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OVERVIEW 

Catalyst 

This profile analyzes the political, economic, social, technological, legal, and environmental (PESTLE) structure in Canada. 

Each of the PESTLE factors is explored on four parameters: current strengths, current challenges, future prospects, and 

future risks. 

Summary 

Key findings  

The country has a strong democratic setup, but uneven development could lead to political instability 

In Canada, democratic principles are predominant and all governments, whether coalition, Conservative, or Liberal, have 

always followed stable democratic policies. The country has also proactively taken up free-trade negotiations with many 

countries in the Americas, Europe, and elsewhere with the aim of growing its economy. Additionally, the country is pursuing 

many agreements that will enable bilateral and regional free trade, avoid double taxation, protect foreign investment, 

strengthen financial and banking institutions, and assist development. However, this positive development could be 

affected if the current government does not do something to stem the growing animosity between developed and less-

developed provinces. Provinces such as Quebec, Ontario, British Columbia, and Alberta, which are particularly rich in 

natural resources, have been growing stronger economically and have emerged as political nerve centers. These four 

regions together contribute more than 85% of the country's GDP. The government is accused of giving more support to 

these high-growth provinces than other, less-developed areas. This has led to discontentment among some provincial 

authorities, who hold the state responsible for this inequitable growth, and is causing a rise in animosity between the 

provinces. 
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The Canadian economy returned to growth in 2010, but faces the challenge of low productivity  

Under the next phase of its economic action plan, the Canadian government intends to aid economic growth and job 

creation through a low-tax scheme and investments in innovation, education, and training. According to Datamonitor 

forecasts, the agricultural, industrial, and services sectors are expected to grow by 1%, 5%, and 4% in 2011, respectively. 

The country is also trying to forge closer economic ties with other countries and is undertaking free-trade agreement (FTA) 

negotiations with many of them. These factors are expected to enable greater economic growth. The Canadian economy 

grew by 3% in 2010 and, according to Datamonitor forecasts, is expected to grow by 2.6% in 2011. However, the country’s 

economy is still challenged by an appreciating Canadian dollar, high costs of labor, and low productivity gains. The strong 

currency and poor productivity are also hampering recovery in net exports. Compared to the US, labor costs per unit of 

output in Canada have increased 31% since 2005, largely due to the appreciating Canadian dollar and poor productivity. 

While annual productivity growth has been 2.1% in the US since 2005, it has been a measly 0.5% in Canada over the same 

period. It is evident that higher productivity would help to maintain balanced economic growth.  

The country scores highly in human development; however, liberal immigration policies could backfire 

Canada has performed well on various social parameters, with high human development and an efficient social security 

system. In the UN Development Programme’s Human Development Report 2010, the country was ranked eighth out of 169 

countries, with a Human Development Index (HDI) value of 0.888. On the income Gini coefficient, which ranges from zero 

(perfect equality) to 100 (perfect inequality), Canada scored 32.6 for the period 2000–10. However, the favorable 

government policy towards immigrants may become a socially contentious issue. In November 2010, the government 

announced that it would welcome between 240,000 and 265,000 new permanent residents under its 2011 immigration plan. 

High unemployment and the liberal immigration policy of the government will continue to create tensions in the country.  

Canada is a cost-effective investment destination, but low R&D expenditure remains a challenge 

Canada has retained its position as one of the most cost-effective places to do business among the advanced economies. 

Its geographical proximity and trade and investment relations with the US make it an attractive destination for investment. 

Traditionally, its machinery and equipments industry has served the manufacturing sector. Canada has an advantage in 

terms of meeting requirements for technologically advanced goods in the aerospace industry. However, with respect to 

R&D, the Canadian government's policies are less favorable than those of other nations. Canada’s progress in 

technological development has not reflected its potential. Total expenditure on R&D as a percentage of GDP stands at 

around 2%. It is a recognized fact that Canada faces an "innovation gap," as the country does not fare well in terms of R&D 

spending as a percentage of GDP. In 2010, it received only 5,513 patents from the US Patent and Trademark Office, 

compared to the 121,179 patents received by the US.  
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The country’s low business tax rates attract foreign investors, but high marginal effective tax rates may 

prove a deterrent   

Canada provides one of the most conducive legal climates for investment, with its investment regime having been ranked 

seventh
 
in terms of business freedom by the Wall Street Journal. It has one of the most flexible labor markets in the world, 

operating flexible employment regulations that enhance employment opportunities and productivity growth. The country 

also has the lowest payroll taxes among the G8 countries, and is expected to push ahead with plans to cut its corporate tax 

rate to 15% by 2012. By that year, Canada will have the lowest statutory corporate income tax rate among the G8. 

However, businesses in the country have to bear one of the world's highest marginal effective tax rates on investment. This 

could be a major deterrent for companies thinking of investing capital in the country.  

Canada has comprehensive environmental policies, but is an inefficient user of energy 

The Canadian government has taken many steps to establish mechanisms to meet the environmental challenges that 

come with economic development. The focus of environmental policies has broadened from local and regional issues to 

challenges of a global nature. Climate change, global biodiversity, ozone layer depletion, and the transportation of 

chemicals and hazardous waste are some of the areas that have appeared at the top of the country’s environmental 

agenda. The country has made some progress in meeting its domestic environmental objectives and international 

commitments. Some advances have also been made in cutting air pollution, and policies have been created to reduce 

emissions of greenhouse gases (GHGs).  

However, Canada has a questionable record of using energy efficiently, and generates much more pollution to produce a 

given amount of goods and services than its industrialized competitors. For instance, it uses 33% more energy than the US 

per unit of GDP. Between 1980 and 1997, Canada’s energy consumption grew by 20.3%. Energy efficiency grew by 21% 

during the same period, which was clearly offset by Canada’s rising population and economic growth. At the same time, 

Canada is over-dependent on non-renewable energy resources, which is an important factor for the economic growth of the 

country. Its inability to use alternative sources of energy will deplete its available natural resources and hinder the growth 

process.  

PESTLE highlights   

Political landscape 

 Canada’s proactive attitude towards foreign relations has resulted in the development of significant trade and 

investment links. The country is in FTA negotiations with several countries.  

 The country’s loose federal structure and independent legislative powers for provinc ial governments have led to 

conflict between the state and the provinces. In May 2011, the federal government and British Columbia were 

involved in a row over the closure of Vancouver's medically supervised injection site, Insite.  
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Economic landscape 

 The country has implemented a new initiative under which tariffs on all manufacturing inputs will be reduced to 

zero by 2015. The campaign is part of the government’s efforts to reduce the tax burden on businesses in 

Canada  

 For the fiscal year ending March 2011, Canada's deficit was C$34.4bn ($33.85bn) due to lower government 

expenditure and higher tax revenues. According to Datamonitor forecasts, the trade deficit is expected to 

continue during the next fiscal year. 

Social landscape  

 In 2010, the government announced that it would undertake reform of the Canada Pension Plan (CPP) through to 

2016 that is expected to increase the amount received on pensions taken after age 65, and also increase the 

number of years of zero or low earnings that are excluded when calculating average earnings under the CPP.   

 Unemployment is still high in the country, and increased from around 6% in 2008 to 8% in 2010. There was a rise 

in part-time jobs and reduction in full-time jobs between 2008 and 2010, which is not a healthy development. 

Technological landscape  

 The growth of technology-intensive industries has created new opportunities in Canada. The country has 

emerged as a competitor to India and Mexico in offshoring services.  

 The country’s low number of people holding advanced degrees like PhDs is the main reason for its poor 

innovation ranking. In the How Canada Performs 2010 report, the country was ranked 14th out of 17 peers on 

patents, and came in last in terms of the number of PhD graduates in the country.    

Legal landscape 

 Canada has one of the most flexible labor markets in the world, operating under liberal employment regulations 

that enhance employment opportunities and productivity growth. 

 Despite having a lower rate of taxes, the multiplicity of business regulations across provinces acts as a deterrent 

for investors. 

Environmental landscape 

 Canada’s new Passenger Automobile and Light Truck Greenhouse Gas Emission Regulations are expected to 

bring down greenhouse gas (GHG) emissions in the transport sector, which accounts for more than 25% of all 

the GHG emissions in the country. 

 Safe disposal of spent nuclear fuel is a challenge the country currently faces. It is still searching for good sites to 

create geological repositories for nuclear waste. 
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Key fundamentals  

Table 1:  Canada – key fundamentals 

 

 2009 2010 2011 2012 2013 2014 2015 

        

GDP, constant prices ($bn) 846.84 872.03 894.91 919.62 941.53 962.84 983.50 

GDP growth rate (%) -2.47 2.97 2.62 2.76 2.38 2.26 2.15 

GDP, constant 2000 prices, per capita ($) 25099.03 25566.10 26027.97 26536.71 26958.08 27357.34 27733.34 

Inflation (%) 0.26 1.78 2.06 1.94 2.10 2.22 2.30 

Exports, total as a percentage of GDP 28.44 28.70 29.32 29.93 30.54 31.13 31.72 

Imports, total as a percentage of GDP 31.10 31.30 31.50 31.68 31.86 32.03 32.19 

Mid-year population (million) 33.74 34.11 34.38 34.65 34.93 35.20 35.46 

Unemployment rate (%) 8.30 7.99 7.48 6.94 6.66 6.57 6.57 

Mobile penetration (per 100 people) 67.89 70.37 72.32 73.69 74.72 75.61 76.44 

 

Source: Datamonitor D A T A M O N I T O R 
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KEY FACTS AND GEOGRAPHIC LOCATION  

Key facts  

Table 2:  Canada – key facts 

 

Country and capital  

Full name Canada 

Capital city Ottawa 

  

Government  

Government type Federal parliamentary democracy and constitutional monarchy 

Head of state Queen Elizabeth II, represented by Governor General David 
Johnston 

Head of government Prime Minister Stephen Harper 

  

Population 34.1 million 

  

Currency Canadian dollar 

  

GDP per capita, adjusted by purchasing power parity (PPP) $39,600  

  

Internet domain .ca 

  

Demographic details  

Life expectancy 81.38 years (total population) 

 78.81 years (men) 

 84.1 years (women) 

  

Ethnic composition  British Isles origin 28%, French origin 23%, other European origin 
15%, others 34%   

  

Major religions  Roman Catholic 42.6%, Protestant 23.3%, other Christian 4.4% 
Muslim 1.9%, none 16%, others 11.8% 

  

Country area 9,984,670km
2
 

 9,093,507km
2
 (land) 

 891,163km
2
 (water) 

  

Language English 58.8%, French 21.6%, others 19.6% (2006 census) 

  

Exports Vehicles and parts, aircraft, industrial machinery, telecommunications 
equipment; plastics, chemicals, fertilizers; timber, wood pulp, crude 
petroleum, electricity, natural gas, aluminum 

Imports Vehicles and parts, machinery and equipment, chemicals, crude oil, 
electricity, consumer goods  

 

Source: Central Intelligence Agency (CIA) D A T A M O N I T O R 
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Geographic location  

Canada is located in North America with the North Atlantic Ocean to the east, the North Pacific Ocean to the west, and the 

Arctic Ocean to the north, and borders the US.  

 

Figure 1: Map of Canada 

 

Source: CIA, The World Factbook D A T A M O N I T O R 
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PESTLE ANALYSIS  

Summary 

Canada is a developed country and an active member of the G8 group. The country is moving away from its colonial past, 

but the British monarch remains the titular head. It has historically been a strong supporter of the US in international 

politics; indeed, Canada has moved closer to the US economically as well as culturally because of its geographical location 

and the mutually beneficial political and economic relationship between the countries. The Canadian political arena is 

dominated by the Conservative, New Democratic, and Liberal parties. Although the Conservative government came to 

power in 2006 as a minority government after 12 years of Liberal rule, it gained a majority in the 2011 elections, removing 

all threat of political instability. Federal-provincial relations continue to pose a challenge. A lack of uniform policies in 

provinces has also led to growing disparity across provinces.  

Canada is among the leading nations of the world, with a real GDP of $872bn in 2010. Although the economy contracted by 

2.5% in 2009, it rebounded with growth of 3% the next year. In 2010, services and industry contributed 65% and 33% of 

GDP, respectively. Lower corporate taxes, the country’s new duty-free manufacturing tariff regime, and incentives for R&D 

have played a significant role in attracting foreign direct investment (FDI). However, low productivity and the continuing 

fiscal and trade deficits are a concern. According to Datamonitor forecasts, the trade deficit is expected to continue in 2011. 

The country has performed well on various social parameters, with high human development and an efficient social security 

system. In the UN Development Programme’s Human Development Report 2010, the country was ranked eighth out of 169 

countries, with a Human Development Index (HDI) value of 0.888. However, the aging population will affect the company’s 

competitiveness and economic productivity due to higher social costs. High unemployment and the liberal immigration 

policy of the government will continue to create tensions in the country.  

Canada’s progress in technological development has not reflected its potential. Total expenditure on R&D as a percentage 

of GDP stands at around 2%. It is a recognized fact that Canada faces an "innovation gap," as the country does not fare 

well in terms of R&D spending as a percentage of GDP. In 2010, it received only 5,513 patents from the US Patent and 

Trademark Office, compared to the 121,179 patents received by the US. The lack of involvement of business enterprises 

and the education system are important factors for this lack of innovation.  

Canada was ranked seventh in the World Bank’s ease of doing business ranking 2011. The country has one of the most 

flexible labor markets in the world, operating under flexible employment regulations that enhance employment opportunities 

and productivity growth. Canada’s corporate tax rates are low compared to other developed countries, but firms have to 

bear one of the world's highest marginal effective tax rates on investments. This could be a major deterrent for companies 

thinking of investing capital in the country. 



PESTLE Analysis  

 

 

Country Analysis Report: Canada    Published 07/2011 

© Datamonitor. This brief is a licensed product and is not to be photocopied Page 14 

 

The Canadian government has taken many steps to establish mechanisms to meet the environmental challenges that 

come with economic development. It has made some progress in meeting its domestic environmental objectives and 

international commitments. However, managing pollution, natural resources, and biodiversity is still a challenge. While 

advances have been made in cutting air pollution, and policies have been created to reduce emissions of greenhouse 

gases (GHGs), the country’s performance in terms of preserving biodiversity, increasing energy efficiency, and managing 

hazardous waste has been far from satisfactory.   
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Political analysis 

Overview 

The Canadian political arena is dominated by the Conservative, New Democratic and Liberal parties. Although the 

Conservative government came to power in 2006 as a minority government after 12 years of Liberal rule, it gained a 

majority in the 2011 elections, removing all threat of political instability. Federal-provincial relations continue to pose a 

challenge. The provincial governments' demands for additional funds from the state are yet to be fulfilled. A lack of uniform 

policies in provinces has also led to growing disparity across the provinces.  

 

Table 3:  Analysis of Canada’s political landscape 

 

Current strengths Current challenges 

▪ Strong democratic setup   

▪ Flourishing foreign relations and trade  

 

▪ Disparity in development  

▪ Diplomatic row with the UAE 

Future prospects Future risks 

▪ Lower tax and rising investment prospects  

▪ Emergence of new political classes 

 

▪ Flexibility for provincial governments 

▪ Plan to scrap per-vote subsidy 

Source: Datamonitor D A T A M O N I T O R 

Current strengths 

Strong democratic setup  

In Canada, democratic principles have been predominant since the late 19th century, when the provinces were self-

governed. Throughout the early 20th century, the nation was ruled by a coalition of the Conservative and Liberal parties. 

After World War II, however, the country has been ruled by either the Conservatives or the Liberals. Canada ranked in the 

95.3 percentile on voice and accountability in 2009 according to the Worldwide Governance Indicators, indicating the 

stability of the democratic system.        

Flourishing foreign relations and trade  

Canada’s proactive attitude towards foreign relations has resulted in the development of significant trade and investment 

links. The country’s economy is dependent on trade, especially with the US, and the value of exports and imports makes up 

a significant portion of the GDP. The government is undertaking free-trade agreement (FTA) negotiations with Turkey, 

Ukraine, Morocco, the EU, South Korea, India, Singapore, the Dominican Republic, Honduras, El Salvador, Guatemala, 

Nicaragua, and Andean and Caribbean countries. The Americas are a foreign policy priority for the country. The nation is 

pursuing many agreements within the region to pursue bilateral and regional free trade, avoid double taxation, protect 

foreign investment, strengthen financial and banking institutions, and assist development. During 2010, the government 
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signed a joint action plan with Mexico to improve its trade, and signed the FTA with Panama. Since May 2010, it has signed 

bilateral agreements with Mexico, Ukraine, Greece, and Croatia to enable young people to easily travel between and work 

in these countries. In February 2011, the US and Canada created the US-Canada Regulatory Cooperation Council to 

support businesses by reducing red tape in many sectors.  

Current challenges 

Disparity in development  

Regional disparity has increased in prominence. Provinces that are particularly rich in natural resources have been growing 

stronger economically and have emerged as political nerve centers. Certain provinces, like Quebec, Ontario, British 

Columbia, and Alberta have emerged stronger, both economically and politically, than the other provinces. These four 

regions together contribute to more than 85% of the country's GDP. The government is accused of giving more support to 

these high-growth provinces than other, less-developed areas. This has led to discontentment among some provincial 

authorities, who hold the state responsible for this inequitable growth. The non-uniform growth is also responsible for the 

growing animosity between developed and less-developed provinces. 

Diplomatic row with the UAE 

In October 2010, Canada’s transport agency denied fresh landing slots for Etihad and Emirates airlines , sparking a 

diplomatic row with the United Arab Emirates (UAE) that is still simmering. The Gulf country retaliated by closing down 

Canada’s military base Camp Mirage outside Dubai, which was used in the Afghanistan war. In December 2010, the UAE 

embassy cancelled free visas for Canadian citizens, and began charging up to C$1,000 ($971) for these documents. It is in 

the best interests of Canada to maintain good bilateral relations with other countries. 

Future prospects 

Lower tax and rising investment prospects  

Canada’s tax structure is among the lowest in the G8 countries, which makes it one of the most popular destinations for 

investment. It also has the most preferable R&D tax credit program and lowest payroll taxes among the G8 countries. 

Canada is expected to push ahead with plans to cut its corporate tax rate. By 2012, the country is expected to have the 

lowest statutory corporate income tax rate among the G8, which is bound to attract foreign investors. Under Budget 2011, 

the government has planned its next phase of economic action plan that plans to aid economic growth and job creation 

through lower taxes and investments in innovation, education, and training. 

