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FOREWORD
Over the past 18 months, Canadians have summoned immense reserves of self-sacrifice and resilience in tackling a
contagion that has menaced our personal health, threatened our economic livelihood, and all-but closed off personal
contact with our families, friends and colleagues. As senators, we asked ourselves whether the spirit with which
Canadians confronted the novel Coronavirus was something that could be leveraged into taking on another massive
challenge – specifically, where Canada’s prosperity will come from in a post-pandemic world, and how could we
ensure that we are all included in whatever policies are developed.
The existence of the pandemic itself was the trigger for the work we undertook, but the pre-existing economic headwinds facing Canada – sluggish economic growth, low productivity and poor business investment – have been present
for many years. The pandemic has only accelerated them.
This report endeavours to lay out the building blocks for a new prosperity strategy that has as its core the enhancement
of Canada’s economic competitiveness. Without such a vision, we believe Canada will disadvantage itself as it attempts
to cope with challenges like the achievement of a low-carbon economy, evolving international influences, rapidly changing technology and digital issues, the changing nature of work, and threats to democracy itself.
With these issues in mind, our group began discussions in November 2020 during which we asked ourselves three
key questions;


Where and how will the Canadian economy create the wealth necessary to sustain our economic and
social well-being?



What ought our fiscal anchors be in the post-pandemic world?



How can governments, business, labour, Indigenous and racialized communities, and other vulnerable
and affected groups work together to ensure that all of us benefit from the post-pandemic economy?

In our effort to better understand these issues and identify possible options, we engaged with 70 distinguished leaders
from business, government, labour and community organizations, as well as experts, academics and practitioners from
within Canada and outside.
We also drew on several excellent studies that have begun important dialogues across the country, including,
for example, the work of the Industry Strategy Council (Restart, Recovery and Reimagine Prosperity for All Canadians),
Business Council of Canada (Powering a Strong Recovery), Public Policy Forum (Rebuild Canada) and many more.1
What we heard from these many individuals is that failure to adjust effectively to the turbulence facing us could have
significant economic and social consequences for future prosperity. We also heard that an economic vision needs to
be a national effort that is dynamic, diverse and embraces the interests of all people and regions from
coast-to-coast-to-coast.
Our work is divided into two distinct parts.
First, it attempts to forecast from where we believe our future prosperity will emerge and how we can all benefit from it.
We discuss issues that revolve around innovation and business growth, the challenges of climate change, globalization
and digitization, inclusivity and social cohesion, federal-provincial cooperation and sustainable government. We have
tried to lay out weaknesses and challenges, such as the shift from an economy centered on resources and manufactured goods to one based in ideas and services, attracting investment and improving productivity, trade performance
and an aging population and the test we will face in achieving a net-zero carbon economy by 2050.
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We also look at the impact of COVID-19 on labour markets, women, racialized communities, youth and low-wage
workers and how we can leverage our strengths as a highly educated population for future prosperity.
Second, we examine how our nation might implement these ideas, the need for a 'whole of Canada' approach in doing
so and the necessity of bringing as many of us as possible into the conversation. This dialogue, we hope, will culminate
in a broad discussion where individuals from the widest possible range of sectors will help set an agenda for a path
forward. We also discuss the need for a "Grand Alliance" among governments, business, labour, civil society and
communities which we hope could embark on us a new era of constructive and cooperative federalism.
Ultimately, the purpose of this report is to stimulate conversations and dialogue, generate good policy ideas and allow
all of us to collaborate to implement change that enhances our economic competitiveness.
Canada has much to be proud of over its 154-year history. We are the 10th largest economy in the world and one of
the best places in the world to live.2
So, while we are mindful that the battle with COVID-19 is not over, we believe it is time to look at ways in which we
can recover from the challenges that it has caused, and also deal with many of the challenges that existed before
the crisis began.
Crises like the one we are enduring can provide opportunities for creative responses, just as the Second World War
provided the impetus for the United Nations and the Great Depression changed the way in which Canadians thought
about the economy. This is just such an inflection point.
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ABOUT US
The Prosperity Action Group (PAG) was formed in the fall of 2020 from the ranks of senators belonging to caucuses
ranging across the Upper Chamber. Created at the height of the coronavirus pandemic, our working group had as its
objective the development of a plan for how Canada could pursue a successful post-pandemic recovery.
But as we listened to the advice of distinguished individuals who presented to us, it became clear that a recovery would
not reach its full potential without also tackling many pre-existing economic and social challenges facing the nation. We
came to view the pandemic as a jumping-off point for discussions that could lead to a vision for economic growth in
which we could all share. Hence this report.
As senators, we are responsible for listening to and giving voice to the views of Canadians from various regions of the
country. From this vantage point, we also synthesize those perspectives with advice on long-term policy direction. We
wish to thank all those individuals and groups who have helped us during a period that has been so difficult for many of
us, both professionally and personally.
We also hope that this document is emblematic of the contribution that an evolving Senate can make to creating a
better Canada by proposing lasting solutions to enduring challenges. This report represents the consensus view of the
Senate Prosperity Action Group.
We acknowledge the tremendous contribution of Renee Allen, Jacob Greenspon, Brian Laghi and Mahmood Nanji in
supporting the work of PAG and in the development of this report for Canadians.
Finally, the views and opinions expressed in this document represent those of the members of the Prosperity Action
Group and do not reflect the views of the Senate of Canada.
The Senate Prosperity Action Group is comprised of:


Diane Bellemare, Quebec (Alma)



Peter Boehm, Ontario



Brent Cotter, Saskatchewan



Colin Deacon, Nova Scotia



Tony Dean, Ontario



Percy Downe, Prince Edward Island



V. Peter Harder, Ontario



Marty Klyne, Saskatchewan



Elizabeth Marshall, Newfoundland and Labrador



Sarabjit Marwah, Ontario



Paul Massicotte, Quebec (De Lanaudière)



Pierrette Ringuette, New Brunswick
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EXECUTIVE SUMMARY
The post-pandemic global economy will be more competitive, increasingly disruptive and profoundly different. As several
excellent studies and reports – including the work of the Industry Strategy Council (Canada's Economic Strategy Tables),
Business Council of Canada, Council of Canadian Innovators, Public Policy Forum, Ontario 360 and the Century Initiative –
have emphasized, in order to achieve long-term prosperity, Canada will need to adopt new strategies, build strong partnerships among a broad range of key stakeholders, and execute relentlessly and expeditiously to overcome long-standing
challenges.3 The extent to which Canada can effectively transition to a low-carbon economy, a fourth industrial revolution
that includes a digital or "intangibles" economy, a human capital formation revolution, evolving geo-political dynamics
and building a more inclusive and shared society will determine our level of economic growth and prosperity.
Based on the invaluable and inspiring advice, insights and perspectives that the Senate Prosperity Action Group received
from its engagements with distinguished leaders, experts, academics and practitioners from within and outside Canada,
PAG makes the following recommendations:

1. DEVELOP A NATIONAL ECONOMIC GROWTH STRATEGY
Consistent with the recommendations made by several organizations, PAG recommends that Canada develop a national
economic growth strategy that presents a long-term vision for unlocking our competitive advantages and achieving inclusive growth and shared prosperity. The strategy should leverage the country’s enormous assets and be comprised of a
collaborative effort involving the public and private sectors as well as important voices from individuals, communities and
regions across Canada. In particular, it requires all of our leaders from various sectors to build trust, champion Canada
and to work towards achieving prosperity for all.
In our view, the national strategy must include the following critical components:


