).

Conclusion

The need for innovation and efficient resource allocation to improve Canada’s long-term productivity must be continuously reiterated.  Collaboratively, businesses, governments, and citizens must develop, implement, and abide by regulations and practices that promote innovation and efficient resource allocation.   Without collaboration and cooperation, Canada’s current productivity situation will not be reversed, but further degraded.   

Canada’s future picture appears optimistic as living standards are expected to increase, but will most likely be less than labor productivity as a result of current demographic changes.  Labor productivity is forecasted to increase 1.5 percent per year until 2015.  In addition, productivity in the U.S. is expected to increase 1.7 percent a year until 2015, with a corresponding increase in living standards (The Conference Board of Canada, 2005).  These numbers further widen the productivity gap between the two countries for a period of time that is highly subjective and extremely difficult to calculate (Shaw, 2002). 

To increase productivity, Canada must increase and strengthen its business presence in emerging markets, while also strengthening ties with countries outside of the U.S. who currently account for 85% of Canada’s exports.  Both inward and outward direct investment must be encouraged and will likely occur as new technologies, processes, and procedures of doing business more effectively and efficiently are developed.  The government can help by taking advantage of its rich amount of natural resources through new investments.  In an attempt to increase investments within resource sectors, the government should also reduce, if not eliminate, internal trade barriers, such as barriers to inter-provincial log trading, and capital taxes for businesses.  Finally, the government can restructure and enhance current legislations so older people are encouraged to remain in the workforce longer so their know-how and experiences are retained (Golden, 2005).

While Canada must take initiative to be a front row player in innovation and technological advancements, it must also focus on overcoming many of the previously mentioned challenges.  Though Canada should be doing better, it is not in a crisis.  And while there is no need to overreact, there is definitely a need to be aware of, and concerned for Canada’s productivity and economic situation.  All Canadian governments, businesses, and citizens must collaborate to improve Canada’s productivity gap before Canada is in an economic crisis.  Interestingly enough, the federal government’s current budget is receiving a great deal of criticism because its proposed GST tax cut will not “boost economic productivity or competitiveness” (Beauchesne, 2006, Pg. 1).  Thus, it appears as though the collaborative approach requires some more attention and effort by all.   
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