Emergence of new political classes  

Canada is continuing to evolve into a multicultural society, witnessing an amalgamation of different social and linguistic 

classes into its mainstream. For example, the country has a very pro-immigrant policy that has attracted up to a quarter of a 

million immigrants into the country annually since 1990. There are currently around 260 "ethnic enclaves" (defined as 

communities where more than 30% of residents are of an ethnicity other than English or French) across the country. Over 

the years, immigrants have played an important part in the elections in the country. In the 2011 federal elections, a 
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significant proportion of the voters were immigrants, and nearly 11% of the candidates that were elected were non-native. 

With immigrants holding high office at the federal and national levels, it is expected that the emergence of related political 

groups will influence policy in favor of minorities.   

Future risks 

Flexibility for provincial governments   

Canada has a loose federal structure and the provincial governments are given independent legislative powers (in local 

matters). However, this sometimes leads to conflict of interest between the central government and the provinces. In May 

2011, Vancouver's medically supervised injection site Insite, which caters to the rehabilitation of drug addicts, became the 

subject of a political row between the province and the federal government, which had announced plans to close the facility. 

Mayor Gregor Robertson and five of his predecessors wrote to the central government asking it to abandon this course of 

action. The federal government has said in its legal briefs that the case has implications for federal-provincial relations and 

that the Supreme Court of Canada should not cross its jurisdiction in questioning a federal policy decision based on 

evidence presented by British Columbia. However, the province is arguing that it is entitled to a say in the delivery of 

healthcare services through a provincially authorized clinic. The loose federal structure is creating situations wherein there 

is a clash of interests between the federal and the provincial governments.   

Plan to scrap per-vote subsidy 

The Conservative government has plans to phase out the per-vote subsidy that is one of the important tools of raising party 

funds in the country. The per-vote subsidy was introduced by the Liberal government in 2003 and guarantees about C$2 

($1.43) per vote for parties that receive more than 2% of total valid votes in a federal election, or 5% of valid votes in the 

electoral districts where they field their candidates. The subsidy was introduced to balance funding from trade unions, 

corporations, and individuals that can sway political decisions. Political parties received about C$27m ($23.76m) under the 

per-vote subsidy in 2009. The move is bound to cause some political unrest in the country, removing what is seen by many 

as a democratic process that helps keep federal politics a level playing field, and could backfire on the government. 
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Economic analysis 

Overview 

Canada is among the leading nations of the world, with a real GDP of $872bn in 2010. Although the economy contracted by 

2.5% in 2009, it rebounded with growth of 3% in 2010. The country has a strong banking system and business 

environment. The government’s proactive policies, including the C$60bn ($55.56bn) stimulus package and the duty-free 

manufacturing tariff scheme, have created good prospects for economic growth. In 2010, services and industries 

contributed 65% and 33% of GDP, respectively. Lower corporate taxes and incentives for R&D have also played a 

significant role in attracting FDI. Between April 2010 and April 2011, employment rose by nearly 2%, adding 283,000 jobs. 

However, low productivity and the continuing fiscal and trade deficits are a concern. Disparity in economic growth is also a 

challenge facing the government. In order to tackle the continuing fiscal deficit, the government has announced many 

measures that aim to achieve C$4bn ($3.88bn) in annual savings and return the country to a balanced budget by 2014–15. 

 

Table 4:  Analysis of Canada’s economy 

 

Current strengths  Current challenges 

▪ Strong banking system 

▪ High level of business freedom 

▪ Low productivity  

▪ Disparity in economic growth  

 

Future prospects Future risks 

▪ Action plan for economic growth and job creation 

▪ Duty-free manufacturing tariff scheme 

 

▪ Fiscal deficit 

▪ Strong Canadian dollar could impact exports 

Source: Datamonitor D A T A M O N I T O R 

 

Current strengths 

Strong banking system  

The sound banking system of Canada is an important feature of the economy. Canada’s banking sector contributes 

substantially to the economy, including C$7.5bn ($7.28bn) as taxes, employment for around 260,000 people, and financing 

for 1.2 million small and medium businesses. It contributes more than 3% of GDP. The sector also provides more than 

90,000 jobs outside Canada. Around 75 domestic and foreign banks, with more than 6000 branches, compete with other 

financial services providers, including over 1,000 credit unions, 35 trust companies, 200 finance companies, and 70 life 

insurance companies. Canadian banks operate more than 58,000 ATMs and 630,000 Interac Direct Payment Terminals. 

The ability of Canadian banks to withstand the financial crisis will prove an important factor in ensuring the revival of the 

economy.  
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High level of business freedom 

Canada is one of the world’s leading free-market economies and a major exporter of oil, minerals, automobiles, 

manufactured goods, and forest products. In the 2011 Index of Economic Freedom, Canada’s score was 80.8, which 

makes the country the sixth freest in the world. The country has high scores in nine out of the 10 freedom metrics, with 

business freedom registering a high score of 96.4. The overall freedom to establish and run a business is strongly 

protected under Canada’s regulatory environment. Starting a business takes an average of five days  and just one 

procedure, compared to the world average of 35 days. Obtaining a business license requires less than the world average of 

18 procedures and 218 days. In the World Bank’s Doing Business 2011 rankings, the country has improved its rank to 

seventh from ninth in 2010. In the ranking for ease of starting a business, it is ranked third. Canada’s system for registering 

a business has been entirely online since 2006, and there is no need for minimum capital to set up a business. These 

factors make Canada a favorable destination for foreign investment. 

Current challenges 

Low productivity  

The low productivity of the economy has severely affected Canada’s growth. According to Bank of Canada’s quarterly 

economic report in January 2011, the country’s economy is still challenged by an appreciating Canadian dollar, high costs 

of labor, and low productivity gains. Strong currency and poor productivity are also hampering recovery in net exports. 

Compared to the US, labor costs per unit of output in Canada have increased 31% since 2005, largely due to the 

appreciating Canadian dollar and poor productivity. While annual productivity growth has been 2.1% in the US since 2005, 

it has been a measly 0.5% in Canada over the same period. It is evident that higher productivity would help in maintaining 

balanced economic growth.  

 Disparity in economic growth  

Although Canada’s economic output has been increasing, the growth is not spread across all provinces and territories. 

Certain provinces, like Quebec, Ontario, British Columbia, and Alberta have emerged stronger, both economically and 

politically, than the others. These four provinces together contribute more than 85% of the country's GDP. This regional 

disparity in growth also explains the high unemployment in some provinces. Programs such as employment insurance may 

be discouraging the migration of some unemployed people from underperforming areas to "hot" labor markets.  

Future prospects 

Action plan for economic growth and job creation 

Under the next phase of its economic action plan, covered in the 2011 budget, the government intends to aid economic 

growth and job creation through a low-tax plan and investments in innovation, education, and training. The government 

wants to enable job creation by providing temporary hiring credit for small businesses of up to C$1,000 ($984) against 

employment insurance premiums, extend the work-sharing program and the Targeted Initiative for Older Workers, create 

an accelerated capital cost allowance rate for investments in manufacturing and processing machinery and equipment for 

two years, extend the 15% Mineral Exploration Tax Credit up to March 2012, and provide almost C$100m ($98.4m) over 
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two years for research, development, and demonstration of clean energy and energy efficiency. The government is 

expected to introduce legislation to enable a permanent annual investment of C$2bn ($1.97bn) in the Gas Tax Fund for 

long-term infrastructure funding for municipalities. According to Datamonitor forecasts, the agricultural, industrial, and 

services sectors are expected to grow by 1%, 5%, and 4% in 2011, respectively. 

Duty-free manufacturing tariff scheme 

The country has implemented a new initiative under which tariffs on all manufacturing inputs will be reduced to zero by 

2015. The campaign is part of the government’s efforts to reduce tax burden on businesses. The initiative introduced 

across the country effectively converts Canada into one large free-trade zone. Much of the tariff reduction has already 

occurred, in 2010. All products classified in chapters 25–90 of the Harmonized System, including chemicals, fibers, tools, 

machinery, and equipment, are all eligible for duty-free entry into the country. This enables companies to import advanced 

machinery and equipment from their parent firms without worrying about import duties. Investors planning to retool their 

plants and operations by December 31, 2011 are eligible for 50% straight-line depreciation for manufacturing or processing 

machinery and equipment.  

Future risks 

Fiscal deficit 

Canada has been recording an average 0.5% fiscal deficit since 2005. The government’s revenues declined by more than 

13% in 2009 to $205bn. For the fiscal year ending March 2011, the deficit was C$34.4bn ($33.85bn) due to lower 

government expenditure and higher tax revenues. Infrastructure funding and tax cuts under the stimulus program 

accounted for nearly half of the deficit. Trade deficit widened 13% to C$99.9bn ($97bn) in 2010 from C$88.6bn ($77.97bn) 

in 2009. According to Datamonitor forecasts, the trade deficit is expected to continue during the next fiscal year. The 

government aims to achieve C$4bn ($3.94bn) in annual savings and return to a balanced budget by 2014–15. 

 Strong Canadian dollar could impact exports 

The Canadian dollar has been steadily appreciating against the US dollar. With the Bank of Canada hinting at an interest 

rate hike later in 2011, the demand for the currency has only gone up. In April 2011, the exchange rate for the Canadian 

dollar against the US dollar ranged between C$1.01 and C$1.05 per US dollar. However, the persistent strengthening of 

the currency poses a threat to the economy, as the country is heavily dependent on the US for its exports. A strong 

Canadian dollar could affect the balance sheets of households, banks, and the government in the US, which could 

eventually lead to lower demand for Canadian products. 
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Social analysis 

Overview  

Canada has a strong social security system and has scored high on human development. According to the UN 

Development Programme’s Human Development Report 2010, the country ranked eighth out of 169 countries with a score 

of 0.888. The government’s planned pension and retirement reform is expected to address the needs of the aging 

population and changes in the labor market and economy. However, the imbalanced growth of the provinces and the aging 

population could affect the country’s competitiveness and economic productivity due to higher social costs. High 

unemployment and the country's liberal immigration policy will also create tension for the government.  

   

Table 5:  Analysis of Canadian social system  

 

Current strengths  Current challenges 

▪ High Human Development Index  

▪ Efficient social security system   

▪ Aging population  

▪ Imbalanced growth of provinces  

 

Future prospects Future risks 

▪ Pension and retirement reform  ▪ Increasing immigrant population 

▪ High unemployment 

 

Source: Datamonitor D A T A M O N I T O R 

Current strengths 

 High Human Development Index  

Canada has performed well on various social parameters. According to the UN Development Programme’s Human 

Development Report 2010, the country was ranked eighth out of 169 countries with HDI value of 0.888. On the income Gini 

coefficient, which ranges from zero (perfect equality) to 100 (perfect inequality), Canada scored 32.6 for the period 2000–

10. Life expectancy for the male population is 78.8 years, whereas for females it is 84.1.   

Efficient social security system   

Employment policies and programs are aimed at promoting labor force participation. The government provides support and 

labor market transitions to unemployed and underemployed people, and those facing barriers to employment. One of the 

initiatives of the government is the Universal Child Care Benefit system, which provides parents monthly installments of 

C$100 per month for each child under the age of six. The Office of Literacy and Essential Skills (OLES) is the Canadian 

government's center of expertise for literacy and essential skills. Through its partner-based approach, the OLES focuses on 

three areas: increasing the knowledge base in literacy and essential skills, developing effective training tools, and ensuring 

knowledge and tools are shared among stakeholders, partners, and the public. The Canada Pension Plan (CPP) is a 
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contributory, earnings-related social insurance program. In 2010, the government announced changes to the CPP to 

respond to the needs of the aging population and changes in the labor market and economy. In 2010, the government 

announced that it would undertake reform of the Canada Pension Plan (CPP) through to 2016 that is expected to increase 

the amount received on pensions taken after age 65, and also increase the number of years of zero or low earnings that 

are excluded when calculating average earnings under the CPP. People working after retirement are also expected to 

contribute to the CPP, which will increase their retirement benefits.    

Current challenges 

Aging population  

Like most developed economies, Canada is facing the problem of an aging population. The population belonging to the 

baby-boomer generation is growing older, with many of its members nearing (or already having reached) retirement. The 

number of people aged 65 and above has increased by around 13% from 2001 to 2006, whereas the number of children 

under 15 dropped 4% over the same period. People aged over 65 made up 15.5% of the total population in 2010. The 

progressive aging of the Canadian society is quite evident, as the number of people aged between 55 and 64 reached a 

high of 4.34 million in 2010, and accounted for nearly 13% of the total population.  

Imbalanced growth of provinces  

Some provinces in the country outperform others in terms of economic growth. This has caused an imbalance in the overall 

growth of the country’s economy. High growth has been seen only in four of the 13 provinces in the country. In 2009, 

Quebec, Ontario, Alberta, and British Columbia accounted for around 87% of the country’s GDP of C$1.53tn ($1.35tn), and 

84% of the government’s total expenditure of C$350.2bn ($308.18bn). In 2010, out of a total of 3.61 million public-sector 

jobs, these four provinces garnered 82% of the jobs. As of May 2011, these four provinces accounted for 87% of the 

country’s total employed population of 17.3 million. All these factors prove that the country’s development has been biased 

towards only a few provinces. 

Future prospects 

Pension and retirement reform 

In 2010, the government announced changes to the CPP to respond to the needs of the aging population and changes in 

the labor market and economy. In 2010, the government announced that it would undertake reform of the Canada Pension 

Plan (CPP) through to 2016 that is expected to increase the amount received on pensions taken after age 65, and also 

increase the number of years of zero or low earnings that are excluded when calculating average earnings under the CPP. 

People working after retirement are also expected to contribute to the CPP, which will increase their retirement benefits. 

However, the government did not really commit to a timeline for the implementation of the reform. In May 2011, the 

opposition leader from the New Democratic Party, Jack Layton, announced that the party planned to take up the issue of 

pension reform and retirement security as its main agenda as the official opposition in the parliament. Provincial 

governments have already indicated their intentions to strengthen the CPP and the Quebec Pension Plan. The Ontario 

government has made pension and retirement reform a focus of its 2011 budget. With enough pressure built up, the 

government would be forced to introduce much-needed reforms to the Canadian pension and retirement plans.   
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Future risks 

Increasing immigrant population  

Canada has one of the world's most lenient immigration policies, which makes it an easy destination for entrants from third-

world countries. The authorities are accused by some commentators of giving favorable treatment to the immigrant 

population in the hope of capturing their votes. Furthermore, there are still some groups who find it difficult to integrate with 

the mainstream. In November 2010, the government announced that it would welcome between 240,000 and 265,000 new 

permanent residents under its 2011 immigration plan. The favorable government policy towards immigrants may become a 

socially contentious issue. Reservations have been expressed in some quarters with respect to the government’s silence 

on immigration issues in view of declining employment conditions and high unemployment rate. 

High unemployment  

Unemployment is still high in the country. Between 2008 and 2010, the number of part-time jobs increased by 139,000, 

while the number of full-time jobs has decreased by 186,000. Unemployment went up from around 6% in 2008 to 8% in 

2010. Between April 2010 and April 2011, employment rose by 283,000 (1.7%). However, unemployment has remained 

high. Although many thousands of new jobs are created every month, the majority of them are part-time jobs.  
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Technological analysis 

Overview  

Canada’s achievements in technological development do not reflect its full potential. The country’s total expenditure on 

R&D as a percentage of GDP still stands at around 2%. It is a recognized fact that the country faces an "innovation gap," 

as its R&D spending as a percentage of GDP has not improved. The number of external patent applications and quantity of 

researchers in the nation are low relative to the size of its qualified labor force. The country performs poorly in terms of 

patents received. In 2010, it received only 5,513 patents from the US Patent and Trademark Office, compared to the 

121,179 patents received by the US. The lack of involvement of business enterprises and the education system are 

important factors for this lack of innovation. Furthermore, the education system has not been overhauled to meet new 

industrial needs and private firms are unwilling to spend money on developing new technology.  

Canada has retained its position as one of the most cost-effective countries among the advanced economies. Its 

geographical proximity and trade and investment relations with the US make it an attractive destination for investment. 

Traditionally, its machinery and equipment industry has served the manufacturing sector, and the country has an 

advantage in terms of meeting requirements for technologically advanced goods in the aerospace industry. 

  

Table 6: Analysis of Canada’s technological landscape 

 

Current strengths Current challenges 

▪ Developed manufacturing industry  

 

▪ Low corporate spending on R&D 

▪ Educational system does not teach necessary skills 

 

Future prospects  Future risks 

▪ Growing ICT sector ▪ Low number of patents 

▪ Weak IPR regime 

 

Source: Datamonitor D A T A M O N I T O R 

 

Current strengths 

Developed manufacturing industry  

Canada is home to a well-developed manufacturing industry, which serves as the base for further development of high-end 

products. The industry is supported by a low overall tax rate, R&D incentives, a qualified labor force, and integration with 

the North American market. The machinery and equipment industry provides required components for the newly developed 

aerospace industry. More than 70% of the goods manufactured in Canada are exported to the US, and the same trend 

holds true for value-added goods, for which the returns are a lot higher. The country has low production costs compared to 
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similarly advanced countries. Along with manufacturing, it has also emerged as an ideal location for information and 

communication technology (ICT) manufacturing. 

Current challenges 

Low corporate spending on R&D 

Canada lags behind other nations with respect to R&D spending. Canada’s total expenditure on R&D as a percentage of 

GDP stands at around 2%. Besides this, the contribution of the private sector has been steadily declining since 2006. 

Gross expenditure on R&D (GERD) by business enterprises declined from C$14.87bn ($13.12bn) in 2006 to C$13.67bn 

($13.27bn) in 2010. Lower corporate spending will adversely affect the innovation scenario and commercialization of 

technologies. At the same time, government GERD went up from C$5.23bn ($4.61bn) in 2006 to C$5.81bn ($5.64bn) in 

2010. According to the Conference Board of Canada’s How Canada Performs 2010 report, the country ranked 16th out of 

17 peer countries business expenditure on R&D. 

Educational system does not teach necessary skills  

Although a high proportion of the Canadian population hold post-secondary qualifications, a low number have degrees, 

especially advanced qualifications that would provide skills and competencies to be used in business. While the number of 

educated people is high, education levels do not meet the requirements of a modern economy and knowledge-based 

society. According to The Conference Board of Canada’s How Canada Performs 2010 report, the low number of people 

with doctorates could be the main reason for the nation's low level of innovation. The country ranked 14th out of 17 peers 

on patents, and came last in terms of the number of PhD graduates.  