REINVIGORATING THE BUSINESS ENVIRONMENT
Against the backdrop of slow economic growth, poor business investment, low productivity and current account
deficits, Canada needs to review its structural, fiscal and framework (e.g. competition and regulatory) policies.
To this end;
- PAG recommends that a comprehensive review of Canada’s tax system be launched immediately to reflect the new
economic realities and ensure that our system is internationally competitive.
- PAG recommends that regulatory reform be a top priority of all governments across Canada and that the commitments outlined in the 2017 Canadian Free Trade Agreement be achieved within the next five years to boost economic
growth, improve productivity and competitiveness.
- PAG recommends that all Canadian governments review their framework policies to create a competitive business
environment without causing unintended negative consequences.
- PAG also calls upon all business leaders to invest or secure new product or services investments for their Canadian
operations and to position Canada for new opportunities and growth.
The recent United States, Mexico and Canada Agreement negotiations were a reminder of the vulnerabilities of being
dependent on one nation for the majority of our exports despite the obvious geographical advantages. While Canada has
signed a number of significant trade agreements over the years, it has not been able to fully optimize those agreements especially in growing and emerging markets. Furthermore, Canada has a rich diaspora of immigrants from
around the world and a significant Canadian diaspora living overseas.
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These are huge assets for Canada which are underutilized. Going forward, Canada must re-focus its efforts on
diversifying and growing its trade of goods and services beyond the traditional markets of U.S. and Europe.
Given the uncertainty of the global economy and the geo-political tensions, the Prosperity Action Group recommends
that Canada aggressively pursue a strategy to diversify its trade beyond its traditional trading partners and seek new
export opportunities in emerging markets in Asia, the Middle East and Africa. Specifically, PAG proposes that the
federal government set a bold target for increasing combined exports of goods and services to markets outside the
United States to 35 per cent of all global exports from Canada.
Furthermore, Canadian governments need to work with Canadian businesses and exporters to better understand
what the impediments are to accessing new markets and existing trade agreements so that appropriate policies
and resources can be made available to promote growth.


STRENGTHENING HUMAN CAPITAL FORMATION
Talent is vital to economic growth and prosperity, especially in a highly competitive and technologically advanced
global economy. While Canada’s educated workforce has a distinct advantage today, we face a number of emerging
challenges, including the exclusion of a large number of Canadians (comprising, for example Indigenous and racialized communities, new immigrants and those not in employment, education or training - NEET), ineffective labour
market policies, an increasingly competitive environment for attracting talented immigrants and significant labour
shortages in certain sectors.
The changing demographics and the lack of specialized talent could have an enormous impact on the Canadian
economy if sufficient talent is not sourced through domestic and immigration channels.
- PAG recommends that integral to the proposed National Economic Growth Strategy is the development of a longterm strategy for human capital formation. The strategy, among other actions, should include active labour market
policies that complement skills development and education. Particular attention needs to be paid to skills development programs to ensure that they are effective, robust, sufficiently funded and delivered by the right partners.
Leveraging our immigration programs to attract top talent should also be a high priority but we must also ensure
new immigrants are effectively integrated into the labour market by appropriately recognizing and supporting the
upgrading of their qualifications.



A BOLD PATH TO TRANSITION TO A LOW-CARBON/NET ZERO ECONOMY
Transitioning to a low-carbon or greener economy will result in adjustments to the Canadian economy but it will also
produce economic benefits. PAG acknowledges that there are several pathways to achieving net zero by 2050 and
there is also much uncertainty in the global environment.
- Accordingly, PAG recommends that the government continue to actively consult and work with the carbonintensive industries and other stakeholders with a view to developing flexible policies, including carbon pricing
regimes that balance environmental and economic goals, and provide support to firms, individuals and communities
during the transition period.



BECOMING A WORLD LEADER IN THE DIGITAL AND INTANGIBLES ECONOMY AS PART OF THE TRANSITION
TO THE FOURTH INDUSTRIAL REVOLUTION
It is widely acknowledged that Canada has world class talent, AI expertise, an excellent ecosystem that includes
research and superior capacity for producing start-ups, but which falls short in commercialization of the research/
innovation, scaling up and protecting its data and intellectual property assets. Furthermore, Canadian firms lag
in adopting technologies relative to global peers; a shortcoming which contributes to low productivity. Canadian
leaders must adopt a digital perspective in their thinking and actions. Canada has a unique opportunity to make the
technology and innovation sectors a key contributor to its economy as the significance of other sectors decline.
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- PAG recommends that there be greater focus, investment and execution in transitioning to the Fourth Industrial
Revolution and specifically, to the Digital and Intangible Economy. Governments need to work closely with the technology sector and innovative companies to develop appropriate strategies, policies and frameworks. The priorities
should include creating an ecosystem that allows innovative companies to scale up to compete globally; positioning our companies strategically within our procurement systems; protecting our data and Intellectual Property
(IP) ownership; facilitating access to capital including encouraging our financial institutions as well as Canadian
pension plans to invest in domestic companies; building better partnerships between academic institutions and
businesses; and encouraging and incentivizing our best talent to stay here.


CREATING SUSTAINABLE, INCLUSIVE AND SHARED PROSPERITY
Canada is often recognized as one of the best countries in the world, given its quality of life and social purpose.
It is viewed as a stable and safe society that is open, fair and equitable. Despite this well-earned reputation, not
all Canadians and regions have been able to share in the country’s prosperity over the years. The current pandemic
and other events have highlighted the many challenges that disadvantaged groups and communities, including
Indigenous and racialized communities, face with employment, housing, education, access to digital networks,
business and accessing services.
- PAG recommends that the development of a National Economic Growth Strategy must adopt an "inclusive approach" that generates prosperity for all people and regions across Canada and especially those previously left
behind. This means using an "inclusive lens" to strategies and policies related to employment, education, training
and business opportunities.
- PAG also recognizes the value of the arts and culture sector in creating a broader and more inclusive economy.
To this end, PAG supports the establishment of a national independent culture commission (a modern day
version of last century’s Massey Commission) to explore cultural policy for Canada in the 21st century. The
proposed commission would embrace the country’s Indigenous roots, its bilingualism, its diversity and artistic
expression across the country.



INVESTING IN PRIORITY AREAS THAT IMPROVE ECONOMIC PRODUCTIVITY AND GROWTH
One of the economic realities of the pandemic is that governments across the world have had to make substantial
investments in direct support programs to individuals to avert other economic shocks. While the unprecedented level
of support was necessary, Canadian governments will need to shift from consumption to investments in productivity
growth as the economy begins to re-open.
- PAG recommends that all Canadian governments focus on a set of strategic investments that include:
(i) labour market training and educational support programs;
(ii) proposed early learning and childcare programs;
(iii) increased spending on R&D including "high-risk" and "mission-driven" research;
(iv) closing the infrastructure gap in areas such as digital and trade infrastructure;
(v) potentially co-investing with venture capital on commercialization opportunities (biotech, clean energy,
carbon capture and storage); and
(vi) supporting entrepreneurship and "scaling-up" of Canadian based firms.
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2. IMPLEMENT A SUSTAINABLE FISCAL MANAGEMENT PLAN WITH CREDIBLE
FISCAL ANCHORS
In our discussions with various leaders and experts, consensus emerged that Canadian governments responded
appropriately during the pandemic with unprecedented spending to mitigate further health and economic consequences.
Canada’s pandemic-induced spending was among the largest of G7 countries in terms of percentage of GDP. This level
of spending was possible because of the fiscal advantage that the governments had built up over the years with Canada
having the lowest net-to-GDP ratio within the G7.
However, with Canada’s federal net debt-to-GDP rising from 30 per cent to over 50 per cent and given its small economy,
there is growing concern about how the country will manage the substantially higher debt over the medium- and
longer-term as interest rates are likely to rise and as the population ages. As several commentators noted, the 2021
Federal Budget lacked a sustainable fiscal plan and a credible fiscal anchor.
The Prosperity Action Group recognizes that transitioning to a full economic recovery, especially for some individuals,
firms and sectors severely impacted by the current pandemic, will take some time and require appropriate government
bridging support.
- PAG recommends the following actions to rebuild Canada’s fiscal sustainability and resilience:
(i)

Develop a sustainable fiscal management plan that restores Canada’s fiscal advantage. This will ensure that;
appropriate investments can be made in the coming years on the highest-priority economic and social programs;
guard against future economic shocks; and provide investors/bondholders with the confidence that Canada
remains a desirable place to invest;

