What Affects MFP in the Long-Run? Evidence from Canadian Industries
Danny Leung 





Isabel Zheng

dleung@bankofcanada.ca



izheng@bankofcanada.ca
Tel: (613) 782-8519




Tel: (613) 782-7031

Bank of Canada

234 Wellington Street

Ottawa Ontario

K1A 0G9

Fax: (613) 782-7163

Abstract

Given the significant role multifactor productivity (MFP) has played in driving the fluctuations in Canada’s labour productivity growth over the past four decades, understanding its determinants in the long-run may inform judgment about future prospects for trend productivity. While many factors could explain MFP in view of its residual nature, panel studies on this subject tend to focus on one or two elements at a time, thereby risking exaggerating the significance of the factors under study. In addition, few studies for Canada exist that investigate determinants of MFP at the industry level. This paper purports to address these shortcomings.

Using data on 12 Canadian industries for 1976-2003, this study employs a dynamic panel error-correction model to establish the relative importance of the following potential determinants of MFP in the long run: ICT capital, research and development, outsourcing, trade openness, public infrastructure and price markup over cost. The model imposes the restriction that in the long run the coefficients of these factors are the same across industries, but allows all short-run coefficients to vary by industry. After controlling for capacity utilization, it is found that ICT capital, outsourcing and global trade openness have a statistically significant positive effect on MFP. The long-run impact of ICT is estimated to be small, but its recent contribution to MFP growth is quite large for a number of industries, possibly reflecting the delayed benefits of the ICT investment surge in the late 1990s due to adjustment costs. More global trade openness and industry outsourcing generally raises MFP, likely due to cost reduction from specialization, economies of scale, and technological spillover across industry and national borders. On average about 95 percent of the deviation of MFP from its long-run equilibrium is corrected in five years. However, the speed of adjustment varies significantly by industry.