Future prospects 

Growing ICT sector 

The Canadian ICT sector grew in 2010. The first quarter of 2011 marked the sixth consecutive quarterly increase in ICT 

sector output, with ICT manufacturing GDP increasing 0.2% and ICT services growing 0.6%. The electronic components, 

communications equipment, computer and peripherals manufacturing, and instruments sectors registered growth. ICT 

manufacturing shipments grew steadily in 2010 due to the increase in demand for communications equipment and 

components. Although the country’s ICT exports to its traditional markets of the US and EU declined in 2010, exports to 

Asia Pacific and other countries increased. This is a good sign as the country is trying to decrease its unilateral 

dependence on the US and EU by undertaking FTA negotiations with other countries.  

Future risks 

Low number of patents  

The low number of patents received by Canadian firms reduces the nation's technological advantage. Lack of innovation in 

the private sector is one of the main reasons for this trend. Compared to the US, Japan, and Germany, the country’s total 

patent count was very low. In 2010, it received only 5,513 patents from the US Patent and Trademark Office, compared to 

the 121,179 patents received by the US. 
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Table 7: Patents granted by the US Patent and Trademark Office 

 

Year Canada France Germany Japan US 

      

2003 3,894 4,126 12,140 37,248 98,590 

2004 3,781 3,686 11,367 37,032 94,128 

2005 3,177 3,106 9,575 31,834 82,586 

2006 4,094 3,856 10,889 39,411 102,267 

2007 3,970 3,720 10,012 35,941 93,690 

2008 4,125 3,813 10,085 36,679 92,001 

2009 4,393 3,805 10,352 38,066 95,038 

2010 5,513 5,100 13,633 46,978 121,179 

 

Source: Datamonitor D A T A M O N I T O R 

Weak IPR regime  

Although the country has put an intellectual property rights (IPR) regime in place through the Patent Act, the Trade-marks 

Act, the Copyright Act, the Industrial Design Act, the Integrated Circuit Topography Act, and the Plant Breeders Act, the 

regime has been found to be wanting by many of its trading partners, particularly the US and the EU. A poor IPR regime 

will not be able to attract investment and trade into the country. In October 2010, the Coalition for Action on Innovation in 

Canada called on the country to adopt a stronger IPR system as part of its action plan for job creation and economic 

growth. A report released in January 2011 by the Canadian Intellectual Property Council concluded that the country’s IPR 

regime has to be improved and strengthened to match it with other industrialized countries to be able to attract research 

and investment in the pharmaceutical sector. This is critical as the country has come under criticism from both the US and 

the EU for not doing much about the existing gaps in the existing IPR setup. The current trade negotiations between 

Canada and the EU have hit a roadblock, as the EU has demanded that Canada improve its IPR regime to match 

international standards.   
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Legal analysis 

Overview  

The Canadian legal system has an independent judiciary, which is free from other branches of government. The federal 

structure of Canada has been extended to its judicial system as well. Legislative authority and responsibility are divided 

between various levels of government. The ability to make laws rests with the parliament of Canada and legislatures of 10 

provinces. The Constitution of Canada is the supreme law of the country.  

Canada was ranked seventh in the World Bank’s ease of doing business ranking 2011. The country has one of the most 

flexible labor markets in the world: it operates under flexible employment regulations that enhance employment  

opportunities and productivity growth. Canada’s corporate tax rates are low compared to other developed countries, but 

firms have to bear one of the world's highest marginal effective tax rates on investments. This could be a major deterrent 

for companies thinking of investing capital in the country. 

Although Canada provides a number of competitive advantages for external players, regulation of foreign investment 

discourages liquid capital transfers. Business enterprises operating in Canada have to adhere to a number of regulations 

both at the federal and provincial level, which acts as a deterrent for investors. More often than not, these regulations as 

well as the rate of taxes vary widely across provinces.   

 

Table 8: Analysis of Canada’s legal landscape 

 

Current strengths Current challenges 

▪ Comprehensive legal framework for business entities 

▪ Favorable taxes and incentives for investors  

▪ Implementation of VAT in provinces  

 

▪ Restriction on ownership in some sectors    

▪ Loopholes in taxation system   

Future prospects Future risks 

▪ Reduction in tax rates  

▪ Liberalization of some services sectors  

▪ New regulations to tighten the tax laws 

 

▪ Absence of a single regulator   

 

Source: Datamonitor D A T A M O N I T O R 

 

Current strengths 

Comprehensive legal framework for business entities 

Canada has a comprehensive legal and regulatory framework, which provides transparency to the business environment. 

The regulatory processes are also favorable for foreign investors: national laws provide the freedom to start, operate, and 
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close a business. Starting a business in Canada is far easier than in other nations, as it takes an average of five days and 

one procedure, compared to the Organisation for Economic Co-operation and Development (OECD) average of 13.8 days 

and 5.6 procedures. The procedures needed to set up an enterprise are less cumbersome and are transparent.   

Favorable taxes and incentives for investors  

Canada has low tax rates for businesses. The country also has the lowest payroll taxes among the G8 countries, and is 

expected to push ahead with plans to cut its corporate tax rate to 15% by 2012. By 2012, Canada will have the lowest 

statutory corporate income tax rate among the G8. Canada has one of the most favorable tax regimes for scientific 

research and experimental development (SR&ED) expenditure in the world. Generally, in addition to tax deductions for 

SR&ED expenditure, a tax credit is available based on SR&ED expenditures carried out in the country. Beside these 

federal concessions, provincial governments also offer additional incentives.    

Implementation of VAT in provinces 

Canadian provincial governments garner higher revenues by taxing businesses, but the provinces’ collections through 

value-added tax (VAT) such as goods and services tax (GST) are lower than the country's direct taxes. Moreover, VAT has 

been found to be more effective in raising revenue than other forms of direct taxes, like income tax, because it has a 

broader base and does not affect people's propensity to save and invest. GST was further cut to 5%, and it is expected that 

provinces will move to an optimal tax mix by lowering taxes on business and raising VAT. This would reduce the effective 

taxation for business enterprises.   

Current challenges 

Restriction on ownership in some sectors   

Despite Canada being an advanced nation, the government’s restrictions on foreign ownership in sectors such as 

telecoms, financial services, and aviation still exist. Moreover, it is one of the few developed countries that has an 

investment review process. There is a 20% limit on foreign ownership of telecommunications common carriers. Other 

industries in which foreign investment is restricted include oil and gas, farming, book publishing and selling, fisheries, liquor 

sales, mining, collection agencies, engineering, optometry, pharmacies, and securities dealers. There will be a rise in 

investment activities if these sectors are fully liberalized.   

Loopholes in taxation system   

The Canadian tax regulations are antiquated. There are a large number of provisions that enable wealthy citizens to evade 

taxes, the foremost method being leaving the country as a tax resident. Under this provision, an individual can pay a one-

time departure tax of 25% of their personal assets then place the assets into an offshore trust, which is run by arm’s-length 

offshore trustees. Capital gains can be transferred to third parties in other countries to evade taxes. This money can be 

ploughed back into Canada in the name of a tax-free trust. These loopholes are leading to huge revenue losses for the 

government. However, the government plans to close these loopholes by 2012 using new legislation.  
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Future prospects 

Reduction in tax rates  

Canada has one of the lowest corporate tax rates in the world, and this is expected to be cut further in the coming years. 

Small enterprises have also been given additional tax relief. The Canadian government has proposed reducing the 

corporate tax rates to 15% by 2012, which is intended to stimulate growth in the nation’s economy. Some provinces, such 

as Ontario, have also undertaken large-scale tax cuts, thereby boosting investment competitiveness.    

Liberalization of some services sectors  

The process of opening up the services sector has started with the telecoms field, and is expected to move further under 

the World Trade Organization's General Agreement on Trade in Services. Liberalization of the highly regulated power 

sector will lead to the more efficient generation and sale of energy. FDI liberalization in airlines, telecommunications, and 

broadcasting will boost competition among players. The process of regulatory reform in electricity, which aims to increase 

competition, has already started. As has been seen in other countries, players will vie with each other to provide better 

standards of service by installing new technology.      

New regulations to tighten tax laws 

A host of measures aimed at plugging the gaps in the tax system was announced by the government in the 2010 budget. 

The government has tightened the eligibility for tax credits on medical costs, eliminating credits for cosmetic surgery unless 

it is required for medical or reconstructive reasons. Furthermore, it announced that it will strengthen the capacity of the 

Canadian Revenue Agency to deal with "aggressive tax planning" and fight tax evasion. Furthermore, the government said 

that criminal code provisions would be applied to serious crimes related to money laundering. The government announced 

new rules for cases where employees surrender stock options back to their companies in exchange for cash or other 

benefits. It said this had sometimes let stock-based employment benefits escape personal and corporate taxation. Lastly, 

the government announced that terrorist financing can be invoked in tax evasion cases. These new regulations are 

expected to close the tax loopholes prevalent in the country.  

Future risks 

Absence of a single regulator  

Currently, there is no single regulator in Canada and the responsibility for regulating the securities markets sits with the 

provinces. Substantial gains could be achieved by establishing efficient and effective security regulations throughout 

Canada, but governments to date have not agreed on the appropriate model. Factors that are expected to drive the idea of 

a single regulator are efficiency in allocating resources, the benefits of economies of scale, the advantages of information 

sharing, and clear accountability.         
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Environmental analysis 

Overview  

The Canadian government has taken many steps to establish mechanisms to meet the environmental challenges that 

come with economic development. The focus of Canadian environmental policies has broadened from local and regional 

issues to challenges of a global nature. Climate change, global biodiversity, ozone layer depletion, and the transport of 

chemicals and hazardous waste are some of the areas that appear at the top of Canada’s environmental agenda. It has 

made some progress in meeting its domestic environmental objectives and international commitments. Some advances 

have also been made in cutting air pollution, and policies have been created to reduce emissions of greenhouse gases 

(GHGs). However, the country’s performance in preserving the country’s biodiversity, managing pollution, increasing 

energy efficiency, and managing hazardous waste has been far from satisfactory.  

Climate change is a major issue on Canada’s environmental agenda. Other priority areas include the protection of nature 

and human health, air and water quality, waste water collection, and waste disposal. Although Canada has made 

sustainable development a priority area, this has not yet resulted in practical policies and actions. Most of the implementing 

agencies lack the legal authority to carry out enforcement. The country has not been able to achieve the emission reduction 

targets set under the first round of Kyoto Protocol up to 2012. The government has also confirmed that it will not support 

the extension of the Kyoto Protocol after 2012, joining Russia and Japan, which have also rejected extending the global 

pact to control GHG emissions. 

 

Table 9: Analysis of Canada’s environmental landscape  

 

Current strengths  Current challenges 

▪ Strong environmental policy framework and initiatives  ▪ Weak environmental record 

▪ Inefficient energy consumption 

 

Future prospects Future risks 

▪ Regulations to reduce GHG emissions from transport sector  ▪ Non-implementation of Kyoto Protocol 

▪ Increase of nuclear waste 

▪ Canadian oil sands raising environmental concerns 

 

Source: Datamonitor D A T A M O N I T O R 

 

Current strengths 

Strong environmental policy framework and initiatives 

Canada has a strong environment policy, legislative framework, and well-established institutions at the federal and state 

levels. The Environment Act of Canada is an umbrella act, having different statutes for water, air, waste management, and 
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preserving biodiversity. There are separate agencies under federal and provincial governments that are entrusted with the 

implementation of these policy measures. The Canadian government has made substantial improvements in legislation and 

the implementation of its national environmental policies. The government has also committed itself to international 

agreements.    

Current challenges 

Weak environmental record 

According to a 2010 study of Canada’s environmental record by Simon Fraser University and the David Suzuki Foundation, 

the country had the worst environmental record among the OECD countries after the US. It ranked 24th out of 25 OECD 

countries, which were rated using 28 environmental indicators including sewage treatment, species at risk, GHG emissions, 

pesticide use, and nuclear waste. According to The Conference Board of Canada’s How Canada Performs 2010 report, the 

country ranked 15th out of 17 peer countries on environmental performance.  

Inefficient energy consumption   

Canada has a questionable record of using energy efficiently, and generates much more pollution to produce a given 

amount of goods and services than its industrialized competitors. For instance, it uses 33% more energy than the US per 

unit of GDP. Between 1980 and 1997, Canada’s energy consumption grew by 20.3%. Energy efficiency grew by 21% 

during the same period, which was clearly offset by Canada’s rising population and economic growth. At the same time, 

Canada is over-dependent on non-renewable energy resources, which is an important factor for the economic growth of the 

country. Its inability to use alternative sources of energy will deplete its available natural resources and hinder the growth 

process.  

Future prospects 

Regulations to reduce GHG emissions from transport sector  

The Canadian government plans to introduce tough new regulations to limit GHG emissions from the automotive sector. In 

September 2010, the government introduced the Passenger Automobile and Light Truck Greenhouse Gas Emission 

Regulations as part of its efforts to reduce GHG emissions. The plan aims at reducing on-road emissions by putting these 

regulations in place for vehicles that are manufactured from 2011 onwards. These regulations are expected to reduce the 

country's total GHG emissions by 20% by 2020 compared to 2006 levels. Since transportation accounts for approximately 

one quarter of Canada's total GHG emissions, these regulations will improve Canadian environmental quality. 

Future risks  

Non-implementation of Kyoto Protocol 

As a signatory to the Kyoto Protocol, Canada can benefit from the promotion and implementation of the Clean 

Development Mechanism. The Canadian target for the Kyoto Protocol is to reduce GHG emissions by 6% from its 1990 

levels by 2012. In a negative development, the Federal Court of Canada ruled that the Kyoto Protocol Implementation Act 

of 2007 does not contain statutory language that would make it mandatory for the government to fulfill its obligations. The 
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government has also confirmed that it will not support the extension of the Kyoto Protocol after 2012, joining Russia and 

Japan, which have also rejected extending the global pact to control GHG emissions. The country has not been able to 

achieve the emission reduction targets set under the first round of the Kyoto Protocol up to 2012. 

Increase of nuclear waste  

The increasing level of waste in the country is a cause for concern. There has been a small reduction in the amount of 

municipal waste, but nuclear waste generation jumped by nearly 75% during 1980–2000. Canada uses nuclear reactors to 

produce approximately 12% of the country’s energy requirements, but according to Environment Canada reports, disposal 

of nuclear waste continues to be an issue as the government and industry are yet to reach a consensus on the matter. 

Hence, an environmentally friendly system of waste disposal will be further delayed. The government is still searching for 

good sites to create geological repositories for spent nuclear fuel, but faces opposition from some quarters.   

Canadian oil sands raising environmental concerns 

Global oil companies’ forays into the oil-soaked sands in Alberta to capitalize on its vast resources of oil are fraught with 

environmental risk. With a proven reserve of more than 170 billion barrels, the province is comparable to Saudi Arabia. The 

Alberta tar sands are currently producing 2.7 million barrels a day. However, the increased activities of the oil companies 

have been concomitant with an increase in emissions and toxic chemicals in waterways. Some environmental watchdogs 

advocate the withdrawal or suspension of new projects to address these concerns, while others are campaigning for the 

industry to adopt a green approach. The oil sand operations have a significant environmental footprint and the responsibility 

lies on all the stakeholders to minimize the impact. However, the government has taken a lenient view of their emissions 

record and has instead embarked on an expansion of oil production. This will have a disastrous impact on the environment.  
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POLITICAL LANDSCAPE  

Summary 

In 1867, the nation came into existence under one dominion calling itself "Canada" after the provinces surrendered the right 

to self-governance. Both French and British forces colonized the country, which is the original cause of the east-west 

divide. Because of its colonial past, Canada recognizes the Queen as the formal head of state; she is represented by the 

governor general. However, the prime minister is the head of government.  

For most of the post-war period, Canadian politics were dominated by the center-left Liberal Party. The other leading party 

is the Conservative Party, which is currently in power. For the 12 years preceding 2006, the Liberal Party ruled Canada. 

However, a series of financial scandals involving the Liberal Party led to a Conservative victory in the 2006 elections. 

Stephen Harper, leader of the Conservative Party, became the prime minister and headed a minority government. In the 

September 2008 elections, the Conservatives, led by Harper, won the majority of seats but fell short of an absolute 

majority. The Conservative government’s decision to prorogue the parliament from January 25, 2010 to March 3, 2010 to 

recalibrate the economic policy proved to be quite unpopular. However, the Conservatives won a resounding victory in the 

2011 elections and formed a majority government, which is expected to bring stability into the country. 

Evolution 

Pre-1930s 

Europeans had occasional contact with Canada, which was initially inhabited by aboriginals, at least as far back as the 10th 

century. France established its first permanent settlement as Quebec City in 1608. French and British forces colonized 

Canadian territories for more than three centuries. Because of the ample trade opportunities in fisheries and fur, there were  

constant conflicts between the French and the English. France ceded control of Newfoundland, Hudson Bay, and Nova 

Scotia (Acadia) in 1713. The treaty of Paris (1763) gave Britain authority over Canadian territories.  

The French and British populations of the Canadian provinces became self-governing in the 1840s. In 1841, the United 

Province of Canada was formed by uniting Canada East (Lower) and Canada West (Upper). By virtue of the British North 

America Act, one dominion under the name of "Canada" was created on July 1, 1867, consisting of four provinces: Ontario, 

Quebec, Nova Scotia, and New Brunswick. Five more provinces joined the state during 1807–1905. The political scene 

was dominated by the Conservative Party for most of the late 19th century (1866–96). Sir John Macdonald was the prime 

minister for this period, except during 1873–78. In 1896, the Liberal Party, under Sir Wilfrid Laurier, took over and ruled until 

1911. Canada entered World War I in 1914 with Britain’s declaration of war on Germany. In 1919, Canada joined the 

League of Nations independently from Britain. 
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Figure 2: Canada – political events timeline 

  

 

Source: Datamonitor D A T A M O N I T O R 

 

1931–84 

In 1931, the Statute of Westminster affirmed Canada’s independence. During World War II, Canada declared war on 

Germany. The economy boomed on the back of meeting requirements following World War II, as the country supplied 

materials to Britain, China, and the Soviet Union. The economies of the US and Canada were closely integrated in the post-

war period. The Liberal Party dominated Canadian politics during 1931–57, although it was succeeded by the 

Conservatives in 1958. The Liberals, under the leadership of Lester B. Pearson, returned to power in 1963. On his 

retirement, he was succeeded by Pierre Elliott Trudeau as the prime minister in 1968. The period also saw the emergence 

of secessionist movements, particularly in the French province of Quebec. In order to temporarily pacify the separatist 

movement, Trudeau enacted the Official Languages Bill, which gave recognition to the French language as the official 

language for Quebec. The Canada Act of 1982 cut the last legal ties between Canada and Britain and gave complete 

independence to the nation.  
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1985–2011 

The Canadian political landscape saw a change in 1984 when the Progressive Conservative Party, led by Brian Mulroney, 

won an overwhelming victory with the highest political majority in the country's history. The free-trade pact with the US, 

which was opposed by the Liberal Party, was the dominant issue in these elections. The Liberals came to power in 2000, 

but lost their majority in 2006, with voters punishing the incumbents based upon allegations of a financial scandal. Stephen 

Harper, the leader of the Conservative Party, took over as prime minister and was forced to form a minority government as 

his party fell 31 seats short of 155 seats. The Conservatives have followed a policy of seeking alliances with smaller parties 

on an issue-by-issue basis rather than forming a permanent coalition.  