(ii) Adopt new fiscal anchors that provide fiscal discipline for future budgeting. Two fiscal anchors that the government should consider include: (a) limiting debt service cost from exceeding 10 per cent of government revenues
(the "Dodge" proposal) and (b) putting a ceiling on federal program expenditures as a percentage of GDP (the "Dahlby"
proposal). To be clear, PAG does not recommend an austerity program of spending restraints but rather the need
for more prudence on spending decisions and avoiding further debt-financing of new programs;
(iii) Explore new revenue sources beyond those outlined in the 2021 Federal Budget including increasing the Goods
and Services Tax by two percentage points with appropriate tax credit adjustments to offset the impact on lowincome individuals including seniors;
The GST increase would remain in effect until the federal government is able to reduce the federal debt-to-GDP
to less than 45 per cent (based on a three-year average) and public debt interest charges are below five per cent
of total government expenditures. The federal government should also report progress on these two targets as
part of its annual budget;
(iv) Implement stronger tax compliance measures to tackle corporate tax avoidance and evasion, as well as the underground economy and make adequate resources available for audits and investigations to maintain the integrity
of the tax system; and
(v) Review fiscal capacity (tax points) and fiscal arrangements (Canada Health Transfer, Canada Social Transfer,
Equalization) with provinces and territories to ensure they have the necessary funding to deliver key programs
and services to Canadians across the country.
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3. ESTABLISH A NEW PROSPERITY COUNCIL TO SUPPORT THE NEGOTIATION OF A
"GRAND ALLIANCE"
In recent years, major economic policy initiatives such as addressing interprovincial trade barriers, labour market
training initiatives, and early learning and childcare programs have been delayed due to prolonged disagreements between the federal and provincial and territorial governments. Inaction or delayed action has led to economic and social
costs. In the post-pandemic world, Canada can ill-afford to repeat these mistakes. As the pandemic experience has
demonstrated, when governments, business, labour and other community organizations collaborate and cooperate, they
produce huge dividends for all citizens.
The development of a national economic growth strategy with the associated policies and delivery mechanisms requires
the establishment of a new set of approaches, processes and institutions. An initiative of this significance risks failure
if it is driven from Ottawa by a single government. The economic vision we are recommending must be national, sustainable, inclusive and credible. PAG recommends that a Prosperity Council be established, with the federal government
acting as the catalyst. The council's mandate would be to support cooperation among federal, provincial and territorial
governments, to undertake consultations with civil society to foster social dialogue, and to share proposals for public
policy action and relevant research findings with Canadians in order to build consensus across Canada. The council
would also monitor Canada's economic and social performance according to selected targets to promote sustainable,
inclusive and shared prosperity. The council would be supported by a Secretariat with professional staff that would
develop strategies, engage with key stakeholders, conduct analysis, prepare options and recommendations and produce
accountability reports for Canadians.
The council would consider holding a Prosperity Summit annually through which priority initiatives would be discussed
and debated with a view to building consensus. A Team Canada approach would be used to negotiate a "Grand Alliance"
on major economic and social policy issues such as:


Implementing the national early learning and childcare program;



Enhancing labour market training programs and services;



Increasing infrastructure investment with a focus on digital and trade infrastructure;



Reducing interprovincial trade barriers;



Addressing regulatory barriers that create business uncertainty due to the lack of transparency and timely
decisions on major projects;



Promoting research, innovation and commercialization promoting research, innovation and commercialization
opportunities, increasing business investment into Canada and growing export trade to new and high-growth
markets; and



Reviewing of federal transfer programs (equalization and CHT and CST transfers).
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The Summit could also be an ideal time to issue a Progress Report to Canadians, on a set of priorities and performance
indicators. PAG proposes the following set of key performance indicators that the council should consider:

KEY PERFORMANCE INDICATORS FOR BUILDING SUSTAINABLE,
INCLUSIVE AND SHARED PROSPERITY IN CANADA
GLOBAL COMPETITIVENESS, ECONOMY AND GROWTH
Indicator

Current Performance

2030 Performance Target

Global Competitiveness4

Canada is ranked 14th out
of 141 countries

Top 10 in the World Economic Forum
Global Competitiveness Index (WEF-GCI)
(Denmark is currently 10th)

GDP (per capita)5

Canada is ranked 15th out of
37 OECD countries in 2019
($50,666 USD)

Top 10 OECD countries. (Germany is
currently 10th at $55,891 USD)

Productivity6

Canada is ranked 18th out of 36
OECD countries at $52.68 USD
GDP/hr

Top 10 OECD countries (Netherlands is
currently 10th at $67.63 USD GDP/hr)

Ease of Doing Business7

Canada is ranked 23rd out of
190 countries

Top 10 in the World Bank’s Doing
Business Study (Sweden is 10th)

Export Trade to Outside U.S.8

In 2019, 29.4% of Canada’s
combined export trade (goods
and services) went to markets
outside the U.S.

Increase Canada’s combined export
trade to markets outside the U.S. to
35%

State of Infrastructure9

Canada is ranked 26th out of 141
countries

Top 10 in overall infrastructure score in
WEF – GCI (Austria is currently 10th)

EMPLOYMENT, TRAINING AND TALENT ATTRACTION
Indicator

Current Performance

2030 Performance Target

Public Spending on Training10

Canada is ranked 18th out of
32 OECD countries (0.06% of
public spending)

Top 10 of OECD countries (Ireland is
currently 10th at 0.12%)

Labour Force Participation for
Women, People with Disabilities and Indigenous People and
Racialized People11

In 2019, the overall labour
participation rate in Canada was
82.1%, but rates for all other
groups except men was significantly below

The labour force participation rate for
all groups – women, men, people with
disabilities, Indigenous people and
racialized people mirror the overall
national rate
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Youth not in Employment,
Education or Training (NEET)12

Canada is ranked 13th out of 33
OECD countries (NEET rate is
12.6% for 20-24 year-olds)

Top 10 of OECD countries (Austria is
currently 10th with a NEET rate
of 10.9%)

Global Talent Attraction13

Canada is ranked 13th out of 132
countries in INSEAD Global Talent
Competitiveness Index

Top 10 in INSEAD Global Talent Competitiveness Index (Australia is currently
ranked 10th)

R&D AND TECHNOLOGY ADOPTION
Indicator

Current Performance

2030 Performance Target

Gross Domestic R&D Spending14

Canada is ranked 18th among 37
OECD countries at 1.5% of GDP

Reach OECD average of 2.5% of GDP or
Top 10 in OECD (Ireland is 10th at 2.3%
of GDP)

ICT Adoption15

Canada is ranked 38th out of
141 countries

Top 10 in WEF – GCI (Norway is
ranked 10th)

Digital Competitiveness16

Canada is ranked 12th out of 63
countries in the IMD World
Digital Competitiveness Index

Top 10 in IMD World Digital
Competitiveness Index (Finland is
currently ranked 10th)

SUSTAINABLE, INCLUSIVE AND SHARED PROSPERITY
Indicator

Current Performance

2030 Performance Target

Environmental Sustainability17

Canada is currently ranked 29th
out of 32 OECD countries for
GHG emissions (729 Mt CO2
equivalent)

Meet Canada’s 2030 GHG emissions
target of 511 Mt CO2 equivalent
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Fiscal Sustainability18

Childcare19

Indigenous-Owned Businesses
Contribution to Canada’s GDP20

Canada had a General Government Net Debt to GDP of 50.6%
as of Q1 2020 (Canada’s net
debt is below the OECD average
and Australia has the lowest net
debt among OECD countries)

Reduce Canada’s General Government
Net Debt to GDP to 40% or below and
remain among the lowest within OECD
countries

Federal Public Debt Interest (PDI)
Charges as a percentage of
Budgetary Revenues are
projected to be 6.2% in 2021-22
growing to 9% by 2025-26
based on 2021 Federal Budget

Limit Federal PDI from exceeding
10% of Budgetary Revenues

Annual Federal Program Expenditures as a percentage of GDP
in 2019-20 was 14.6%, grew to
27.9% in 2020-21 and is projected to be 19.7% in 2021-22

Limit Annual Federal Program
Expenditures to 15% of GDP
or less

Canada had 59.9% of children
aged 0 to 5 years in some form
of childcare outside family
(excluding kindergarten)

Top 10 of OECD countries (New Zealand
has an enrollment rate of 72.3%)

Childcare costs (median toddler
fees in Canada on a monthly
basis) range from $181
to $1578

Achieve the 2021 Federal Budget target
of $200 monthly across Canada by
2025-26

Indigenous-owned businesses
currently contribute an estimated
$32B to the Canadian economy