The Conservative power base has been primarily in the less populated western and south-western provinces. The New 

Democratic Party is the main opposition party. This east-west and rural-urban split is emblematic of growing divisionary 

forces in Canada. The other big divide is between the French-speaking province of Quebec and the rest of the country. The 

Quebec separatist cause suffered a setback with its narrow defeat in the 1995 independence referendum. Nevertheless, 

Quebec’s status continues to act as a destabilizing factor in Canadian politics. In November 2006, the House of Commons 

accepted a motion that declared Quebec to be a nation within Canada. This has, for the present at least, calmed the 

demands for another referendum. 

Subsequently, the Conservative Prime Minister Stephen Harper took the decision to prorogue the parliament, which 

postponed the start of the parliament from January 25, 2010 to March 3, 2010. The prorogation had the opposition moving 

a no-confidence motion that ultimately led to the downfall of the minority government. In the ensuing May 2011 elections, 

however, the Conservatives won a resounding victory and formed a majority government. 

Structure and policies  

Key political figures 

The key political figures in Canada are: 

 Prime Minister Stephen Harper 

 Governor General David Johnston 

 Leader of the Opposition Jack Layton.  
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Figure 3: Canada – key political figures 

 

Stephen Harper is Canada’s 22nd prime minister (PM). He also heads the Conservative Party

of Canada. He was f irst elected to the House of Commons in 1993 from the Reform Party. In

1997, he became vice president (and later president) of National Citizens’ Coalition, a

Canadian advocacy organization. In 2002, he became leader of the opposition after being

appointed the leader of the Canadian Alliance. In 2003, he co-founded the Conservative Party

of Canada, which won the elections in 2006, 2008 and 2011. He was elected as the PM on all

the three occasions.

David Johnston is the 28th governor general of Canada. He began his career as an assistant

professor in Queen’s University in 1966, shif ting to the University of Toronto in 1968. He

became dean of the law faculty of the University of Western Ontario in 1974. In 1979, he

became principal and vice-chancellor of McGill University, where he returned as professor in

1994. In 1999, he was elected president of the University of Waterloo. He has also chaired the

Board of Overseers at Harvard University. He has served on several provincial and federal task

forces and committees, as well as company boards.

Jack Layton is the leader of the opposition. He has been heading the New Democratic Party

since 2003. Under his leadership, the party has been steadily winning more seats in the

parliament. In the 2011 elections, the party won 103 seats to become the official opposition. He

has been elected member of the parliament f rom Toronto-Danforth four times since 2004. He

has served on the Toronto City Council and has also served as acting mayor and deputy mayor

of Toronto, Ontario. Additionally, he has served as the head of the Federation of Canadian

Municipalities.

 

 

Source: Datamonitor D A T A M O N I T O R 

 

Structure of government 

Canada is a federal parliamentary democracy and a constitutional monarchy. The Queen is the constitutional head of the 

country, as Canada is a commonwealth country. The Queen is represented by the governor general. However, real 

executive power is vested in a council of ministers, with the prime minister as head. The parliament comprises the Senate 

and the House of Commons, which is the legislative body. Governance powers are shared between the federal and 

provincial governments as defined by the Canadian constitution. The provincial government in Canada is headed by a 

democratically elected premier.  

Structure of the parliament 

The bicameral parliament of Canada consists of the Queen, the Senate, and the House of Commons. The 105 senators are 

appointed by the governor general on the recommendation of the prime minster. The 308 members of the House of 

Commons are elected from the districts or ridings through a plurality voting system, where the candidate with the most 

votes is declared the winner. The size of the House of Commons, where seats are proportionately distributed among the 

provinces, is revised after every census, conducted once every five years. 
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Figure 4: Canadian political structure (central government)  
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Key political parties 

Conservative Party of Canada 

The Conservative Party of Canada currently has a majority government, with Stephen Harper as the prime minister. The 

party was formed in 2003 by the merger of the Canadian Alliance and the Progressive Conservative Party of Canada. The 

parties came together because neither party was able to expand its national influence. Their strategy was to prevent the 

Liberal Party’s victory in the elections by not allowing the splitting of the right-wing vote. This splitting of votes had led to the 

victory of the Liberal Party in 1993, 1997, and 2000. Historically, "conservatism" has indicated the combination of a hard-

right attitude with support for state-funded social programs. However, there is a second form of conservatism, mainly in 

Western Canada, which believes in the privatization and reform of the political system, including the decentralization of 

federal authority. The Conservative Party's policies indicate the coming together of these two disparate views. The party 

has adopted the "middle way," and generally supports a market economy approach in the economic sphere, since most of 
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the members of the new party are from the western provinces. The party favors lower taxes and takes a tough stance on 

issues of law and order. It also supports high spending on the military. In its current form, the party is seen as pro-

American, and is attempting to establish its economic and social institutions along the same lines as those of the US.  

New Democratic Party 

The New Democratic Party has among its members unions, former communists, immigrants, and industrial workers. The 

Canadian Labour Congress and the Co-operative Commonwealth Federation formed a joint committee, the National 

Committee for the New Party, in 1958 to bring together the political left and organized labor in the country. The union 

eventually evolved into the New Democratic Party in 1961. The New Democratic Party supported the minority government 

of the Liberals from 1972 to 1974. In 1974, the party passed a motion of no confidence along with the Progressive 

Conservatives to force an election, which backfired, with the New Democratic Party losing half of its seats. After lackluster 

performances between 1975 and 1987, the party saw 43 of its MPs elected to the house in 1988. However, the party was 

routed in the 1993 elections, winning only nine seats. After its fortunes fluctuated further in 1997 and 2000, the party 

elected Jack Layton as its new leader in 2002. Under his leadership the party fared well in the 2004 and 2006 elections, 

winning 19 and 29 seats, respectively. In the 2008 elections, it won 37 seats. However, the crowning moment came in the 

2011 federal election, when the party won a record 103 seats to become the official opposition. The party’s main winning 

ground was Quebec, where it won 59 of the 75 seats. The party advocates gender equality, corporate tax increases, 

poverty reduction, environmental and human rights protection, expansion of public transport and healthcare, social 

assistance, wage hikes, and lower taxes for small businesses.  

Liberal Party of Canada  

The Liberal Party of Canada, whose members are known as the "Grits," follows center-left ideologies with liberal social 

policies and moderate economic strategies. The Liberal Party is the only party remaining from the Confederation and is 

Canada's oldest functioning party at the federal level. It came into existence in 1867. It was in power for most of the 1921–

48 period and followed a progressive social policy. The party remained in power throughout the 1960s and 1970s, but was 

defeated in the 1984 elections. It regained power during 2000–06. In 2004, the Liberals had to face the challenge of a 

united Conservative Party for the first time. In the 2004 federal elections, the Liberals retained enough support to continue 

as the government, but were reduced to a minority. In the 2006 elections, the party suffered a defeat by a huge margin. The 

Liberal Party is a champion of balanced budgets: it reduced the tax rates for the first time in 2001 by an average of 21%. 

After the party was relegated to third place in the 2011 elections and lost its position as the official opposition, Michael 

Ignatieff stepped down as party leader. Bob Rae currently leads the party. 

Bloc Quebecois 

The Bloc Quebecois is a center-left federal political party whose primary objective is the promotion of sovereignty for 

Quebec. The party suffered the harshest defeat in the 2011 federal elections, losing more than 90% of its seats. 

Other parties  

The Green Party is the other major party with representation in the House of Commons. There are a number of other 

parties that are active at the provincial level.  
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Composition of the parliament 

Currently, the Conservative Party of Canada is the largest party, with 54% of the seats in the parliament, combining the 

party’s standing in both the Senate and the House of Commons. It is followed by the New Democratic Party with 25% of 

seats, Liberal Party of Canada with 19%, Bloc Quebecois with 1%, and others (comprising the Green Party, the 

Progressive Conservative Party, independents, and vacant seats) with 1%.  

 

Figure 5: Canada – composition of parliament 
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Key policies 

Stephen Harper’s Conservative Party came to power in a landslide victory in the 2011 elections that left the Liberals and 

the separatists in minority positions. The Conservatives were elected on the promises of cutting taxes, fighting crime, 

boosting military spending, and improving relations with the US. The new majority government is expected to follow policies 

that will both serve the conservative agenda and help the prime minister’s non-conservative support base. The prime 

minister is expected to continue with his tough anti-crime legislation, scrap the federal long-gun registry, allocate a big 

defense budget, and carry out pro-immigrant projects. The new government is also going to move ahead with Senate 

reforms. The government’s appointment of three failed Conservative candidates to the upper house signals Harper’s 

intentions to strengthen his control of the Senate to carry out these reforms. 

Federal policies  

In the Canadian federal system, national unity has been a major issue since the forced union of the provinces in 1840. 

There is ongoing conflict between the French-speaking majority in Quebec and the English-speaking majority in the rest of 
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Canada. There are also concerns in certain sections that aboriginal Indians are treated as second-class citizens. This 

needs to be tackled. The policies of the federal government also center on giving more flexibility to provincial authorities 

with respect to the implementation of social and economic programs and the cost-sharing arrangements thereof. Linguistic 

duality has been maintained in the provinces through the Official Language Act. The government is also moving ahead with 

its 2011 budget plans, as tabled in March 2011. The resounding victory in the May 2011 elections is expected to enable the 

government to implement its plans and strategies without major problems.  

Economic policies  

Tax cuts and restoration of fiscal balance have been the prime focus of the economic policies of the Canadian government. 

Under the government's Economic Action Plan, it has already spent C$60bn ($55.56bn) in stimulus spending and tax relief 

to support a full economic recovery. Under the next phase of its economic action plan, it plans to aid economic growth and 

job creation through a low-tax plan and investments in innovation, education, and training. The government is embarking on 

a Strategic and Operating Review to support balanced budgets, reduce debt, and lower taxes for families. 

The government wants to enable job creation by providing temporary hiring credit for small businesses of up to C$1,000 

($984) against employment insurance premiums, extend the work-sharing program and the Targeted Initiative for Older 

Workers, create an accelerated capital cost allowance rate for investments in manufacturing and processing machinery and 

equipment for two years, and extend the 15% Mineral Exploration Tax Credit up to March 2012. Other initiatives under the 

plan include renewing the Best 14 Weeks and Working While on Claim EI pilot projects for one year; providing almost 

C$100m ($98.4m) over two years for research, development, and demonstration of clean energy and energy efficiency; 

enhancing the Wage Earner Protection Program; and contributing C$150m ($147.6m) for an all-season road between 

Inuvik and Tuktoyaktuk. The government is expected to introduce legislation to mandate a permanent annual investment of 

C$2bn ($1.97bn) in the Gas Tax Fund for long-term infrastructure funding for municipalities. The government will also 

spend C$50m ($49.2m) to support agriculture through the Agricultural Innovation Initiative, C$100m ($98.4m) to improve 

food inspection capacity, and C$60m ($59.04m) on forestry support.  

The government is expected to support innovation and R&D by providing C$80m ($78.72m) through the Industrial 

Research Assistance Program to help small and medium-sized businesses, and spend C$20m ($19.68m) to support young 

entrepreneurs through the Canadian Youth Business Foundation, establish 10 new Canada Excellence Research Chairs, 

increase the budgets of the federal granting councils by C$47m ($46.25m) annually, improve the commercialization of new 

technologies through research links between businesses and academia, enhance and expand the Canada Student Loan 

and Grant Program, and help apprentices by making occupational, trade, and professional examination fees eligible for the 

Tuition Tax Credit.   

Social policies 

The government plans to support families and communities through schemes such as: enhancing the Guaranteed Income 

Supplement (GIS) for seniors relying exclusively on Old Age Security and the GIS by providing a new annual top-up benefit 

of C$840 ($827) for couples and C$600 ($590) for singles, which entails a total cost of C$300m ($295.2m); attracting more 

healthcare workers to rural and remote communities; writing off the federal component of Canada Student Loans; 

introducing the Family Caregiver Tax Credit, Children's Arts Tax Credit, and Volunteer Firefighters Tax Credit; and 
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providing C$870m ($856.08m) to address climate change and air quality, including the extension of the ecoENERGY 

Retrofit – Homes program.   

International relations  

Relations with the US have always been a top priority for Canadian governments. However, Canada’s assertion of its 

sovereignty over Arctic seaways has emerged as a contentious issue between the two nations. In February 2011, the US 

and Canada created the US-Canada Regulatory Cooperation Council to reduce red tape through regulations in a range of 

sectors to support businesses.   

The country is trying to reduce its dependence on the US economy by forging closer ties with the EU, China, and other 

countries. The government is undertaking free-trade agreement (FTA) negotiations with Turkey, Ukraine, Morocco, the EU, 

South Korea, India, Singapore, the Dominican Republic, Honduras, El Salvador, Guatemala, Nicaragua, and the Andean 

and Caribbean countries. Since May 2010, the country has signed bilateral agreements with Mexico, Ukraine, Greece, and 

Croatia on youth mobility that will enable youth to easily travel and work in these countries.  

The Americas is a foreign policy priority for the country. The country’s engagement with the Americas is based on 

democratic governance, prosperity, and security. It has a longstanding relationship with the Organization of American 

States and the Summit of the Americas. The country is pursuing many agreements within the region to pursue bilateral and 

regional free trade, avoid double taxation, protect foreign investment, strengthen financial and banking institutions, and 

assist development. The government has signed a joint action plan with Mexico to improve its trade with the country. The 

government also signed an FTA with Panama in 2010.  

The presence of Canadian troops in Afghanistan has dominated the foreign policy debate in Canada. Furthermore, 

Afghanistan has become the top recipient of Canadian aid. Canadian actions in the Middle East have been guided by the 

prevailing circumstances rather than any consistent policy. In May 2011, the government confirmed the deployment of 

nearly 1,000 Canadian Armed Forces trainers and support personnel and civilian police personnel in Afghanistan up to 

March 2014 as part of a training mission.  

The government announced targeted sanctions against the Syrian regime in response to its violent crackdown on pro-

democracy protesters. In Libya, the government has called for an extension of the NATO mission, while also extending 

C$8m ($7.87m) in humanitarian assistance for the affected civilians. The government has also been proactively involved in 

Haiti’s security and development. In June 2010, the government paid off its share of the debt Haiti owed the Inter-American 

Development Bank and the International Fund for Agricultural Development.  

Environmental policies  

Environmental policies have been considered a significant issue by successive governments in Canada. The ecological 

measures implemented include reducing industrial emissions of greenhouse gases (GHGs) and air pollutants, setting up an 

emissions-trading system, and introducing an array of regulations on energy use of all electrical appliances. Environment 

Canada currently administers around two dozen acts to enforce strict controls on specific environmental issues. The work 

of environmental enforcement also benefits communities, as the penalties awarded by the courts are pooled into the 

Environmental Damages Fund, which invests in community environmental initiatives. Moreover, the government aims to 
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halve air pollution from industry by 2015. It also provides the framework for emissions trading in Canada, and seeks to cut 

GHG emissions within three years. The government has also pledged to establish a requirement to cut carbon emissions 

and to establish a carbon emissions trading market. 

In 2010, the government tabled a new Federal Sustainable Development Strategy to improve environmental sustainability. 

The government also reiterated Canada's commitment to protect the environment and citizens against the harmful effects 

of persistent organic pollutants. Furthermore, the government implemented its Renewable Fuels Regulation, which requires 

an average of 5% renewable content in gasoline. During February 2011, the government moved ahead with regulations for 

ensuring an average 2% of renewable content in heating oil diesel fuel. In addition to the Renewable Fuels Regulations, the 

government also has plans for regulations to reduce GHG emissions from passenger and heavy-duty vehicles. The 

government wants to reduce total GHG emissions by 17% by 2020 compared to 2005 levels. In February 2011, the 

government began a regulatory process to prohibit the manufacture, import, and sale of most mercury-containing products 

in the country through the proposed Regulations Respecting Products Containing Certain Substances Listed in Schedule 1 

to the Canadian Environmental Protection Act, 1999. 

Performance  

Governance indicators 

The World Bank report on governance uses voice and accountability, political stability and absence of violence, 

government effectiveness, regulatory quality, rule of law, and control of corruption as indicators for 213 countries and 

territories over the period 1996–2009. The study was conducted by Daniel Kaufmann of Brookings Institution, Massimo 

Mastruzzi of the World Bank Institute, and Aart Kraay of the World Bank Development Economics Research Group. For 

any country, a percentile score of zero corresponds to the lowest rank and 100 corresponds to the highest. 

Canada had a percentile rank of 95.3 on voice and accountability in 2009. This measures the extent to which a country's 

citizens are able to participate in selecting their government, as well as freedom of expression, association, and the media. 

Democracy has been deep-rooted in Canadian politics since the beginning of self-governance in the 19th century. The 

democratic setup has strengthened with passing years, seeing the entry of new parties like the Greens. In comparison, its 

neighbor the US was ranked at 86.3 and the UK, another developed nation, ranked at 91.9 on this parameter.  

Canada had a comparatively high percentile rank of 85.4 on political stability and absence of violence in 2009. This 

measures perceptions of the likelihood that the government will be destabilized or overthrown by unconstitutional or violent 

means, including domestic violence and terrorism. Although terrorism and violence are not a major concern, the presence 

of a minority federal government makes the political regime a little unstable. The US and the UK were poor performers with 

percentile ranks of 59.0 and 54.7, respectively.  