Indigenous-owned businesses to
contribute more than $100B to the
Canadian economy
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THE CURRENT STATE OF THE CANADIAN ECONOMY
Much optimism accompanies the gradual opening up of the Canadian economy as the pandemic begins to recede.
Economic growth is projected to be near six per cent in 2021 and almost four per cent in 2022 - nearly matching or
exceeding the Organisation for Economic Co-operation and Development (OECD) average - while employment is improving and is at approximately 97 per cent of pre-pandemic levels.21 Further, consumer confidence is at a 13-year-high,
the stock market is setting new records, the Canadian dollar has strengthened relative to other global currencies, the
Canadian technology sector is attracting record investments from venture capitalists and foreign investors, and estimates suggest that Canadians have built up some $200B of savings during the pandemic.22 Reflecting on the possibility
of a post-pandemic economic boom, one of Canada’s senior business leaders described it as "one of the most profound
economic growth environments of our lifetimes".23
Nonetheless, the encouraging numbers fueling the optimism also mask some significant structural challenges and headwinds facing the Canadian economy pre-pandemic. Some of these trends were further exacerbated during the pandemic
and as such, these areas will take much longer to recover.
Several excellent studies and reports have documented the nature and magnitude of these challenges, and their impact
on the Canadian economy.24 During our engagements with various leaders and experts, a number of these issues were
raised to highlight the need for substantial action by the public and private sector to secure our future prosperity.

HEADWINDS FACING THE CANADIAN ECONOMY
SLUGGISH ECONOMIC GROWTH
Beyond the impressive growth rates projected for 2021 and 2022, largely due to the pandemic recovery, Canada’s GDP
is expected to fall below two per cent in 2024 and 2025 and as Chart 1 from the 2021 Federal Budget shows,
Canada’s Real GDP growth for 2020-2029 is expected to be approximately 1.7 per cent.25

As Drew Fagan and Sean Speer highlight in their report, A Post-Pandemic Growth Strategy For Canada, Canada’s
economic sluggishness long predates the COVID-19 crisis and the rate of economic growth has been falling decadeover-decade for the past 50 years.26 Over the 40-year period from 1960 to 2000, the average annual GDP growth rate
measured a little over four per cent, while since the beginning of this century, economic growth has been half that,
averaging just below two per cent.
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While this trend is concerning, Canada’s experience is similar to those of its peer countries. Between 2000 to 2019,
Canada’s average Real GDP growth exceeded the United States, OECD countries and the European Union.27 The rapidly
changing global economy is witnessing a shift with higher levels of growth moving from west to east, to countries like
China, India and the emerging markets.
In its 2019 report entitled, The Innovation and Competitiveness Imperative: Seizing Opportunities for Growth, Canada’s
Economic Strategy Tables proposed six Signature Initiatives aimed at improving global competitiveness and attracting new
investment which it claimed had the potential to add up to over $300B to Canada’s GDP (or an increase of $13,000 to median Canadian household income) by 2030.28 Among the initiatives it identified was a focus on scaling up and, specifically,
the need to double the number of global-leading Canadian companies as well as doubling the rate of Canadian mid-sized
companies which evolve into larger companies. This could potentially add $15B to our GDP.29
CURRENT ACCOUNT DEFICIT
The current account balance is a concept that is not always well-understood or broadly discussed. Essentially, the current
account represents the sum of Canada’s economic interactions with the rest of the world – imports and exports of goods
and services, payments to foreign holders of the country’s investments against payments received from investments
abroad, and transfers such as foreign aid or remittances. As former Governor of the Bank of Canada, David Dodge, reminds
us, the current account warrants serious public attention because it provides a reliable reflection of the medium-term
strengths and weaknesses in the economy.30
As Chart 2 illustrates, Canada’s current account balance has fluctuated over the past 40 years from surpluses in the early
1980s and between 2000 until late 2008, to a deficit during the remaining periods. While Canada did reasonably well dealing with the Great Financial Crisis, exports of non-energy products, including motor vehicles and parts, declined sharply,
the deficit in services worsened, as did flow of direct investment into Canada.
By the time the pandemic hit Canada, its current account had deteriorated significantly and the deficit was between two to
three per cent of GDP, which amounted to a shortfall of $50B to $60B annually. Dodge warns that "current account deficits
can also be seen as the inevitable product of Canadians and their government choosing to borrow to maintain a high level
of private and public consumption rather than finding ways to generate national income through added production."31
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Persistent current account deficits during uncertain economic times can also impact investor confidence and lead to
currency depreciation and a rise in interest rates, an outcome which Canada witnessed in the mid-1990s.32
Canada’s trade balance, including goods and services, has also been negative since the Global Financial Crisis, with the
deficit peaking at more than $60B in 2016. The Bank of Canada attributes the weak demand for exports to two critical
issues: geography and competitiveness.33
First, Canadian exports have been disproportionately concentrated on slow-growth mature economies like the U.S.
rather than faster-growing emerging markets in Asia. Second, given the higher unit labour costs in Canada due to low
productivity growth and the stronger currency, Canada’s competitiveness is compromised. While there is much uncertainty over how the trade recovery will occur in the post-pandemic world, the Bank’s optimistic scenario – based on
Canada diversifying its export markets and improving its productivity – suggests that Canada could be $30B better in
2024, which would eliminate the current account deficit.34 To achieve this, the Governor of the Bank of Canada, Tiff
Macklem, emphasized that "business leaders and policymakers need to work together to leverage, broaden and deepen global markets for Canadian products" given that they already have some of the best market access in the world
through existing multilateral and bilateral agreements.35
WEAK PRODUCTIVITY
Canada’s productivity performance has been a major concern for many years. Although there has been some debate
about the size of Canada’s productivity gap, it has become clear more recently that it is growing relative to its peer
jurisdictions.
Over a period of 50 years, Canada’s productivity growth has declined considerably. As Chart 3 shows, in 1970, Canada's GDP per hour worked was approximately $1 less in output than in the United States and $1 more in output relative
to G7 countries. By 2019, Canada’s GDP per hour worked was $18.10 less than the United States and $9.50 less than
the G7 average.
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Productivity is also important for measuring relative living standards. In 1970, Canada’s GDP per capita was $21,656, the
second highest among G7 nations and approximately $3,600 less than the United States. In 2019, Canada dropped to third
place ($45,850) with the gap widening substantially relative to Germany ($50,004) and the United States ($60,709). Over
the 50-year period, Canada has had the lowest GDP per capita growth among the G7.36
LOW BUSINESS INVESTMENT
Business investment is vital for economic growth as it drives labour productivity and creates well-paying jobs. Canada’s
ability to attract business investment has deteriorated in recent years relative to other advanced countries. According to
Statistics Canada and OECD data, in 2019, Canadian businesses were investing approximately $15,000 per worker in
machinery, buildings, engineering infrastructure and intellectual property. However, businesses across the OECD were
investing 40 per cent more per worker ($21,000) and businesses in the United States were investing nearly 75 per cent
more per worker ($26,000).37
Some of the business investment decline in Canada is due to lower investment in the oil and gas sector, which in the
past attracted substantial capital. In its report, Powering A Strong Recovery: An Economic Growth Plan for Canada, the
Business Council of Canada attributes the decline in business investment in Canada to a perception that it is difficult
and extremely time-consuming to get large capital projects off the ground. It states that, "the cancellation of major projects such as the $16B Energy East pipeline, Teck’s $21B Frontier Project and Pacific NorthWest’s $36B liquid natural
gas facility will substantially reduce the level of new capital investment in Canada for many years."38
Conversely, Canadian investment abroad has been growing as Canadian-headquartered companies choose to
expand outside its borders due to bigger market opportunities and a better investment environment.