Most of the developed nations perform well in terms of government effectiveness. This measures the quality of public 

services, the quality of civil services and the degree of their independence from political pressure, the quality of policy 

formulation and implementation, and the credibility of the government's commitment to such policies. Canada had a 

percentile rank of 96.7 in 2009: again higher than the US and the UK, which ranked at 89.0 and 91.0, respectively. The 
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broad policy direction in Canada has remained stable under both Conservative and Liberal rule. Most policies have an 

element of continuity rather than change.  

Canada had a percentile rank of 96.2 on regulatory quality in 2009. This measures the ability of the government to 

formulate and implement sound policies and regulations that permit and promote private-sector development. Canada’s 

rank was higher than the UK's (94.3) and the US's (89.5). A well-developed and transparent regulatory structure explains 

the high rankings.  

Canada had a percentile rank of 96.7 on the rule of law in 2009. This measures the extent to which agents have confidence 

in and abide by the rules of society, and in particular the quality of contract enforcement, the police, and the courts, as well 

as the likelihood of crime and violence. The UK and the US had percentile ranks of 93.9 and 91.5, respectively on this 

parameter in the same year.  

Canada had a high percentile rank of 96.7 on control of corruption in 2009. This measures the extent to which public power 

is exercised for private gain, including both petty and grand forms of corruption, as well as the "capture" of the state by 

elites and private interests. Barring a few financial scandals, corruption is minimal in Canada. It ranks fairly well compared 

to other G8 nations. Both the US and the UK received lower rankings of 85.2 and 91.4, respectively, in the same year.  

Outlook 

A resounding victory in the 2011 elections has enabled Harper to head a majority government, which is expected to ensure 

political stability in the country. The incumbent government’s majority is expected to enable political stability and easy 

passage of legislations. With the Liberals relegated to third place and the separatists losing their status as a national party, 

the government can get on with its budget with little or no problems, unless the New Democratic Party decides to flaunt its 

new found political prominence in winning 103 seats.  

With the Liberals out of the way, the Conservative government will get on with its tough economic and social reforms, 

including anti-crime legislation. With the government reeling under a deficit budget, it is expected to introduce fiscal 

consolidation measures and discontinue the stimulus package. Under its new budget, the government plans to support 

economic growth and job creation through a combination of low-taxes, targeted investments, continuation of transfer 

payments for education and healthcare, fiscal consolidation, and deficit reduction. The government aims to achieve C$4bn 

($3.94bn) in annual savings and return to a balanced budget by 2014–15. The Bank of Canada is also expected to 

undertake monetary tightening that could see interest rates going up further. 
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ECONOMIC LANDSCAPE  

Summary 

Canada is among the leading nations of the world, with a real GDP of $872bn in 2010. Since 2008, owing to the global 

economic slowdown, the economy has come under pressure due to high unemployment, which was around 8% in 2010. 

Although the economy contracted by 2.5% in 2009, it rebounded with growth of 3% in 2010. The Canadian government’s 

C$60bn ($55.56bn) stimulus package seems to have revived the economy with employment and investments growing. The 

services sector is the best performer and the main driver of the economy. In 2010, services and industry contributed 65% 

and 33% of GDP, respectively. While industry grew by 5.1% due to the government’s stimulus efforts and improving 

economic and trade conditions, services grew 4.6%.  

Close ties with the US have made the Canadian economy dependent on the performance of the US economy. Due to 

declines in exports of energy products and automotive products, US’s share of total trade declined from 75% in 2005 to 

68% in 2009. However, international trade improved in 2010. Exports grew 5.8% to $397bn, while imports grew 5.5% to 

$433bn. The US had the highest share of exports and imports at 75% and 50%, respectively. The stock of  foreign direct 

investment (FDI) stood at C$561.6bn ($545.31bn) at the end of 2010. Lower corporate taxes, the country’s new duty-free 

manufacturing tariff regime, and incentives for R&D have played a significant role in attracting FDI. Between April 2010 and 

April 2011, employment rose by nearly 2%, adding 283,000 jobs, with the fastest growth seen in transportation and 

warehousing (7.7%) and healthcare and social assistance (3.6%).  

Evolution 

Pre-1980  

The Canadian economy has closely followed the US economy’s booms and depressions. World War II led to fast economic 

growth in Canada, especially Western Canada, which is rich in natural resources. It also sowed the seeds of regional 

disparity that remain to this day. After the war, GDP growth gathered momentum, unemployment was low, and consumer 

goods production increased. During this period, a number of social welfare measures were initiated by both the federal and 

provincial governments. The discovery of new oil fields in the late 1940s added to the economic boom. Financial growth 

continued unabated into the late 1970s.  
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Figure 6: Evolution of GDP growth in Canada, 1991–2010 

-3.0

-2.0

-1.0

0.0

1.0

2.0

3.0

4.0

5.0

6.0

1991 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

G
ro

w
th

 r
a

te
 (
%

)

Year
 

 

Source: Datamonitor D A T A M O N I T O R 

 

1980–2010 

After the economic growth that lasted for almost 25 years in the post-war era, the economy of Canada slipped into a 

recession during 1980–85. While international economic conditions were the major reasons for the recession, the monetary 

policies pertaining to high nominal and real interest rates certainly aggravated it. The economy expanded during 1985–90, 

but the growth rate declined markedly during the early 1990s. This economic slowdown was a result of high interest rates 

and a slowdown in the US and world economies. There were constraints on fiscal policy because of the burden of 

international payments on the federal debt. Although the economic slowdown during this period was less dramatic 

compared to the recession of the 1980s (GDP fell by 3.2% over 12 months in 1990–91, as compared to 6.7% during 1981–

82), it took longer to recover. An increase in exports and a moderate rise in retail spending drove the process of economic 

recovery. The economy maintained a steady growth during the first half of the nineties, registering an average annual 

growth of nearly 3%. However, the economic downslide began in the latter half of 2007 following the global financial crisis 

and recorded a growth of 0.5% in 2008. The country’s real GDP contracted by 2.5% in 2009 due to a decline in investments 

and inventories and falling private investments. The country’s economy, however, rebounded with a growth of 3% in 2010. 



Economic Landscape  

 

 

Country Analysis Report: Canada    Published 07/2011 

© Datamonitor. This brief is a licensed product and is not to be photocopied Page 46 

 

Structure and policies  

Overview 

Canada has a well-developed financial system that comprises banks, insurance companies, trust dealers, and security 

dealers. Over the years, most of the financial institutions, particularly banks and insurance companies, have consolidated 

their product offerings. The financial services sector comes under the shared jurisdiction of both the federal and provincial 

governments. While the Canadian government has sole jurisdiction over banks, credit unions, securities dealers, and 

mutual funds are regulated by provincial governments. Both levels of government regulate the insurance, trust, and loan 

sector.  

Financial authorities/regulators 

Office of the Superintendent of Financial Institutions 

The primary regulator of federally chartered financial institutions and federally administered pension plans is the Office of 

the Superintendent of Financial Institutions. This supervises and regulates all banks and federally incorporated or 

registered trust and loan companies, insurance companies, cooperative credit associations, fraternal benefit societies , and 

pension plans. It functions as a regulator to safeguard policy holders, depositors, and pension plan members from undue 

loss. 

Investment Industry Regulatory Organization of Canada 

The Canadian securities market is currently governed provincially, which has resulted in the country being administered by 

13 different provincial and territorial securities regulators. The country does not have a national securities regulator 

currently. In June 2009, the government established the Canadian Securities Transition Office (CSTO) to help in setting up 

a single Canadian securities regulator. The CSTO, with the assistance of experts approved by several participating 

regulators and private law firms, is developing the initial set of regulations to accompany the proposed Canadian Securities 

Act, which is intended to adapt existing harmonized provincial rules and resolve non-harmonized rules in the national 

securities rules and regulations. The government is seeking the opinion of the Supreme Court of Canada on whether the 

proposed legislation to implement the national regulatory system is within the jurisdiction of the parliament. 

In the absence of a national securities regulator, the Investment Industry Regulatory Organization of Canada (IIROC) is 

working as the national self-regulatory organization to oversee all investment dealers and trading activity in Canada. The 

IIROC was established in 2008 by merging the Investment Dealers Association of Canada with Market Regulation 

Services. The IIROC undertakes its regulatory responsibilities by setting and enforcing rules covering the business and 

financial conduct of dealer firms and their employees and trading activity in Canadian equity markets. The country ’s major 

exchanges reached an agreement in 1999 to restructure along lines of market specialization. While the Toronto Stock 

Exchange became the sole exchange for trading senior equities, the Montreal Exchange assumed responsibility for 

derivatives, and the Canadian Venture Exchange (created through a merger of the Vancouver and Alberta, and later, 

Winnipeg stock exchanges) handled junior equities. 
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Toronto Stock Exchange  

The TMX Group owns and operates Canada's two major national stock exchanges: the Toronto Stock Exchange, which 

serves the senior equity market, and TSX Venture Exchange, which serves the public venture equity market. The market 

capitalization of both exchanges in 2010 stood at C$2.272tn ($2.2tn). The total volume of securities traded on the two 

equity exchanges in 2010 was 172.45 billion in 198.35 million transactions. The TMX Group also owns the Natural Gas 

Exchange, which is the North American exchange for the trading and clearing of natural gas and electricity contracts. 

 

Figure 7: Market capitalization of Toronto Stock Exchange, 2001–10 
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Source: Datamonitor D A T A M O N I T O R 

 

Insurance 

Canada has a well-developed insurance industry with nearly 230 private property and casualty insurance operators. In 

addition, there are government-owned auto insurers in British Columbia, Manitoba, and Saskatchewan, which are the 

exclusive providers of the compulsory component of vehicle insurance in those provinces. In Quebec, automobile insurance 

covering injuries is also provided by a government-owned insurer. There are 95 health and life insurance firms in Canada, 

with Canadian-controlled firms having a share of around 85%.  
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Asset management 

The total assets under management at the end of April 2011 were C$664.7bn ($691.29bn), indicating an increase of 0.5% 

from the previous month and 12.2% compared to the corresponding period of 2010. Canada’s mutual fund industry 

manages 30% of Canadians’ financial wealth through 831 mutual funds that manage assets worth C$378bn ($393.12bn). 

The industry employs more than 90,000 people and includes 139 dealer firms involved in the sale of mutual funds. Net 

sales of long-term funds were strong with sales of C$2.34bn ($2.43bn) for April 2011, marking the seventh consecutive 

month that the sales surpassed the C$2bn ($2.08bn) mark. The main types of mutual funds are money market funds, bond 

funds, equity funds, dividend funds, mortgage funds, and real estate funds. 

Performance  

GDP and growth rate 

Canada’s economy was one of the best performing economies among the developed nations during 2002–07, with GDP 

growing at a CAGR of around 2.7%. From 1.8% in 2003, real GDP growth peaked in 2004 to reach 3.1%. The growth rate 

declined during 2008 to reach 0.5% due to the global financial crisis, and contracted by 2.5% in 2009. However, the 

economy rebounded with a growth of 3% in 2010. According to Datamonitor forecasts, the GDP is expected to grow by 

2.6% in 2011. 

. 
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Figure 8: GDP and growth rate in Canada, 2004–14   
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Source: Datamonitor D A T A M O N I T O R 

 

GDP composition by sector 

The sectoral composition of Canada is similar to those of most other developed economies, being primarily dominated by 

the services industry. The services sector is the best performer and the main driver of the economy. In 2010, services and 

industry contributed 65% and 33% of GDP, respectively, with agriculture contributing a minuscule 1.9%. 
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Figure 9: Sectoral composition of GDP in Canada, 2010 
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Source: Datamonitor D A T A M O N I T O R 

 

Agriculture 

Agriculture's contribution to GDP has averaged around 2.5% between 1990 and 2008. The sector is largely dependent on 

exports. From 2.1% in 2007, the agricultural output came down to 1.9% in 2010. Over 52 million acres of agricultural land is 

primarily used for grazing livestock, out of which 30 million acres is in natural vegetation. 8% of the farms in Canada qualify 

as Young Farmer Enterprises. In 2009, the agriculture sector directly provided employment to two million people, with 

primary agriculture accounting for 1.7% of GDP. In 2009, the country’s agriculture and agri-food exports and imports were 

worth C$35.2bn ($30.98bn) and C$27.9bn ($24.55bn), respectively. The food and beverage processing industry uses 42% 

of agricultural production as raw material. The federal and provincial governments spent an estimated C$8.4bn ($7.78bn) to 

support the agriculture and agri-food sector in 2009–10. According to Datamonitor forecasts, the agricultural output is 

expected to grow by 1% in 2011.    
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Figure 10: Agricultural output of Canada, 2005–10   
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Source: Datamonitor 

Note: Sectoral figures are given in local currency due to fluctuation in exchange rates 

D A T A M O N I T O R 

Industry  

Industrial output declined in Canada from a high of 6.6% in 2004 to 3.6% in 2008. Export-oriented sub-sectors were 

particularly badly hit, as the volume of merchandise exports decreased by 7% in January 2009. The global downturn of 

2008 affected the manufacturing sector: 18 of the 21 major manufacturing groups lost ground, with half of the decline 

attributable to a 27% reduction in the production of motor vehicles and associated parts. Sales dropped 17.4% to 

C$494.2bn ($466.52bn). Industries faced weak demand and cut employment by 11.2% to 1.5 million jobs. Durable goods 

industries, including motor vehicles and parts, machinery, and wood products, saw employment fall at a faster rate than the 

non-durable goods industries. Capital expenditure in the manufacturing sector declined by 31.5% in 2009 to C$13.6bn 

($11.97bn). This led to a contraction of the industry by 1.6% in 2009. However, the industry rebounded with growth of 5.1% 

in 2010 due to the government’s stimulus efforts and improving economic and trade conditions. Between March 2010 and 

March 2011, manufacturing sales grew 10.4% from C$43.05bn ($42.36bn) to C$47.51bn ($46.75bn), while new orders 

grew nearly 23% from C$42.74bn ($42.06bn) to C$52.48bn ($b51.64n). According to Datamonitor forecasts, industrial 

output is expected to grow by 5% in 2011.   
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Figure 11:  Industrial output of Canada, 2005–10 
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Services  

The services sector is a large driver of economic growth in Canada. A significant element of this sector is business 

services, which includes financial services and real estate. The country also has an active entertainment industry, creating 

content for both local and international consumption. Tourism is of ever-increasing importance, with the majority of 

international visitors coming from the US, although the appreciating Canadian dollar has restricted the growth of this sector. 

The services sector contributes only 13% of Canadian exports. This makes the sector less vulnerable to changes in the US 

economy. The services sector output contracted by 2.4% in 2009 from a growth of 4.1% in 2008. However, it bounced back 

to growth of 4.6% in 2010. According to Datamonitor forecasts, the services output is expected to grow by 4% in 2011.   
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Figure 12:  Service output of Canada, 2005–10 
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Source: Datamonitor 
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Fiscal situation  

Canada has recorded an average of 0.5% fiscal deficit since 2005. The government’s revenue declined more than 13% in 

2009 to $205bn. Both federal and provincial governments have access to all major sources of tax revenue: personal and 

corporate income taxes, sales taxes, and payroll taxes. Provinces have access to revenues from gaming, liquor, and 

property taxes, while the federal government has exclusive access to customs import duties as well as taxes on non-

residents. For the fiscal year ending March 2011, Canada's fiscal deficit was 2.1% of its GDP at C$34.4bn ($33.85bn), due 

to lower government expenditure and higher tax revenues. Infrastructure funding and tax cuts under the stimulus program 

accounted for nearly half of the deficit. 

Exports and imports 

The country’s international merchandise trade was significantly affected by the global economic decline in 2008 and 2009. 

Merchandise exports declined nearly 25% in 2009 to C$369.5bn ($325.16bn), while imports fell nearly 16% to C$374.1bn 

($329.21bn). The Canadian economy is heavily dependent on trade with the US. However, due to declines in exports of 

energy products and automotive products, the US’s share of total trade declined from 75% in 2005 to 68% in 2009. 
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Countries other than the US accounted for more than 32% of Canada’s exports in 2009, compared to 25% in 2005. 

International trade improved in 2010. Exports grew by 5.8% to $397bn, while imports grew 5.5% to $433bn.  

The top five export destinations in 2010 were the US, the UK, China, Japan, and Mexico, with all the countries except 

Mexico registering double-digit growth. Although the US had the highest share of exports in 2010 at 75%, the highest 

growth rates were registered by Brazil, Norway, and the UK at around 60%, 43%, and 36%, respectively. The top five 

import destinations in 2010 were the US, China, Mexico, Japan, and Germany, with China and Mexico registering double-

digit growth. Although the US had the highest share of imports in 2010 at 50%, the highest growth was registered by 

Mexico, Taiwan, the UK, and China at around 34%, 19%, 14%, and 12%, respectively. However, the country registered a 

trade deficit in both 2009 and 2010. The trade deficit was due to reduced trade surplus with the US. Canada traditionally 

has trade deficit with non-US countries, which widened 13% to C$99.9bn ($97bn) in 2010 from C$88.6bn ($77.97bn) in 

2009. According to Datamonitor forecasts, the trade deficit is expected to continue in 2011.     

 

 

Figure 13: External trade of Canada, 2006–10 
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Figure 14: Current account position of Canada, 2005–10 
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International investment position 

Foreign direct and portfolio investments 

Canada has witnessed substantial growth in both inward and outward FDI. However, net FDI inflow declined by 58% in 

2009 to around $57bn from $136bn in 2008. However, the stock of FDI reached C$552.1bn ($485.85bn) at the end of 2009 

from C$520.4bn ($491.26bn) in 2008. Portfolio investment inflows grew nearly 244% in 2009 to $96bn from $28bn in 2008. 

The stock of FDI stood at C$561.6bn ($545.31bn) at the end of 2010. Lower corporate taxes, the country’s new duty-free 

manufacturing tariff regime, and incentives for R&D have played a significant role in attracting FDI,   
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Figure 15: FDI inflows in Canada, 2005–09 
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Source: Datamonitor D A T A M O N I T O R 

 

Foreign reserves and exchange rate  

According to the Bank of Canada, the country’s official international reserves were worth $63.08bn on May 23, 2011. The 

country’s reserves include $30.44bn, other foreign currencies worth $19.35bn, gold worth $163m, special drawing rights 

worth $9.36bn, and International Monetary Fund reserve position of $3.77bn. The Canadian dollar has been appreciating 

against the US dollar again after a dip in 2008 and early 2009, when it hit around C$0.80 for every US dollar. The Canadian 

dollar has since strengthened due to the increasing commodity prices, in particular those of oil. In April 2011, the exchange 

rate ranged between C$1.01 and C$1.05 per US dollar.    

Credit rating 

Canada's local currencies and foreign exchange reserves are considered stable, with an AAA long-term and A-1+ short-

term rating given by Standard & Poor's.   
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Key monetary indicators 

Inflation 

Canada's annual inflation rate hit 1.8% in 2010 from a low of 0.3% in 2009. Although the Bank of Canada aims to keep 

inflation at 2%, the midpoint of the 1–3% inflation-control target range, inflation shot up to 3.3% in March/April 2011 due to 

food and energy costs and higher taxes. According to the Bank of Canada, the appreciating Canadian dollar could result in 

greater headwinds for the economy that could lead to weak exports and a decline in import prices, putting downward 

pressure on inflation. According to Datamonitor forecasts, inflation is expected to average around 2.1% over the next five 

years up to 2015. 

 

Figure 16: Consumer price index and index-based inflation in Canada, 2004–14  
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Interest rate 

The central bank has resorted to interest rate cuts to increase support the credit market. The benchmark overnight rate was 

slashed from 4.50% in December 2007 to 1.50% in January 2009. In April 2009, the interest rate was further cut to 0.50%. 

In early March 2010, the bank announced that it would maintain its interest rate at 0.25%. However, interest rates were 

increased thrice during 2010 to reach 1.25%. In May 2011, the bank announced that it was maintaining its target for the 

overnight rate at 1%. The interest rate is correspondingly 1.25% and the deposit rate is 0.75%.  

Money supply 

Money supply is denoted as monetary aggregates M1, M2, and M3. The currency (bank notes and coins) in circulation plus 

personal checkable accounts and current accounts at banks are referred to as M1. A broader measure, M2, also includes 

personal savings accounts and other checking accounts, term deposits, and non-personal deposits requiring notice before 

withdrawal. M3 consists of M1 and M2. In March 2011, gross M3 was C$1,431.1bn ($1,459.7bn), an increase of 8.3% 

compared to C$1321.5bn ($1,289.8bn) in March 2010.  

Banking sector 

Canada’s banking sector contributes substantially to the economy, including C$7.5bn ($7.28bn) as taxes, employment to 

around 260,000 people, financing for 1.2 million small and medium businesses, and contributing more than 3% to the GDP. 

The sector also provides more than 90,000 jobs outside Canada. Around 75 domestic and foreign banks, with more than 

6000 branches, compete with other financial services providers, including over 1,000 credit unions, 35 trust companies, 200 

finance companies, and 70 life insurance companies. Canadian banks continuously invest in new technology and serve 

customers through more than 58,000 ATMs and more than 630,000 Interac Direct Payment Terminals. The six largest 

banks in Canada are the Royal Bank of Canada, the Toronto-Dominion Bank, the Bank of Montreal, the Bank of Nova 

Scotia, National Bank of Canada, and the Canadian Imperial Bank of Commerce. Canadian banks are also major players in 

the securities sector, helping private companies and the federal and provincial governments raise equity and debt 

financing. They are also involved in the mutual fund sector. Indeed, three of the 10 largest mutual fund companies and all 

of the large securities dealers are owned by banks. Banks also own insurance companies, but Canadian financial 

regulations do not allow the sale of insurance products through the bank’s branches.  

Insurance 

The Canadian insurance market had total gross written premiums of $98.8bn in 2009, representing a CAGR of 4.5% for the 

period spanning 2005–09. In comparison, the US and Mexican markets grew with CAGRs of 0.7% and 13.7%, respectively, 

over the same period, to reach respective values of $1,139.7bn and $17.3bn in 2009.  

The non-life insurance segment was the market's most lucrative in 2009, with total gross written premiums of $55.2bn, 

equivalent to 55.8% of the market's overall value. The life insurance segment contributed gross written premiums of 

$43.6bn in 2009, equating to 44.2% of the market's aggregate value. 
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The performance of the market is forecast to accelerate, with an anticipated CAGR of 4.7% during 2010–14, which is 

expected to drive the market to a value of $124.2bn in 2014. The US and Mexican markets will grow with CAGRs of 5.4% 

and 9%, respectively, over the same period, to reach respective values of $1,481.2bn and $26.6bn in 2014. 

         Unemployment 

Unemployment is still high in the country. Between 2008 and 2010, the number of part-time jobs increased by 139,000, 

while the number of full-time jobs decreased by 186,000. The unemployment rate went up from around 6% in 2008 to 8% in 

2010. Between April 2010 and April 2011, employment rose by 283,000 (1.7%). Although many thousands of new jobs are 

being created every month, the majority of them are part-time jobs.     

 

Figure 17: Unemployment in Canada, 2004–14 
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Outlook  

A positive outlook for 2011 is supported by elements such as an efficient financial system and low interest rates. Under its 

next phase of the economic action plan, the Canadian government plans to aid economic growth and job creation through a 

low-tax plan and investments in innovation, education, and training. According to Datamonitor forecasts, the agricultural, 

industrial, and services sectors are expected to grow by 1%, 5%, and 4% in 2011, respectively.    

The government wants to enable job creation by providing temporary hiring credit for small businesses of up to C$1,000 

($984) against employment insurance premiums, extend the work-sharing program and the Targeted Initiative for Older 

Workers, create an accelerated capital cost allowance for investments in manufacturing and processing machinery and 

equipment for two years, extend the 15% Mineral Exploration Tax Credit up to March 2012, and fund almost C$100m 

($98.4m) over two years for research, development, and demonstration of clean energy and energy efficiency. The 

government is expected to introduce legislation to enable a permanent annual investment of C$2bn ($1.97bn) in the Gas 

Tax Fund for long-term infrastructure funding for municipalities.  

The country is also trying to reduce its dependence on the US economy by forging closer ties with the EU, China, and other 

countries. It is undertaking free-trade agreement (FTA) negotiations with Turkey, Ukraine, Morocco, the EU, South Korea, 

India, Singapore, the Dominican Republic, the Andean and Caribbean countries, and the "Central America four," 

comprising Honduras, El Salvador, Guatemala, and Nicaragua. 

The country does not have a national securities regulator and set up the Canadian Securities Transition Office (CSTO) to 

help in setting up a single Canadian securities regulator. The CSTO, with the assistance of experts approved by several 

participating regulators and private law firms, is developing the initial set of regulations to accompany the proposed 

Canadian Securities Act, which is intended to adapt existing harmonized provincial rules and resolve non-harmonized rules 

in the national securities rules and regulations. 

According to the Bank of Canada, the appreciating Canadian dollar could result in greater headwinds for the economy that 

could lead to weak exports and decline in import prices, putting downward pressure on inflation. According to Datamonitor 

forecasts, inflation is expected to average around 2.1% over the next five years up to 2015. 
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SOCIAL LANDSCAPE 

Summary 

Canada’s social landscape has most of the usual characteristics of a developed nation. The country’s liberal immigration 

policy makes it one of the preferred destinations for migrants. Canada’s population grew by around 6% from 2005 to 2010. 

One-third of this growth was internal, while the remainder (nearly 66%) came from immigration. Canada’s total population 

stood at 34.1 million in 2010, up by 1.1% over the previous year. The fertility rate has gone up marginally between 2000 

and 2010, but averages around 1.6. Given the demographic situation, Canada is among the few countries in the developed 

world that has a large proportion of working-age people. Around 69% of the population are in the age group 15–64. A 

steady increase in healthcare expenditure has been instrumental in improving the health of the Canadian population. 

During 2000–08, total healthcare spending grew at an average of 2.6% and accounted on average for 9.6% of the GDP, 

while the education expenditure of the government averaged 5.1% of GDP during this period.  

Evolution 

Owing to its colonial past, Canada is home to a diverse population. In the post-war years, the country encouraged 

immigration to meet its labor force needs. A growing population with an increasing market size ensured the economic 

development of the country. During the 1960s, in the middle of the baby boom period, the fertility rate was around 3.5. The 

decline in fertility after the baby boom and the increase in deaths due to the aging population have played a role in slowing 

the pace of population growth substantially. Fertility has remained at about 1.6 children per woman for the last 10 years and 

the government has been encouraging immigration to increase the population.   

The Canadian government has implemented a number of social security policies covering issues such as healthcare, 

pensions, and education. However, economic growth has not led to an equitable society. Income disparity has been 

widening over the years, with the higher income group benefiting the most. The social safety net saw its beginning in 1940, 

with the federal government taking the lead, when there was large-scale unemployment after the Great Depression. During 

the 1950s, besides industrial workers, seasonal workers in the agricultural, forestry, and fishery sectors were added to the 

list of unemployment insurance recipients. During the 1970s, it became easier to get unemployment insurance benefits; the 

coverage was widened and benefits increased. In 1996, unemployment insurance was renamed Employment Insurance 

under a new program that requires people to work longer to qualify, distributes fewer benefits, and links the level of those 

benefits to regional unemployment rates. 

Structure and policies  

Demographic composition 

Composition by age and gender 

Canada’s total population stood at 34.1 million in 2010, up by 1.1% over the previous year. According to the 2006 census, 

the majority of the population originates from the British Isles (35%), France (16%), or the rest of Europe (32%), with most 

of the remainder being Asian (12%) or aboriginal (5%). Those aged 65 and over made up 15.5% of the total population in 

2010, which makes Canada one of the youngest countries in the G8. The progressive aging of the Canadian society is 
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quite evident, with the number of people aged between 55 and 64 reaching a high of 4.5 million in 2010. Around 68.6% of 

the population belongs to the age group 15–64. Population in the age group of 0–14 account for 15.9%. The life expectancy 

for males is 78.8 years, whereas for females it is 84.1. The gender ratio in 2010 was 99.51 males per 100 females. 

Table 10: Mid-year population by age (millions), 2010 

 

Age Female Male 

   

0–4  0.85 0.89 

5–9 0.86 0.90 

10–14 0.93 0.98 

15–19 1.09 1.16 

20–24 1.11 1.18 

25–29 1.13 1.18 

30–34 1.10 1.14 

35–39 1.10 1.13 

40–44 1.18 1.18 

45–49 1.37 1.39 

50–54 1.32 1.32 

55–59 1.17 1.15 

60–64 1.02 1.01 

65–69 0.78 0.74 

70–74 0.64 0.56 

75–79 0.57 0.45 

80+ 0.99 0.57 

 

Source: Datamonitor D A T A M O N I T O R 

 

Urban/rural composition and migration 

In 2010, nearly 81% of the Canadian population were urban. The country's population growth is mainly due to immigration, 

which accounted for 69% of the increase the 2006 census, compared with 58% in the 2001 census. The number of people 

living in large metropolitan areas increased by 90% in 2006 compared to 2001. Nearly two thirds of Canada's population 

growth comes from net international migration. Most immigrants originate from China, India, Pakistan, Iran, the US, 

Romania, the UK, South Korea, and Colombia. A natural increase in population growth is becoming unlikely, as the fertility 

rate has remained at about 1.6 children per woman for the last 10 years. During the 1960s, in the middle of the baby boom 

era, the fertility rate was around 3.5. The decline in the fertility rate has played a role in slowing the pace of population 

growth. According to population projections, net immigration may become the only source of population growth by about 

2030.  
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Religious composition 

Roman Catholicism is the dominant religion. Around 42.6% of the population practices this religion. Others include 

Protestants (23.3%), other Christians (4.4%), Muslims (1.9%), other and unspecified (11.8%), and none (16%).  

 

Figure 17: Canada – composition by religion  

Roman Catholics

43%

Protestants

23%

Other Christians

4%

Muslims

2%

Others

12%

None

16%

  

Source: Datamonitor D A T A M O N I T O R 

 

Education 

In Canada, public education is provided free to all citizens and permanent residents until the end of secondary education. 

However, there is no integrated system of education under a single federal department for the whole country. The 

provincial departments of education are responsible for the delivery and assessment of education at the elementary and 

secondary levels within their boundaries. The institutions in the post-secondary system have varying degrees of autonomy 

from direct provincial government control. Local governance of education is usually entrusted to school boards, school 

districts, school divisions, or district education councils. The schools cater to the needs of the English- and French-

speaking population.  
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System of education 

In most provinces and territories, kindergartens are provided by the local education authorities. These centers offer one 

year of pre-first-grade, non-compulsory education for five-year-olds. Compulsory schooling varies from one jurisdiction to 

another, but most require attendance at school from age six to 16. In most provinces, elementary schools cover six to eight 

years of schooling, and are followed by middle school or junior high, then secondary school. Besides the government-run 

schools, there are also private institutions. Although, these schools are privately funded, they are required to meet the 

general standards prescribed by the relevant Ministry of Education. These schools charge a tuition fee and offer a variety of 

subjects. In many cases, they receive partial funding from the province or territory. 

Secondary school covers the final four to six years of compulsory education. In the first few years, students take mostly 

compulsory courses, with some optional subjects. The proportion of options increases in the later years, which enables the 

students to prepare for the job market or to meet the differing entrance requirements of post-secondary institutions. The 

country's school drop-out rate was 8.5% in 2009–10, with the drop-out rates for women lower than men at an average of 

4.3% during 2007–10. During the academic year 2008–09, around 5.1 million students were enrolled in publicly-funded 

elementary and secondary schools in Canada. With the exception of Alberta and Nunavut, enrolment in all provinces and 

territories decreased over the 2000–09 period. 

The number of graduates increased in 2008–09 with 341,700 diplomas issued across the country. Unlike total school 

enrolment, second-language immersion programs grew in publicly-funded elementary and secondary schools. In addition, 

all provinces offer minority language education programs for students with French as their mother tongue. However, the 

number of students enrolled in minority-language programs decreased 4% over the 2000–09 period. Excluding Alberta, 

almost 48,000 students were enrolled in Aboriginal language as a subject of instruction in 2008–09. The number of full-time 

teachers, school administrators, and support staff also increased during the period. Provincial and territorial ministries of 

education are constantly faced with the need to adjust to changes in the size and geographical location of the school -aged 

population. The continuing trend toward a reduction in the size of the school-aged population is part of that challenge, as 

school boards work to balance the need for facilities in areas where new schools are needed with the need to address the 

issue of declining school populations in other areas. 

Healthcare  

Healthcare services 

The healthcare system in Canada is primarily dominated by the public sector, with more than 70% of healthcare 

contribution coming from the federal and provincial governments. Most of the government expenditure comes through 

Medicare, the universal health insurance system in Canada. There are also smaller programs in the provinces that are 

carried out in accordance with the regulations provided under the Canada Health Act. Healthcare services include insured 

primary healthcare, hospital care and, in some provinces and territories, supplementary health benefits like prescription 

drug coverage that are not covered under the act. In 2009–10, patient charges and queue jumping for health services in 

private clinics were the main concerns related to compliance under the act. A significant portion of private sector healthcare 

spending comes from individuals.  
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Social welfare 

Canada has an extensive list of social welfare measures at the federal and provincial levels. The Department of Human 

Resources and Social Development is a federal government department responsible for providing social welfare policies.   

Employment  

 Employment policies and programs are aimed at promoting labor force participation. The department provides 

support and labor market transitions to unemployed and underemployed people, and those facing barriers to 

employment. The majority of employment programs are decentralized. 

 The Employment Insurance program provides temporary income support to those who are between jobs or are 

out of work for certain critical personal reasons. 

 The country uses labor market development agreements, which are bilateral agreements made between the 

Canadian government and all provinces and territories. 

Childcare plan  

One of the initiatives of the government is the Universal Child Care Benefit system, which provides parents with direct 

financial assistance to support the childcare choices that help them to balance work and family. The Universal Child Care 

Benefit is paid to parents in monthly installments of C$100 per month for each child under the age of six.  

Literacy and essential skills  

The Office of Literacy and Essential Skills (OLES) is the Canadian government's center of expertise for literacy and 

essential skills. Through its partner-based approach, the OLES focuses on three areas: increasing the knowledge base in 

literacy and essential skills, developing effective training tools, and ensuring that knowledge and tools are shared among 

stakeholders, partners, and the public. 

Pension policies  

Canada has a stable income security program that delivers pension and benefits through the Old Age Security program 

and the Canada Pension Plan (CPP). CPP is a contributory, earnings-related social insurance program that ensures a 

measure of protection for the contributor and his or her family against loss of income due to retirement, disability, or death. 

Old Age Security provides additional funding to eligible low-income seniors. In 2010, the government announced changes 

to the CPP to respond to the needs of the aging population and changes in the labor market and economy. In 2010, the 

government announced that it would undertake reform of the Canada Pension Plan (CPP) through to 2016 that is expected 

to increase the amount received on pensions taken after age 65, and also increase the number of years of zero or low 

earnings that are excluded when calculating average earnings under the CPP. People working after retirement are also 

expected to contribute to the CPP, which will increase their retirement benefits.  
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Performance  

Healthcare 

Healthcare expenditure has been steadily increasing over the years. The average healthcare expenditure as a percentage 

of GDP reached around 10% during 2000–09. The country’s total expenditure on healthcare was C$182.1bn ($160.25bn) in 

2009, with per capita expenditure of around C$5,398 ($4,750). Healthcare expenditure as a percentage of GDP was 11.9% 

in 2009. According to government estimates, although the total number of people aged 65 and above account for only 14% 

of the population, they use up nearly 44% of the total provincial and territorial government health budget. In 2008, per 

capita spending on healthcare was highest in the US at $7,538, compared to Canada’s C$4,079 ($3,851) per capita, which 

still puts Canada in the top five. In 2009, the government’s expenditure on health services was C$121.6bn ($107.01bn). 

From 2005 to 2009, the government’s expenditure on health services grew by 29%.   

Social services 

In 2009, the government’s expenditure on social security payments, family allowances , and income maintenance programs 

was C$190.3bn ($167.46bn). From 2005 to 2009, the government’s expenditure on social services grew by 21%. 
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Figure 18: Expenditure on healthcare in Canada, 2003–09 
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Source: Datamonitor D A T A M O N I T O R 

Income distribution 

Standard of living 

According to the Human Development Report 2010, Canada was ranked eighth out of 169 countries, with a Human 

Development Index (HDI) value of 0.888. On the income Gini coefficient, which ranges from zero (perfect equality) to 100 

(perfect inequality), Canada scored 32.6 for the period 2000–10. Transfer of taxes has been recognized as one of the major 

factors for reducing inequality. The prevailing social and economic conditions make Canada one of the best countries to 

live in. Average income growth has been highest for the top income group.  