LABOUR MARKET GAPS
Canada’s labour participation has grown over the years as more women have joined the workforce. By 2019, over 82
per cent of Canadians aged 25 to 64 were in the labour force, which compares well with other peer jurisdictions.39 However,
this statistic can be misleading as it does not convey some significant underlying disparities. Women and Canadians
from a range of marginalized backgrounds typically have fewer labour market opportunities than men.
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For example, labour participation rates for Indigenous persons and persons with disabilities were almost 17 per cent
lower than the overall participation rate.40
Youth unemployment has also been a major concern as the unemployment rate of this cohort has typically been almost
twice the national average. Canada’s NEET (Youth Not in Employment, Education or Training) rate has been improving
over the past couple of decades but still remains somewhat high at 12.6 per cent for 20 to 24 years placing Canada
13th among 33 OECD countries.41
The pandemic has had the greatest impact on Canada’s most vulnerable people; primarily low-wage workers, young
people, people with disabilities, racialized workers and women who were employed in hardest hit sectors, such as retail,
hospitality and tourism. While the pandemic support programs have helped these workers, it will likely take them longer to
transition back into the workforce as some of the jobs may no longer exist or they may not provide sufficient hours.42
The shift to a digital economy is creating huge demands for highly skilled technology workers. The Brookfield Institute’s
study, Who are Canada’s Tech Workers, estimates that Canada will need an additional 189,000 technology workers
(high-tech and digital) by 2026.43
AGING POPULATION
In 2019, 17.6 per cent of the Canadian population was over 65 years old, slightly higher than the OECD average of
17.1 per cent. It is estimated that by 2030, nearly one-quarter of Canadians will be 65 or older and the "dependency or
support ratio" – the number of people in prime working age (between 15 and 65 years old) per senior – will be about
2.0 compared to 6.6 in the early 1970s and 4.2 in 2012.44
This significant demographic shift has two major impacts on the economy; the loss of critical workers which affects a
business’ ability to grow, and upward pressure on government spending for increased health care, old age security and
pension costs.45 Given that employment growth has been a significant contributor to GDP growth, the drop in the relative
share of working-age adults would likely result in the lower income per capita and reduce overall prosperity.
To address the issue of an aging population while maintaining strong economic growth and future prosperity, various advisory councils and organizations have recommended that Canada substantially increase its annual permanent economic
immigration levels, with some proposing a target of reaching a population of 100 million by 2100.46 To that end, the
federal government announced in late 2020, its intention to increase total immigration targets to approximately one per
cent of Canada’s population or approximately 400,000 new permanent residents from 2021-2023.47
EXCESSIVE REGULATORY BURDEN
Regulatory policy is an important instrument for governments to protect citizens and to ensure fair competition in business. However, achieving the right balance is often a challenging endeavour. Canada’s regulatory environment is often
cited as one of the biggest impediments to competitiveness. Federal, provincial and municipal requirements are often
perceived as being duplicative and not aligned, resulting in additional cost to business. Furthermore, as noted above,
our prolonged regulatory approval processes and the perceived lack of transparency, creates considerable uncertainty
for businesses. Canada’s regulatory burden is one of the major reasons for its poor ranking in the World Bank’s Doing
Business study.48 The cumulative effect of the regulatory burden adversely impacts investment into Canada. Hence,
achieving the right balance in our regulatory approach that ensures consumer and environmental protection, fair
competition and firm growth will be critical for Canada's future economic growth and prosperity.
For several years, Canadian governments have attempted to tackle this issue by launching initiatives such as red tape
reduction and open for business. In some jurisdictions, governments have instituted a practice of reducing two regulatory requirements for every new regulatory measure introduced. However, to date the results have been mixed. In 2018,
the federal government announced a regulatory reform agenda with a view to making Canada’s regulatory system more
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agile, transparent and responsive. It also established an External Advisory Committee on Regulatory Competitiveness.
A series of targeted regulatory reviews are now being conducted on high-growth sectors and strategic areas. While
these reviews are a positive development, there are calls for these efforts to be fast-tracked.49
INTERPROVINCIAL TRADE BARRIERS
Perhaps the biggest irritant within the Canadian regulatory environment is the existence of interprovincial trade barriers which adversely impact economic growth. As the 2021 Federal Budget acknowledged, "removing barriers to trade
between provinces and territories will help build a more prosperous economy – creating jobs, fueling business expansion, expanding consumer choice of Canadian goods and services, and helping regional economies grow."50 According
to a 2020 survey, nearly 90 per cent of Canadians supported free interprovincial trade.51 Despite this, little progress has
been made since the signing of the 2017 Canadian Free Trade Agreement.
The internal trade barriers have also caught the attention of the OECD which once again highlighted its concerns in the
May 2021 Canada Economic Survey.52
Several studies have attempted to quantify the cost of these internal barriers including a 2017 Statistics Canada study
which estimated that the non-tariff barriers were the equivalent of an ad valorem tariff of 6.9 per cent. A recent Bank
of Montreal estimate found that the positive impact from free interprovincial trade over a decade would be as much as
two per cent to the national GDP, or nearly $50B. Finally, as the table below shows, a 2019 International Monetary Fund
(IMF) study suggests that eliminating internal trade barriers would have an even greater impact on Canada’s economy
by boosting the Real GDP by almost four per cent, with smaller provinces like PEI and Newfoundland gaining the most in
terms of GDP growth.53

CHART 5:
GAIN FROM ELIMINATING NON-GEOGRAPHIC BARRIERS FOR GOODS
BETWEEN CANADIAN PROVINCES
Provinces

Real GDP per capita, % change

British Columbia

2.8

Alberta

3.2

Saskatchewan

5.1

Manitoba

7.1

Ontario

2.9

Quebec

4.6

New Brunswick

6.0

Nova Scotia

4.8

Prince Edward Island

16.2

Newfoundland and Labrador

12.8

CANADA

3.8

Source: Jorge Alvarez, Ivo Krznar, and Trevor Tombe. Internal Trade in Canada: Case for Liberalization, IMF Working Paper, July 2019, p. 24
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- PAG recommends that regulatory reform be a top priority of all governments across Canada and that the commitments outlined in the 2017 Canadian Free Trade Agreement be achieved within the next five years to boost economic
growth, improve productivity and competitiveness.
TAX COMPETITIVENESS AND EFFECTIVE COMPLIANCE
A structure of a tax system is an important determinant of competitiveness. A jurisdiction’s tax competitiveness can
influence the location of a firm or an entrepreneur’s next investment or what country a skilled individual might select to
apply one's talents. A fair, predictable, efficient and transparent tax system also ensures that the government can generate sufficient revenues to support economic growth and the delivery of critically important social programs.
Although Canadian governments typically make some adjustments to the tax system through their annual budgets, Canada’s tax system has not been comprehensively reviewed since the Carter Commission in the mid-1960s. The Canadian
economy has changed dramatically since then and this trend will accelerate with the digital economy.
It may be instructive at this point to examine how Canada’s tax system compares with its U.S. neighbour and with other
advanced countries. As a share of GDP, Canada’s taxes on corporate profits and payroll taxes are both significantly higher than the OECD average. In terms of corporate taxes, Canada collects more as a share of GDP than Germany, United
States, the United Kingdom, France, Australia, Sweden and Denmark. A similar trend exists with Canada’s personal
income taxes with respect to GDP. The average top marginal personal income tax rate in Canada – federal and provincial
rates combined – is 53.5 per cent compared to 47.5 per cent for Korea and Germany, 47 per cent in Australia and the
United Kingdom, 46 per cent in the United States and 33 per cent in New Zealand.54
In its 2018 study, Canada’s Tax System: What’s So Wrong and Why it Matters, the Chartered Professional Accountants
of Canada identified a number of deficiencies with the Canadian system, including an insufficient promotion of global
competitiveness, a lack of encouragement for growth and innovation, complicated tax expenditures and not necessarily
achieving desired goals. The CPA concluded that a tax system review should be a priority.55
The need for a tax review and reform was endorsed by leaders and experts with whom we met. Several noted that the
tax system needs to appropriately incentivize individuals to effectively contribute to the economy. Experts also eschewed
the oft-quoted notion that reform is "a race to the bottom".
Improving our tax compliance systems should also be a priority for Canadian governments. It is estimated that Canada loses
between $7B to $25B in tax revenues annually due to aggressive tax avoidance schemes and evasion, the underground
economy and other compliance gaps. Canadian governments need to strengthen their tax compliance activities, including enhancing audit and investigation capacity, to ensure the integrity of our tax system.56 The federal government’s
decision to support the global minimum corporate tax rate of at least 15 per cent following the recent G20 Finance
Minister meeting is a step in the right direction.57
- PAG recommends that a comprehensive review of Canada’s tax system be launched immediately to reflect the new
economic realities and ensure that our system is internationally competitive.
BALANCED FRAMEWORK (COMPETITION AND REGULATORY) POLICIES
Over the years, concerns have been raised about some of Canada’s framework policies such as competition policy.
In 2007, the federal government established the Competition Review Panel chaired by the well-respected business
executive L. R. Wilson. A year later, the Panel released its report, Compete to Win, which included 82 recommendations
covering a wide range of topics affecting competitiveness.58 While a number of the recommendations were implemented, many remain outstanding. In addition, given the challenges associated with the digital economy, the allocation of
global investment and the changing nature of competition, Canada must re-examine these framework policies.
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During our discussions with leaders and experts, one particular example that was highlighted was telecommunications
where the current approach to spectrum auctioning has created some unintended negative consequences. Ensuring
fair and effective competition policy is critical to Canada’s economic competitiveness. President Biden’s executive order
promoting competition in the American economy demonstrates the importance of this policy area and should be closely
monitored as it may offer some lessons for Canada and could impact our economy.
OTHER CHALLENGES AND RISKS
In addition to the challenges outlined above, there are several other concerning trends that will need to be closely
monitored and may require policy and fiscal intervention. These include; the affordability of housing in big cities, overall
household debt, the need for increased investment in digital and trade infrastructure and the decline of certain
industries.