Regional disparity 

Regional disparity has increased in prominence. Certain provinces, like Quebec, Ontario, British Columbia, and Alberta 

have emerged stronger, both economically and politically, than the other provinces. The government is accused of giving  

more support to these high-growth provinces than other, less-developed areas. This has led to discontentment among 

some provincial authorities, who hold the state responsible for this inequitable growth. The non-uniform growth is also 

responsible for the growing animosity between developed and less-developed provinces. In 2009, Quebec, Ontario, 

Alberta, and British Columbia accounted for around 87% of the country’s GDP of C$1.53tn ($1.35tn), and 84% of the 

government’s total expenditure of C$350.2bn ($308.18bn). In 2010, out of a total of 3.61 million public sector jobs, these 
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four regions were home to 82%. As of May 2011, these provinces accounted for 87% of the country’s total employed 

population of 17.3 million. All of these factors prove that the country’s development has been skewed in favor of only a few 

provinces.    

   Education  

Literacy rate 

Canada has a literacy rate of 99%, with an equal percentage of literates among the male and female populations. Public 

funding for education comes either from the provincial government or through a mix of provincial transfers and local taxes 

collected either by the local government or by boards with taxing powers. In 2009, the government’s expenditure on 

education was C$95.7bn ($84.22bn). From 2005 to 2009, the government’s expenditure on education grew by 24%. 

 

Figure 20: Government expenditure on education in Canada, 2005–09  
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Source: Datamonitor D A T A M O N I T O R 

Outlook  

Canada has performed well on various social parameters, with high human development and an efficient social security 

system. According to the UN Development Programme’s Human Development Report 2010, the country was ranked eighth 

out of 169 countries, with an HDI value of 0.888. On the Gini coefficient, which ranges from zero (perfect equality) to 100 
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(perfect inequality), Canada scored 32.6 for the period 2000–10. High unemployment and the liberal immigration policy of 

the government will continue to create tensions in the country. In 2010, the government announced pension and retirement 

reforms. In May 2011, the opposition leader from the New Democratic Party, Jack Layton, announced that the party 

planned to focus on pension reform and retirement security as the official opposition in the parliament. Canada’s total 

fertility rate averages around 1.6. Given the demographic situation, Canada is among the few countries in the developed 

world that have a large proportion of working-age people (those between 15 and 64).  

In 2010, the government announced changes to the CPP to respond to the needs of the aging population and changes in 

the labor market and economy. In 2010, the government announced that it would undertake reform of the Canada Pension 

Plan (CPP) through to 2016 that is expected to increase the amount received on pensions taken after age 65, and also 

increase the number of years of zero or low earnings that are excluded when calculating average earnings under the CPP. 

People working after retirement are also expected to contribute to the CPP, which will increase their retirement benefits.  
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TECHNOLOGICAL LANDSCAPE 

Summary 

Canada’s progress in technological development has not reflected its potential. The country’s annual expenditure on R&D 

as a percentage of GDP stands at an average of 2% during 2000–09. It is a recognized fact that Canada faces an 

"innovation gap," as the country does not fare well in terms of R&D spending as a percentage of GDP. The number of 

external patent applications and number of researchers in the nation are low relative to the size of its qualified labor force. 

Canada performs poorly in terms of patents received. In 2010, it received only 5,513 patents from the US Patent and 

Trademark Office, compared to the 121,179 patents received by the US.  

Canada has retained its position as one of the most cost-effective countries among the advanced economies. Its 

geographical proximity and trade and investment relations with the US make it an attractive destination for investment. 

Traditionally, its machinery and equipment industry has served the manufacturing sector. However, with the changing 

economic order and emergence of the knowledge industry, its significance has declined. Nevertheless, Canada has an 

advantage in terms of meeting requirements for technologically advanced goods in the aerospace industry. The education 

system has not been overhauled to meet new industrial needs and private firms are unwilling to spend money on 

developing new technology.   

Canada has an elaborate intellectual property rights (IPR) regime in place, which gives protection to innovators. The 

country’s patent system for pharmaceutical products provides patent protection for innovative offerings such as brand-

name pharmaceuticals for 20 years. The scientific research and experimental development (SR&ED) investment tax credit 

system is said to be one of the most liberal programs available to small Canadian-controlled private corporations  

Evolution 

During the post-war years, the manufacturing industry of Canada bloomed. At first, large amounts of resources were 

devoted to atomic research. Later, the government started promoting innovative practices to meet the needs of other 

manufacturing industries. A number of national research councils existed during the 1950s and 1960s. The government 

also monitored the research activities at universities. The Science Council of Canada was founded in 1966 to provide 

advisory services to the government. The research activities of the government gathered momentum during the late 1990s 

after it achieved a balanced budget in 1997–98. With increasing global competition, the private enterprises in Canada have 

been encouraging innovation. Besides technological developments in industries, research activities in life sciences have 

also been receiving government funds.  

Structure and policies  

Canada has a centralized innovation system, directed by its federal government. In 2007, Canada produced a new science 

and technology (S&T) and innovation policy, which set out a comprehensive, multi-year S&T agenda. The Innovation 

Management Association of Canada works to expand the commercialization of technologies. Provincial programs are being 

initiated to promote regional innovation clusters.   
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The S&T strategy and its policy commitments will be guided by four core principles of promoting world-class levels of 

scientific and technological excellence, focusing on priorities by targeting basic and applied research in areas of strength 

and opportunity, encouraging partnerships by supporting S&T collaborations involving the business, academic, and public 

sectors at home and abroad, and enhancing accountability by implementing strong governance and reporting practices to 

deliver and demonstrate results. 

Intellectual property 

Canada has an effective intellectual property policy in place. The intellectual property policy group consists of two 

directorates: the Intellectual Property Policy Directorate and the Patent Policy Directorate. The low number of patents 

received by Canadian firms reduces the nation's technological advantage. Lack of innovation in the private sector is one of 

the main reasons for this low number of patents received by Canadian firms. Compared to the US, Japan, and Germany, 

the country’s total patent count was very low.   

Research and development 

The Canadian government has identified the following as its priority research areas:  

 environmental S&T  

 natural resources and energy 

 health and related life sciences and technology 

 information and communication technology (ICT).  

In order to promote R&D in Canada, the Canadian SR&ED tax credit program gives a 35% non-refundable tax credit for 

qualifying R&D expenditure under C$3m ($2.91m) and a 20% tax credit for R&D expenditure above C$3m. Provinces also 

provide their own credits to boost R&D expenditure. The current tax credit regime provides nearly 30% in cost reductions 

for R&D expenditure. Foreign investors play an important role in R&D investment in the country. Out of the top 25 corporate 

R&D spenders in 2009, nine were foreign investors, including IBM, Pratt & Whitney, Alcatel-Lucent, Ericsson, and 

GlaxoSmithKline.  

Technology agreements and pacts 

The Department of Foreign Affairs and International Trade’s S&T program plays a significant role in enhancing the 

country's S&T capacity, competitiveness, and prosperity by generating effective international collaborations for Canadian 

research institutions, universities, and firms. The department has entered into bilateral agreements with China, the EU, 

France, Germany, India, Israel, Japan, and South Korea. These agreements aim at fostering international R&D 

collaboration and its commercialization. It also hopes to identify world-leading research and incorporate it into the 

development of innovation processes. Under its International Science and Technology Partnerships Canada program, the 

country supports partnerships with Brazil, California, China, India, and Israel. 
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Performance  

Canada offers investment opportunities in diverse sectors such as aerospace, automotive, ICT, and life sciences.  

Aerospace 

  

Canada has more than 400 aerospace manufacturing and services companies across the country. The sector generated 

annual revenues of C$22.2bn ($19.54bn) in 2009. The sector employs a highly skilled workforce of 83,000 people.   

Automotive  

Canada accounted for 17% of vehicle production in North America with an installed capacity of 2.5 million units a year. In 

2010, the sector accounted for 12% of revenues, totaling C$68.5bn ($66.51bn), and exports of C$49.7bn ($48.26bn). The 

automotive manufacturing sector employs 109,000 workers. 

Life sciences  

 Biotechnology – Canada has specific strengths in R&D, clinical trials, and manufacturing in the 

biopharmaceutical industry. In 2009, drug companies spent C$1.2bn ($1.06bn) on R&D. Research Infosource’s 

list of top Canadian business R&D spenders in 2010 included 28 pharmaceutical and biotechnology companies. 

 Healthcare equipment – The Canadian medical device manufacturing and development industry consists of 

approximately 1,000 firms, employing about 26,000 people. The Canadian medical device industry has strengths 

in a range of specialties, including cardiovascular devices, medical imaging, in vitro diagnostics, dental implants 

and materials, and assistive devices/home healthcare products. In 2009, the sector had exports of C$2.6bn 

($2.29bn) 

ICT  

 In 2009, Canada’s ICT sector produced revenues of more than C$154bn ($135.52bn) and exports worth over 

C$26.7bn, ($23.50bn) employing 540,000 employees in approximately 30,000 firms located across the country. 

Among these firms, 38 Canadian companies were listed among the top 500 global software companies in 2010 

according to Software Magazine. 

 More than 300 Canadian wireless technology firms are active in Wi-Fi, Worldwide Interoperability for Microwave 

Access (WiMAX), radio-frequency identification (RFID), broadband, satellite, and fiberoptic applications. More 

than C$1bn ($971m) is spent annually on improving the mobile communication infrastructure. The country has 

also embarked on a major next-generation broadband network. 
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Figure 219: Telecommunications market growth in Canada, 2002–12  
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Figure 20: Number of internet users in Canada, 2002–12  
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Research and development  

R&D expenditure 

The country’s total expenditure on R&D was C$29.2bn ($28.35bn) in 2010. The number of private-sector employees 

engaged in full-time R&D increased by around 74% from 1999 to 2008. The government is expected to support innovation 

and R&D by: providing C$80m ($78.72m) through the Industrial Research Assistance Program to help small and medium-

sized businesses, and C$20m ($19.68m) to support young entrepreneurs through the Canadian Youth Business 

Foundation; establishing 10 new Canada Excellence Research Chairs; increasing the budgets of the federal granting 

councils by C$47m ($46.25m) annually; improving commercialization of new technologies through research links between 

businesses and academia; enhancing and expanding the Canada Student Loan and Grant Program; and helping 

apprentices by making occupational, trade, and professional examination fees eligible for the Tuition Tax Credit. In 

February 2011, the Natural Sciences and Engineering Research Council of Canada signed an agreement with the German 

Research Foundation to strengthen collaboration between Canadian and German research communities 
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Outlook  

Canada, despite being a developed economy, has not excelled in terms of innovation. The primary reason for this is the low 

involvement of the provincial governments and less than optimal public-private partnerships for technological development. 

However, the government is planning to support innovation and R&D by providing financial assistance to small and 

medium-sized businesses and young entrepreneurs, as well as establishing new Canada Excellence Research Chairs. The 

government is also increasing the budgets of the federal granting councils, improving the commercialization of new 

technologies through research links between businesses and academia, enhancing and expanding the Canada Student 

Loan and Grant Program, and helping apprentices by making occupational, trade, and professional examination fees 

eligible for the Tuition Tax Credit. 
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LEGAL LANDSCAPE 

Summary 

The Canadian legal system has an independent judiciary, which is free from other branches of government. The federal 

structure of Canada has also been extended to its judicial system. Legislative authority and responsibility are divided 

between various levels of government. The ability to make laws rests with the parliament of Canada and legislatures of 

the 10 provinces. The Constitution of Canada is the supreme law of the country. It sets out the basic principles of 

democratic government and defines the powers of the three branches of government: executive, legislative, and judiciary. 

It also divides law-making powers and responsibilities between the federal and provincial levels of government. Another 

aspect of the legal system is the fact that criminal and civil law is based on the British system of common law, although 

civil law in the province of Quebec is based on the French system. 

Canada has a complex labor law system, which has been a point of contention among different political parties. 

Employers in Canada have to keep themselves abreast with the latest developments in employee relations and 

employment standards. This has been noted as being an area witnessing amendments at a fast pace. The tax regime is 

to a large extent governed by the federal Income Tax Act and its regulations. Sales tax, corporate tax, and other laws of 

the provinces and territories are required to be followed by organizations doing business in Canada.  

Evolution  

The present legal system of Canada has evolved from various European systems that were prevalent during the 17th and 

18th centuries. The British North America Act of 1867 serves as the constitutional document for Canada. The Constitution 

Act, 1982, made Canada's constitution independent from Great Britain. The Constitution Act affirms the Constitution of 

Canada to be the supreme law of Canada and includes some 30 acts and orders that are part of it.  

The present legal system uses two different regimes: common law and civil law. In Quebec, civil law forms the basis of 

judgments, whereas common law applies in the other provinces and territories. Common laws are un-codified, while civil 

laws are based on a comprehensive statement of rules and general principles.  

Structure and policies  

Judicial system 

Structure of the system 

The final court of appeal in the country is the Supreme Court, and it has jurisdiction over constitutional, administrative, 

criminal, and civil law. The federal government appoints the chief justice and other judges of the Supreme Court. The court 

has eight judges apart from the chief justice. The court has a special role as advisor to the federal government. At times, 

the government may ask questions of the Supreme Court with respect to the interpretation of the constitution. The 

provincial courts of appeal and Federal Court of Appeal are the next levels. The Federal Court of Appeal is a superior court 

with civil jurisdiction, but it can deal with matters specified in federal statutes (laws). The provincial courts mostly deal with 

criminal cases and family matters.  
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At the provincial level, there are provincial/territorial superior courts and federal courts. Provincial courts/provincial tribunals 

and federal administrative tribunals are in the lowest level of the hierarchy.   

 

Figure 21: Canada: judicial structure 

 

 

 

Source: Datamonitor D A T A M O N I T O R 

 

Legislative relations between the union and the states 

Canada has a federal system in place and so does its judicial system. The central government is responsible for issues 

such as defense, foreign affairs, criminal law, immigration, banking and the national currency, international trade, and 

intellectual property. The provinces deal with regional issues such as direct taxation within the province, education, social  

programs, and rights related to private property and commerce.  

The minister of justice is also the attorney general of the country. Most criminal code offences fall under the jurisdiction of 

the relevant province. The Department of Justice, which is headed by the attorney general, carries out prosecutions under 

all other federal laws.  
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Business legislations 

Industrial acts, legislation, and regulations  

Businesses in Canada are governed by legislation enacted at both the federal and the provincial levels. The important 

federal laws include:  

 the Competition Act 

 the Bankruptcy and Insolvency Act 

 the Bank Act 

 the Patent Act 

 the Trademarks Act. 

Besides these federal regulations, an enterprise operating in Canada must abide by the employment laws of the relevant 

provincial government. The jurisdiction of the government in employer-employee disputes depends on the type of industry 

in which the employee works. For instance, the federal government regulates airlines, telecommunications, and railways.  

Taxation  

Income tax 

Both the federal and provincial governments impose income tax on individuals. The federal government’s tax rates are high 

compared to provincial governments'. Income taxes throughout Canada are highly progressive, with high-income 

individuals paying a significantly higher percentage than low-income residents. Federal tax rates have a limit of 29%, while 

provincial tax rates range from 5% to 21%. 

Federal tax rates for 2011 are as follows:  

 15% on the first $41,544 of taxable income 

 22% on the next $41,544 of taxable income (on the portion of taxable income between $41,544 and $83,088) 

 26% on the next $45,712 of taxable income (on the portion of taxable income between $83,088 and $128,800) 

 29% of taxable income over $128,800.  

Quebec has its own income tax rates in the range of 16–24% for different income groups.  

 Corporation tax 

The government has set a tax rate of 38% on taxable income and 28% after federal tax abatement. For Canadian-

controlled private corporations claiming the small business deduction, the net tax rate before surtax is 11%, effective 
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January 1, 2008. For the other corporations, the net tax rate will decrease from the current 16.5% to 15%, effective January 

1, 2012. The provincial/territorial corporate tax rates are in the range of 0–16%. There is a significant difference between 

rates in provinces.  

Sales tax 

The federal government levies a multi-stage sales tax of 5% on goods and services (compared to the earlier rate of 6%), 

which is called the goods and services tax (GST) or, in some provinces, the harmonized sales tax (HST). The GST/HST is 

similar to value-added tax (VAT), and ranges from 5–15%. The federal component of the tax rate is 5%. Quebec charges 

its own Quebec sales tax (QST) in addition to the GST/HST of 5%. QST includes the 5% GST/HST with a surcharge of 

8.5% on the 5%, which translates to an effective tax rate of 5.43%. An excise tax is also imposed on petroleum products, 

automobiles and air-conditioners used in automobiles.  

Other taxes to be incurred by employers  

In some provinces of Canada, employer health tax is imposed on employers. In some provinces, it is referred to as the 

Health Services Fund. Employees pay premiums for the Employment Insurance system and the Canada Pension Plan 

(CPP) and employers pay premiums for workers' compensation. These premiums are not considered to be taxes, as they 

allow employees to receive payments from the programs, whereas taxes are used to fund government activities. 

Labor laws 

The government has attempted to balance employee-employer rights by making changes in legislation. Both federal and 

provincial governments are responsible for labor laws. The federal government is responsible for the regulation of all inter-

provincial industries such as airlines, telecommunications, and railways. Most other industries, covering the majority of 

employers in Canada, fall under provincial jurisdiction. 

Employment standards legislation gives mandatory minimum conditions of employment, governing areas such as hours of 

work, overtime pay, minimum wages, holidays, vacations, equal pay for male and female employees, employee benefit 

plans, leaves, severance, and termination pay. There are exemptions for specified categories depending on the jurisdiction. 

For example, supervisory or managerial employees are often exempted from provisions surrounding hours of work and 

overtime pay. Labor laws in Canada are transparent and disallow discrimination between people based on social class or 

gender.  

Occupational health and safety laws are considered important in Canada, and employees have the right to refuse to work in 

an unsafe place. Fines are imposed for failure to adhere to health and safety requirements. Termination requirements differ 

across provinces.  