LEVERAGING OUR STRENGTHS
Canada has enormous assets and strengths, given its status as the 10th largest global economy, its membership in the
G7 and its consistent ranking as one of the best countries in the world in which to live. Over the years, these assets and
strengths have enabled Canadians to enjoy a high standard of living. However, the global economy is rapidly changing
due to geo-political factors, technological advancement, globalization, climate change and shifting demographics. As the
global environment becomes increasingly more competitive, Canada will need to raise its game to achieve sustainable
economic growth and prosperity for all of its citizens. Specifically, it will need to leverage its strengths to create new
opportunities for growth.
Building on the work of the Industry Strategy Council, Canada’s primary strengths include:


RICH NATURAL RESOURCE ENDOWMENT
Canada is fortunate to have significant water, agriculture, energy, forestry and mining endowments. Can we find new
export markets for these commodities and produce more value-added products?



WORLD CLASS TALENT
Canada has one of the best-educated workforces and boasts exceptional talent across various sectors. We also attract
some of the best global talent. Can we better leverage and retain this talent to the benefit of the Canadian economy?



GLOBAL LEADER IN FINANCIAL SERVICES
Canadian banks and pension funds have earned a distinguished reputation internationally. How do we encourage them
to play a greater role (specifically investing in Canadian companies and infrastructure) to boost the Canadian economy?



TRADING NATION
Canada’s geographic proximity to the world’s biggest economy, its numerous trade agreements and diverse immigrant diaspora present enormous advantages. Is Canada fully optimizing these unique opportunities?



ROBUST R&D CAPABILITIES
Canada has some of the best educational and research institutions in the world including expertise in high-tech
and bio-tech and leading minds in AI. How do we increase more public and private sector investment in R&D and
produce better commercialization results?



GOVERNANCE AND POLITICAL STABILITY
Canada has a reputation for strong governance principles and institutions including the rule of law. It also has a low
political risk profile relative to other countries given the stability of its federal, provincial and territorial governments,
their policy actions, and open and fair procurement processes. Nonetheless, regional differences persist in our
country against which we must maintain strong national cohesion. How do we ensure this?
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HIGH QUALITY OF LIFE
Canada has a strong social safety net and a tradition of embracing multiculturalism and diversity. Can Canada become
a more inclusive society, reduce inequality and overcome the historical injustices to its Indigenous people?



INTERNATIONAL REPUTATION
Canada has consistently supported international institutions, assisted others in times of political, economic or health
crises and is recognized for its leadership at key forums and for welcoming immigrants from around the world.
Can Canada build on this reputation in broader forums?
These unique strengths and assets present tremendous advantages for Canada’s economy and society. Given our
resilience and diversity, it is incumbent upon us to build on these attributes and to realize their full potential to
create a better, sustainable and inclusive Canada for future generations.

Many of the challenges that Canada’s economy faces today are similar to those faced by other nations in the G7 and
OECD countries. However, many of these nations are using the pandemic as an opportunity to reposition and accelerate
the transition of their economies. As the Industry Strategy Council pointed out, "Canada’s peer countries are making
bold strategic choices and investments to build their industries for the future. They are investing heavily in stimulus
measures and deploying sector-specific support to drive productivity. [They] are increasing support for innovation in
the face of an accelerated move a digital, data-driven and de-carbonized global economy particularly as a result of
the pandemic."59
Against this background, how will Canada respond? The Prosperity Action Group echoes the calls of several organizations including the Industry Strategy Council, the Business Council of Canada, Ontario 360, Council of Canadian Innovators and the Brookfield Institute for the development of a new economic vision that creates a new path
for achieving higher economic growth, improving global competitiveness and building a sustainable and
shared prosperity.

WHAT WE HEARD
Our discussions with the invited guests took place under Chatham House Rules, which allowed them to offer
their broad perspectives and candid advice without attribution. Nonetheless, we have compiled a series of
anonymous quotations to provide a flavour of some of the advice provided to us.
"Canada’s strengths are diverse and this is the best path to success. Future growth will come from our strengths
but that doesn’t mean we don’t change how we do things and how we pursue new opportunities."
"We have a scaling problem – building the raw muscle to scale. We have a thin level of talent in this country of
the kind of people who have done it before."
"The structure of tax spending and regulation matters even more as it impacts private sector investment which
drives productivity and output and the future welfare of Canada."
"The pandemic has exacerbated long-standing structural weaknesses in our economy. … As a medium-sized
economy heavily dependent on exports, Canada needs to contend with a rise of protectionism, erosion of multilateral rules-based international trade order, and geopolitical changes. We need to get serious about a strategy."
"(We) need to take better advantage of trade agreements that we have signed – (we) have challenges related
to risk aversion, lack of competitive pressure on firms, demand for our exports, and focus on goods trade."
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SECTION 2
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CREATING SUSTAINABLE, INCLUSIVE AND SHARED GROWTH AND
PROSPERITY IN A HIGHLY COMPETITIVE GLOBAL ECONOMY
The second decade of the new century began with much optimism and hope. Within ten years after the Great Recession,
the global economy was performing well with increasing numbers of people around the world emerging from poverty.
Technological advancements were making it easier for people to connect from one continent to another, creating
remarkable new innovations in all fields.
However, this buoyancy papered over bigger challenges that included increasing anxiety over climate change, inequality
and geo-political tensions. Then, at the end of the second decade, the pandemic brought the world to its knees. As
many experts have observed, the crisis has accelerated previous trends and this has led some economies to pause
and rethink their economic strategies for competing in the post-pandemic world.
While Canada has responded well to the pandemic through the collective efforts of governments, business, labour and
various communities, we are now forced to also reflect on this experience and consider how we maintain resilience
in future crises and how, as a nation, we continue to compete in an even more competitive global environment in the
post-pandemic period.
For much of its history, Canada has relied on and benefited enormously from its abundant natural resources (agriculture,
mining, forestry, fisheries and energy). Similarly, in the post-war era, the manufacturing sector (automotive, aerospace,
machinery) has contributed significantly to the Canadian economy. But given transitions which began years ago – and
which have been brought into stark reality by the pandemic – Canada must look beyond some of the declining sectors to
find new opportunities to generate future wealth and prosperity. This will mean re-examining how to extract the greatest
value for its natural resources by better-utilizing new technologies. The collapse of the oil market at the beginning of the
pandemic was another reminder of its significant impact on Canada’s economy.
In its report to the government, the Industry Strategy Council conducted detailed analysis on various economic sectors
and recommended that the government stabilize those sectors hardest hit by the pandemic, namely, aerospace, aviation,
tourism and hospitality, retail and resources. The council also recommended that the government target strategic sectors that offer the greatest opportunities for growth including advanced manufacturing, agri-food, health/bio sciences,
clean technology and digital industries.60
Going forward, maintaining and enhancing prosperity hinges on how Canada manages the big global transitions –
climate change, the Fourth Industrial Revolution, the human capital formation revolution, the geo-political environment
and inclusive and shared prosperity demands. The Prosperity Action Group discussed these transitions with the leaders
and experts with whom it met and share the following perspectives.