An employee’s entitlements are calculated based on his or her length of service. They range from one to eight weeks' 

written notice of termination to pay in lieu of notice. Under federal legislation, an employee who has worked for 12 

consecutive months should be paid severance pay. The Ontario jurisdiction also provides a severance pay requirement for 

employees. 
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Trade regulations  

Goods imported into Canada are subject to federal customs duties in addition to general sales tax and provincial sales 

taxes. The Canada-US free-trade agreement (FTA) completely eliminated customs duties for many goods imported into the 

US from Canada and vice versa. The North American Free Trade Agreement, signed by Canada, the US, and Mexico, 

eliminates customs duties on the import of qualifying goods into the three countries. Canada is a member of the World 

Trade Organization and has also entered into trade agreements with Israel, Chile, and Costa Rica. Drawbacks, refunds, 

and remissions of customs and excise duties are provided by Canadian legislation. The government also signed an FTA 

with Panama in 2010. The country is trying to reduce its dependence on the US economy by forging closer ties with the EU, 

China, and other countries. It is undertaking FTA negotiations with Turkey, Ukraine, Morocco, the EU, South Korea, India, 

Singapore, the Dominican Republic, Honduras, El Salvador, Guatemala, Nicaragua, and the Andean and Caribbean 

countries.  

 Restrictions on foreign ownership  

Various federal and provincial statutes place restrictions on foreign ownership in specific industries. There is a limit of 20% 

on foreign ownership of telecommunications common carriers, as specified by the federal Telecommunications Act. Non-

resident ownership of certain types of land is restricted in some provinces. Other industries where foreign investment is 

currently affected by federal or provincial regulation include financial services, oil and gas, farming, book publishing and 

selling, aviation, fisheries, liquor sales, mining, collection agencies, engineering, optometry, pharmacies, and securities.  

Some of the other restrictions on foreign ownership are that the federal Broadcasting Act provides that the broadcasting 

licenses may not be issued to non-Canadians or to companies that are effectively owned or controlled, directly or indirectly, 

by non-Canadians. 

Investment Act  

Under the Investment Canada Act (ICA), the Canadian government reviews foreign acquisitions of businesses in Canada 

with assets over specified monetary thresholds. The ICA applies to all enterprises irrespective of whether the business 

acquired is Canadian-controlled or not. Under the ICA, the requirement for government review and approval is generally 

limited to acquisitions that result in control of large Canadian businesses being directly acquired by non-Canadians. A 

review may also be required for smaller acquisitions and the establishment of new businesses by non-Canadians in specific 

industries identified as being important to Canada’s “national identity” or “cultural heritage” (known as "NICH businesses"). 

In addition, the federal cabinet, on a case-by-case basis, may order a review in the public interest where the requisite 

threshold is not met.  

Establishing operations as a foreign enterprise 

The government of Canada allows various forms of business structure like sole proprietorships, partnerships, corporations, 

and franchising and licensing.  
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Corporate governance 

In Canada, national policies have been drafted to meet the requirements of corporate governance. All of the companies 

registered on the Toronto Stock Exchange are subject to corporate governance requirements, which are listed in the 

Disclosure of Corporate Governance Practices and Corporate Governance Guidelines. There are mandatory rules related 

to audit committees, which are binding on these companies. Canadian firms are bound by the “principles-based” approach, 

as they are required to publicly disclose the extent of their compliance to the given “best practices." In such instances 

where a firm’s practices depart from such guidelines, the firm is liable to provide an explanation about the procedures 

implemented to meet the corporate governance objective. 

Performance  

Effectiveness of the legal system 

Canada’s investment regime came seventh in the World Bank’s ease of doing business rankings in 2011. In the 2011 Index 

of Economic Freedom, Canada’s score was 80.8, which makes the country sixth freest in the world. The country has high 

scores in nine out of 10 "freedoms," with business freedom registering a high score of 96.4. According to the World Bank, 

starting a business in the country requires one procedure and five days, compared to the Organisation for Economic Co-

operation and Development (OECD) average of 5.6 procedures and 13.8 days. 

Canada's labor market is one of the most flexible in the world. The labor market operates under flexible employment 

regulations that enhance employment and productivity growth. The non-salary cost of employing a worker is moderate, and 

dismissing a redundant employee is relatively costless. The labor laws do not necessitate retraining or replacement before 

firing a worker. Canada has comparatively high income tax rates and a number of loopholes are prevalent, which are 

exploited by residents to evade taxes. The Canada Revenue Agency is the administrative agency for taxation.  

Outlook  

Canada has a comprehensive legal framework that ensures ease in doing business. The country offers a favorable 

business regime with ample business freedom and is one of the most flexible labor markets worldwide. Canada provides a 

number of competitive advantages for foreign investment; however, it is restricted in some sectors such as air transport, 

telecommunication, and financial services. The liberalization of restricted sectors will create a large number of business 

opportunities for investors. Canada is expected to push ahead with plans to cut its corporate tax rate to 15% by 2012. By 

2012, Canada will have the lowest statutory corporate income tax rate among the G8, which is bound to attract foreign 

investors. However, firms have to bear one of the highest marginal effective tax rates on investment. This restricts the 

amount of capital investment in the country.    

The government signed the FTA with Panama in 2010 and is in negotiations with Turkey, Ukraine, Morocco, the EU, South 

Korea, India, Singapore, the Dominican Republic, Honduras, El Salvador, Guatemala, Nicaragua, and the Andean and 

Caribbean countries.  

Business enterprises operating in Canada have to adhere to a number of regulations both at the federal and the provincial 

level, which acts as a deterrent for investors. More often than not, these regulations as well as the rate of taxes vary widely 
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across provinces. The legal climate for business could become more attractive if the federal and provincial governments 

agree to a uniform business legislation and taxation regime.   
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ENVIRONMENTAL LANDSCAPE 

Summary 

The Canadian government has taken many steps to establish mechanisms to meet the environmental challenges that 

come with economic development. The focus of environmental policies has broadened from local and regional issues to 

challenges of a global nature. Climate change, global biodiversity, ozone layer depletion, and the transportation of 

chemicals and hazardous waste are some of the areas that have appeared at the top of the country’s environmental 

agenda. The country has made some progress in meeting its domestic environmental objectives and international 

commitments. Some advances have also been made in cutting air pollution, and policies have been created to reduce 

emissions of greenhouse gases (GHGs). However, the country’s performance in preserving the country’s biodiversity, 

managing pollution, increasing energy efficiency, and managing hazardous waste has been far from satisfactory. The 

country has not been able to achieve the emission reduction targets set under the first round of Kyoto Protocol, which runs 

up to 2012. In the Bonn meeting in 2011, the government confirmed that it will not support the extension of the Kyoto 

Protocol after 2012. Additionally, the government has taken a lenient view of its emissions record and has instead 

embarked on the expansion of its oil production. This will have a disastrous impact on the environment.  

Evolution  

The Canadian government began to recognize the environment as a significant issue in the 1970s, when it participated in a 

number of national and international debates. In 1971, the Department Environment Act combined different federal 

environment entities into Environment Canada. Conservation received most of the attention of environmental policy-makers 

during the 1970s. The scope of environmental acts gradually widened throughout the 1980s, and many ecological policies 

on land use, forestry, wildlife, heritage, chemicals, and water were brought into effect. It was during the same period that 

Canada began to explore the various options for sustainable development. During the 1990s, Canada became a proactive 

member in a number of international negotiations. The country has ratified some important environmental treaties. Since 

then, most of its domestic policies are centered on its international commitments.  

Structure and policies  

Environmental regulations 

Some acts, such as the Canadian Environmental Protection Act, are intended solely to protect the environment from 

pollution. Others, such as the Canada Wildlife Act and the Canada Water Act, focus on conservation. The Clean Air Act 

takes a comprehensive approach to the problem of worsening air quality and greenhouse gas (GHG) emissions. The 

government has initiated a plan called Eco Action that will require major industrial sectors to tackle climate change and help 

to clean the air. This is one of the main features of the government's comprehensive environmental agenda.  

Canada EcoTrust for Clean Air and Climate Change has been designed to provide financial support to provincial and 

territorial projects aimed at reducing GHG emissions and air pollutants. The resources allocated for this initiative amount to 

C$1.5bn ($1.4bn). A series of new programs, such as EcoFreight, have been launched that aim to reduce pollution caused 

by freight transportation. EcoFreight is made up of six initiatives, two of which specifically focus on the trucking industry. 
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The other initiatives involve air, rail, road, and marine transportation. A freight technology demonstration fund has also been 

established, which provides cost-shared funding and develops partnerships on shore-based power. In July 2011, the 

country also introduced a 2% renewable fuels requirement for diesel fuel. 

Water pollution is another area receiving attention from the regulators. The federal government has jurisdiction over 

fisheries, navigation, and federal lands. In a significant development in 2006, Environment Canada's Ice Service assumed 

operational responsibility of the Integrated Satellite Tracking of Pollution (ISTOP) program to fight marine pollution. ISTOP 

is a satellite surveillance program for the detection of possible discharges of oil due to marine transportation and offshore 

oil production.  

In 2010, the government tabled a new Federal Sustainable Development Strategy to improve environmental sustainability. 

The government also reiterated Canada's commitment to protecting the environment and citizens against the harmful 

effects of persistent organic pollutants. Furthermore, the government implemented its Renewable Fuels Regulation that 

requires an average of 5% renewable content in gasoline.  

In addition to the Renewable Fuels Regulations, the government has also planned regulations to reduce GHG emissions 

from passenger and heavy-duty vehicles. The government has planned to reduce total GHG emissions by 17% by 2020 

compared to 2005 levels.  

In February 2011, the government began a regulatory process to prohibit the manufacture, import, and sale of most 

mercury-containing products in the country through the proposed Regulations Respecting Products Containing Certain 

Substances Listed in Schedule 1 to the Canadian Environmental Protection Act, 1999. In February 2011, Ontario confirmed 

plans to increase the province’s renewable-energy capacity to 10,700 MW and to complete the necessary upgrades to the 

transmission system. Quebec plans to install more than 600 MW of new wind energy. 
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Environmental action  

 

Table 11: Canada’s environmental priorities and steps taken  

 

Air pollution Waste management  

▪ The clean air action plan, released in 2007, regulates both 
greenhouse gas emissions and air pollutants from industrial emitters. 

. Mandatory targets will be imposed on industries to achieve a goal of 

an absolute reduction of 150 megatons in greenhouse gas 
emissions by 2020. 

▪ In September 2010, the government introduced the Passenger 
Automobile and Light Truck Greenhouse Gas Emission Regulations 
as part of its efforts to reduce GHG emissions. 

 ▪ Substitution of fossil fuels is encouraged through the promotion of 
biofuels plantations and relevant R&D, as well as the streamlining of 
regulatory certification of the new technologies. 

▪ The Contaminated Sites Management Working Group was 
established in 1995 as a direct response to the need for an 
efficient and consistent approach to the management of 
contaminated federal sites. 

▪ The Development and Demonstration of Site Remediation 
Technology program works towards the development and 
demonstration of innovative techniques aimed at providing 
solutions to contaminated site cleanup operations. 

. Facilities have been developed that use landfill gas to generate 
electricity and heat. 

▪ The government follows a permit system controlling the disposal of 
waste and other matter at sea. 

▪ The Toxic Substances Management Policy puts forwards a 
precautionary and preventive approach to deal with substances 
that enter the environment. 

 

Water Nature 

▪ The Canada Water Act deals with water resources, focusing on the 
management of these resources and the implementation of 
programs relating to their conservation, development, and utilization.  

▪ Canadian water quality guidelines were set out in 1984. These 
guidelines relate to the protection of aquatic life, agricultural water 
uses, drinking water quality, and recreational water. 

▪ The federal government shares responsibility with provinces with 
respect to the provision of water for agriculture and health.  

 

▪ The Canadian Biodiversity Convention focuses on the 
conservation of biodiversity, the sustainable use of biological 
resources, and the fair and equitable sharing of the benefits from 
genetic resources.  

▪ Forest corridors are being preserved in the agricultural 
environment. 

▪ The Atlantic Coastal Action Program is a community-based 
approach to restoring ecosystems while developing their self-
sustaining capacity.  

▪ In 2010, the government tabled a new Federal Sustainable 

Development Strategy to improve environmental sustainability. 

▪ In February 2011, the government began a regulatory process to 
prohibit the manufacture, import, and sale of most mercury-
containing products in the country through the proposed 
Regulations Respecting Products Containing Certain Substances 
Listed in Schedule 1 to the Canadian Environmental Protection 
Act, 1999. 

 

Source: Datamonitor D A T A M O N I T O R 
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Table 12: International environmental treaties signed and ratified by Canada 

 

International treaty Year of ratification 

  

Convention on the International Trade in Endangered Species of Wild Flora and Fauna 1975 

Convention on Long-Range Transboundary Air Pollution 1979 

Ramsar Convention on Wetlands of International Importance 1981 

Vienna Convention on the Protection of the Ozone Layer 1986 

Montreal Protocol on Substances that Deplete the Ozone Layer 1988 

UN Framework Convention on Climate Change  1992 

Basel Convention on the Control of Transboundary Movements of Hazardous Wastes and their Disposal 1992 

Convention on Biological Diversity 1992 

UN Convention on the Law of the Sea 1994 

Convention to Combat Desertification  1994 

Kyoto Protocol 1998 

Stockholm Convention on Persistent Organic Pollutants  2001 

Rotterdam Convention on the Prior Informed Consent Procedure for Certain Hazardous Chemicals and Pesticides in 
International Trade 

2002 

  

Source: Datamonitor D A T A M O N I T O R 

 

Kyoto Protocol on climate change 

The UN Framework Convention on Climate Change sets an overall framework for intergovernmental efforts to tackle the 

challenge posed by climate change. It recognizes that the climate system is a shared resource whose stability can be 

affected by industrial and other emissions of carbon dioxide and other GHGs. The convention has a universal membership, 

with 192 countries having ratified the convention. Canada’s image was badly dented among the environmentalists after the 

December 2009 climate change summit in Copenhagen. The Kyoto Protocol was ratified by the previous Liberal 

government, but both the Liberal and Conservative governments have done little to meet the pact’s GHG reduction goals. 

In the Bonn meeting in 2011, the government confirmed that it will not support the extension of the Kyoto Protocol after 

2012, joining Russia and Japan that have also rejected extending the global pact to control GHG emissions. The country 

has not been able to achieve the emission reduction targets set under the first round of Kyoto Protocol up to 2012.  

Additionally, the government has taken a lenient view of its emissions record and has instead embarked on an expansion of 

its oil production. This will have a deleterious impact on the environment.  

Performance  

Environmental impact  

Among the developed countries, Canada’s environmental performance has not been very good. According to the UN 

Human Development Index (HDI), developed in 2009, 0.5% of the world's population accounts for 2.2% of global 

emissions, an average of 20 tons of carbon dioxide per person. These emission levels are above those of other high-

income countries. The nation's carbon dioxide emissions increased by 9% during 2002–08. The country has made progress 
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in terms of improving air quality and reducing energy intensity, and forest area coverage has also increased. However, the 

country lags behind in terms of GHG emissions, usage of freshwater resources, and waste reduction.  

The Canadian target for the Kyoto Protocol is to reduce GHG emissions by 17% below their 2005 levels by 2020, 

equivalent to 607 megatons. The country has been failing in meeting its commitment under the Kyoto Protocol. In fact, it 

was the first country ever to be brought to court over this issue. The government has been accused of failing to prepare a 

climate change plan.  

Nevertheless, the present government has succeeded in putting in place the Turning the Corner plan to reduce GHGs by 

20% by 2020. The government has taken steps on capping emissions and allowing exchanges to sell rights to emit GHGs 

in the future. The Montreal Climate Exchange, along with the Chicago Climate Exchange, is responsible for carrying out 

Canada’s cap-and-trade program. The country reiterated its targets under the Cancun Agreement of December 2010. As 

part of its commitment to address climate change, it is providing C$400m ($388.4m) in new and additional financing for 

climate change projects. 

 

Figure 22: Carbon dioxide emissions in Canada, 2003–10 
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Outlook  

Canada joined other countries in advancing the post-2012 climate change agenda in the Montreal Protocol conference. 

While the Liberal government was active with respect to Kyoto Protocol commitments, in 2007 the Conservatives indicated 

that they were planning to join the US-led coalition that insists on voluntary emission cuts. This is widely regarded as a shift 

away from the targets fixed under the Kyoto Protocol. The major focus of the government has remained domestic rather 

than international. The new Clean Air Act is regarded as a significant move towards regulating GHG-emitting industries. It 

also allows for domestic emission trading.  

According to the Canadian government, any post-2012 global agreement must be comprehensive and include all major 

emitting countries. It should also be long-term and flexible to maintain economic growth and prosperity, and encourage the 

development and deployment of new and existing technologies. In 2010, the government tabled a new Federal Sustainable 

Development Strategy to improve environmental sustainability. The government also reiterated Canada's commitment to 

protect the environment and citizens against the harmful effects of persistent organic pollutants. Furthermore, the 

government implemented its Renewable Fuels Regulation that requires an average of 5% renewable content in gasoline. 

However, Canada has not been very successful in controlling air pollution compared to other nations.  

In addition to the Renewable Fuels Regulations, the government has also planned regulations to reduce GHG emissions 

from passenger and heavy-duty vehicles. The government has planned to reduce total GHG emissions by 17% by 2020 

compared to the 2005 levels. In February 2011, the government also began a regulatory process to prohibit the 

manufacture, import, and sale of most mercury-containing products in the country through the proposed Regulations 

Respecting Products Containing Certain Substances Listed in Schedule 1 to the Canadian Environmental Protection Act, 

1999. 
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APPENDIX 

Ask the analyst 

Datamonitor’s Country Analysis Practice consists of a team of economists, analysts, and researchers, all with expertise in 

their given fields. For any questions or comments about this report you can contact the author directly at 

countryanalysis@datamonitor.com.  

Datamonitor consulting 

We hope that the data and analysis in this brief will help you make informed and imaginative business decisions. If you 

have further requirements, Datamonitor’s consulting team may be able to help you. For more information about 

Datamonitor’s consulting capabilities, please contact us directly at consulting@datamonitor.com. 

Disclaimer 

All Rights Reserved. 

No part of this publication may be reproduced, stored in a retrieval system, or transmitted in any form by any means, 

electronic, mechanical, photocopying, recording, or otherwise, without the prior permission of the publisher, Datamonitor. 

The facts of this report are believed to be correct at the time of publication but cannot be guaranteed. Please note that the 

findings, conclusions, and recommendations that Datamonitor delivers will be based on information gathered in good faith 

from both primary and secondary sources, whose accuracy we are not always in a position to guarantee. As such 

Datamonitor can accept no liability whatever for actions taken based on any information that may subsequently prove to be 

incorrect. 
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