TRANSITIONING TO A LOW-CARBON ECONOMY
The devastating effects of climate change have become increasingly evident over shorter periods of time. Witness, for
example, the raging fires in the Amazon and Australia, the record number of Atlantic hurricanes in the United States
in 2020 and our own temperature records set over the summer. According to the Economist Intelligence Unit, climate
change could directly cost the world economy nearly $8T by 2050 due to drought, flooding, crop failure and damaging
infrastructure.61
Canada is the world’s 10th largest emitter of greenhouse gases (GHGs) accounting for 1.5 per cent of global GHG emissions. In per capita terms, our nation is in the top three in the world.62 In 2015, Canada joined 194 countries by signing
onto the Paris Agreement to fight climate change and limit the global average temperature rise to well below two degrees Celsius. Under the Agreement, Canada has committed to reducing its GHG emissions by 30 per cent below 2005
levels by 2030 and to achieve net-zero emissions by 2050. In July, 2021, the federal government announced even more
ambitious GHG targets, committing to reduce emissions by 40 to 45 percent below 2005 levels by 2030.63
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Canadian governments are well aware that addressing climate change is imperative and not doing so could have
significant economic and social costs. According to the Canadian Institute of Climate Choices, the number and cost of
catastrophic weather events this past decade alone – from flooding across the Prairies and southern Ontario (20132018), to wildfires in Alberta and British Columbia (2011-2018) and severe weather damage to Canadian farms (2018)
– were twice as high as those recorded in the previous decades. Together these resulted in insured losses of over $18B
between 2010-2019.64
To achieve the ambitious targets, large scale transformative changes will be required in Canada’s natural resources
and industrial sectors as they account for more than one-third of the country’s total emissions.65 Ironically, many of the
carbon-intensive industries have also been the source of enormous wealth in the country’s history. This complexity
means Canada needs to take a balanced approach to achieving economic and environmental goals including implementing an effective carbon pricing regime.
Canada’s oil and gas sector is the single largest emitter accounting for 26 per cent of total emissions. There is growing
concern that the transition to a low-carbon economy will severely impact that sector. A recent TD Economics study estimated that this transition could displace some 312,000 to 450,000 workers in the oil and gas sector over the next three
decades, similar to what occurred in the manufacturing sector during the 1990s and early 2000s.66
OUR BUILT-IN ADVANTAGES
Despite this rather gloomy scenario, the transition to a low-carbon economy will also create new opportunities through
innovation and new strategies. Canada’s oil and gas and other resource sectors are also investing heavily in new clean
technologies. Canada is a world leader in zero-carbon power, generating approximately 82 per cent of its electricity from
non-emitting sources such as water, wind, solar and nuclear.67 This represents a competitive advantage for Canada as
the world moves to clean energy.
Another advantage that Canada possesses is its position as a major producer of key minerals (aluminum, cobalt, nickel,
copper, lithium and graphite) that are required for clean technologies such as batteries, solar panels and windmills.
Clean technology is critical to reducing GHG emissions and has the potential of producing significant economic benefits.
In a very short period of time, Canada has become a global leader in clean technology development as evidenced by the
fact that 12 Canadian companies appear in the 2020 Global Cleantech 100 list. In 2018, the clean technology industry
employed approximately 195,000 Canadians and contributed some $2.6B to the economy. By 2022, the global market
for clean technology is projected to exceed $2.5T. Furthermore, the International Labour Organization estimates that
with the right policies, a shift to a greener economy could create 24 million new jobs globally by 2030.68
The Agriculture and Agri-Food sector is also playing a significant role in reducing the carbon intensity of Canada’s food
production by using more sustainable practices including, greater use of inputs, development of bio-based products
and increased energy efficiency. From 1997 to 2018, Canadian agriculture generated 50 per cent fewer GHGs for every
dollar of GDP generated. The sector is also actively engaged in the development and adoption of cleaner practices and
technologies to reduce emissions. The use of better practices and new clean technologies will also mitigate some of the
impact of climate change as severe weather resulted in damage costing Canadian farmers approximately $2B in 2018.69
Hence, the transition to a low-carbon economy will result in adjustments in the Canadian economy but it will also
produce economic benefits. The Prosperity Action Group acknowledges the initiatives announced in the 2021 Federal
Budget related to the transition to a low-carbon economy including support for the clean technology sector.
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- PAG recognizes that there are several paths to achieving net zero by 2050 and there is much uncertainty in the global
environment. Accordingly, PAG recommends that Canadian governments continue to actively consult and work with
the carbon-intensive industries and other key stakeholders. Specifically, they should seek to develop flexible policies
including carbon pricing regimes that balance environmental and economic goals, and provide support to firms,
individuals and communities during the transition period.

TRANSITIONING TO THE FOURTH INDUSTRIAL REVOLUTION (DIGITAL AND
"INTANGIBLES" ECONOMY)
Coined by the Founder and Executive Chairman of the World Economic Forum, Klaus Schwab, the Fourth Industrial Revolution encompasses a broad range of emerging technologies in fields such as artificial intelligence, robotics, the Internet
of Things, autonomous vehicles, 3D printing, nanotechnology, biotechnology, materials science, energy storage and
quantum computing. It not only builds on the Third Industrial Revolution defined by the digital advances, it does so at an
exponential pace.70 While our Group did not examine Canada’s performance in the early stages of the Fourth Industrial
Revolution, it did seek to understand the role of innovation, technology development and adoption, and the digital
economy. A number of issues from our discussions are worth noting here.
Overall, it would be fair to say that Canada’s performance to date in innovation and digital economy has been mixed at
best. While Canada has some bright spots in terms of AI expertise, a strong pipeline of start-ups and excellent educational and research institutions, such as the Creative Destruction Lab at the University of Toronto, it performs quite poorly in
international rankings – 16th in innovation capability, 18th in patent applications, 23rd in R&D expenditures and 35th in ICT
adoption, according to the 2019 World Economic Forum Competitiveness Report. Furthermore, it is ranked 16th in state
of cluster development and 19th in university-industry collaboration based on World Economic Forum and OECD data.71
The Digital Industries Economic Strategy Table summarized Canada’s challenges and solutions as follows: 72
(A) WHAT WE NEED TO OVERCOME:


Canada lags behind other countries in commercializing innovation;



There’s a national scarcity of C-suite talent with experience scaling up businesses;



Skilled STEM talent is severely limited, and competition is fierce and global;



Canadian businesses and governments adopt technology too little and too slowly;



Affordable, reliable, high-speed internet access is not universally available (specifically in remote
and Northern communities); and



Culturally, Canadians don’t correctly acknowledge the impact of innovation on their everyday lives.

(B) WHAT WE NEED TO BECOME:


Digital firms must have access to talent and the opportunity to scale up and stay in Canada;



Canadian industry and post-secondary institutions must work together to train highly skilled workers
for the future economy;



Canada’s leadership in artificial intelligence and digital creative content must be leveraged and brought
to market;



Canadians must be able to participate in, and benefit from, the digital economy; and



Canada’s policy environment must support a comprehensive data and IP strategy.

During our discussions with business leaders and experts, the issues of scaling up, commercializing innovation, protecting data and IP ownership, access to capital and attracting and retaining top talent were frequently raised. The factors
impacting each of these areas are varied and complex. And while some progress is being made, the pace of tangible
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action appears to be slower than other jurisdictions, which has implications for our competitiveness. In this highly competitive sector, the window of opportunity is getting smaller over time. To secure our prosperity, governments, businesses
and other stakeholders need to make the development of a clear and actionable road-map a top priority.
The pandemic has reminded all of us of the tremendous benefits of technology (in health care, education and remote
work) and has accelerated the shift to a digital economy (on-line access to goods and services). The phenomenal growth
of the digital economy will see digital and data-transformed companies globally catapult from approximately $12T in
GDP production to $50T by 2024.73
Despite the many challenges facing Canada in transitioning to the Fourth Industrial Revolution (and specifically to the
"Digital and Intangibles Economy"), there are some promising developments. The federal government is investing substantially more in digital infrastructure to improve access to high-speed internet throughout Canada. Canadian businesses are
understanding the value of adopting new technologies to improve productivity and competitiveness. Furthermore, the
Canadian technology sector is thriving with venture capitalists and other investors making record investments in
Canadian technology companies, providing over $7.5B so far in 2021, while almost $8.5B has been raised on the
Toronto Stock Exchange and the TSX Venture Exchange. And some 13 Canadian private technology companies have
reached "unicorn" status by achieving valuations of $1B U.S. or more.74
- Given the rapidly changing global economy and consistent with the experiences of other countries, the Prosperity
Action Group recommends that there be greater focus, larger investment and better execution in transitioning to the
Fourth Industrial Revolution and specifically to the Digital and Intangible Economy. Governments need to work closely
with the technology sector and specifically with innovative companies to develop critical strategies, policies and
legislative frameworks.
The priorities should include creating an ecosystem that allows innovative companies to scale up to compete globally;
positioning our companies strategically within our procurement systems; protecting our data and IP ownership; facilitating access to capital including encouraging our financial institutions as well as Canadian pension funds to invest in
domestic companies; building better partnerships between academic institutions and businesses; and encouraging our
best talent to stay here.

TRANSITIONING TO HUMAN CAPITAL FORMATION REVOLUTION
Technological advancements, climate change, demographic shifts and the rise of the gig economy have impacted
human capital formation throughout the world. Moreover, how and where we work is also changing dramatically.
The pandemic has merely accelerated this trend.
A strong labour market and top talent is critical to economic growth and prosperity. Canada is often recognized as having
one of the best educated workforces in the world. This has presented Canada with a competitive advantage, however, given
the rapid changes to the global economy, Canada needs to adjust quickly.
There are a number of challenges facing Canada’s labour market. These include:


Under-representation of women, Indigenous people, racialized people and people with disabilities;



High youth unemployment and a high NEET rate;



Transitioning displaced and pandemic vulnerable workers;



Significant vacancies in the technology sector for highly skilled talent as well as in the infrastructure and construction
sectors for skilled labour;



Fierce global competition for top talent; and



Inadequate labour market policies.
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Some have argued that the pandemic has exposed long-term fault lines in the Canadian labour market. Reforming
work is not just a moral imperative – creating a fairer and more-inclusive environment for workers – but an economic
necessity. The experiences in long-term care homes, meat-processing plants and large warehouses exposed some of
the deficiencies in protecting workers.75
Over the years, Canadian governments have introduced various initiatives to address some of these challenges. While
some progress has been made, there are still significant gaps. The Prosperity Action Group supports the initiatives
announced in the 2021 Federal Budget including transitional assistance for vulnerable workers, the long overdue early
learning and childcare program and youth employment programs.
PAG believes that as part of the proposed National Economic Growth Strategy, a long-term strategy for human capital
formation must also be established. The strategy, among other actions, should include active labour market policies that
complement skills development and education. Particular attention needs to be paid to skills development programs to
ensure they are; effective and properly targeted to high labour demand sectors, robust, sufficiently funded and delivered by the right agents. Leveraging our immigration programs to attract top talent should also be a high priority but we
must also ensure that new immigrants are effectively integrated into our labour market by appropriately recognizing and
supporting the upgrading of their qualifications.

TRANSITIONING TO A NEW GEO-POLITICAL ENVIRONMENT
As a trading nation, it is critically important for Canada to have access to key global markets. Trade is also vital to Canada’s
prosperity as it accounts for two-thirds of our national economy and supports over three million Canadian jobs.76 Over
the years, Canada has strategically negotiated multilateral and bilateral trade agreements with the largest economies in
the world.
In 2019, the global economy was impacted by rising tensions between the United States and China and the fallout from
BREXIT. World trade and investment either stagnated or declined. Although Canada’s overall trade and investment grew
in 2019, Canada’s exports to its third-most important trading partner, China, dropped sharply by 16 per cent. This was
primarily due to trade measures imposed by China on Canadian food products.77
The pandemic also highlighted the vulnerability of global supply chains. Disruption in international supply chains had a
significant impact on Canada’s manufacturing sector. The supply chain bottlenecks have led to discussions and debates
about the need for diversification and even reshoring of industries.
President Biden’s executive order to strengthen the "Buy America" plan will have an impact on the Canadian economy
given the integrated supply chains. Governments, businesses and labour in Canada will need to work together to mitigate
any adverse effects and capitalize on any new opportunities.
Given Canada’s rich immigrant diaspora as well as the fact that nine per cent of Canadians live and work overseas, this
is a huge asset that needs to be tapped as it offers tremendous potential for expanding trade, building strategic international relationships as well as developing other economic and social opportunities.78
- Given the uncertainty of the global economy and the geo-political tensions, the Prosperity Action Group recommends
that Canada aggressively pursue a strategy to diversify its trade beyond its traditional trading partners and seek new
export opportunities to emerging markets in Asia, the Middle East and Africa.
Furthermore, Canadian governments need to work with Canadian businesses and exporters and global diaspora to
better-understand the impediments to accessing new markets and existing trade agreements so that appropriate
policies and resources can be made available to promote growth.
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TRANSITIONING TO A MORE-INCLUSIVE AND SHARED PROSPERITY
In the past, economic growth has not benefited all parts of our population and regions, urban and rural. Indigenous
people, racialized and marginalized communities and others have not enjoyed the same opportunities and access to
employment, education, skills training or business opportunities as others. Consequently, they have not shared in the
country’s prosperity. This is no longer sustainable.
An inclusive and shared approach creates a stronger economy and society. As the OECD has said, inclusive growth
entails, "economic growth that is distributed fairly across society and creates opportunities for all."79
A report sponsored by the Brookfield Institute and others, argues that a different approach must be taken if we are to
develop a new industrial policy in Canada. It proposes a framework for an inclusive industrial policy focused on three
overarching goals: inclusion, community wealth and sustainability. It also points out that there is a need to go beyond
the current metrics for measuring economic health, namely GDP and job growth, to better understand whether the
economy is working for everyone.80
Recognizing the importance and benefits of building a more inclusive and shared prosperity, governments, businesses
and other organizations are now re-examining their approaches on how they engage with citizens and customers in the
delivery of programs and services. There is a growing sensitivity to the existence of potential barriers and the need to
eliminate them to tap enormous talent and diversity.
During our discussion with Indigenous business leaders, we came to learn that currently, Indigenous-owned businesses
contribute over $30B annually to the Canadian economy and they have set an ambitious target of growing the Indigenous economy to over $100B over the next five years.81 The business leaders believe that the success to date is
attributed to investment in capacity-building and access to capital. The concept of "teach the teacher" was also
emphasized in building capacity in communities.
In its report entitled, Linking Indigenous Communities to Regional Economic Development in Canada, the OECD also
highlighted the importance of strengthening support for Aboriginal Financial Institutions, creating more opportunities
through the Federal Government Procurement Strategy for Aboriginal Businesses and enhancing the role of Regional
Economic Development Agencies in supporting Indigenous communities.82
The passage of Bill C-15 (which would harmonize Canadian law with the United Nations Declaration on the Rights of
Indigenous Peoples ) provides a road-map for governments to consult with Indigenous communities on major development projects.83 Collectively, these efforts demonstrate the value of inclusive economic growth where the benefits are
now shared broadly across the community. This is in contrast to past years when these communities were excluded
from economic opportunity and prosperity.
Through the pandemic, we also came to learn about the impact of the "digital divide"; that is, the inability for certain
populations as well as regions to access on-line health care, education, social and other business service platforms due
to the lack of technology (computers, smartphones, etc.) and access to internet. While some progress has been made,
more public and private investments will be required to address the gaps that disadvantage many people and
communities.
Canada’s arts, culture and creative industries are recognized around the world for producing some of best artists and
performers. They are also important contributors to our economy. This industry is changing rapidly from its early roots
as largely defined by English and French speaking Canada, versus the current embracing of Indigenous communities
and the broader diversity of our population and regions.84 It offers immense potential for future economic growth and
opportunities for young artists from various backgrounds.
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- PAG recommends that the development of a National Economic Growth Strategy must adopt an "inclusive approach"
that generates prosperity for all people and regions across Canada, and especially those previously left behind. This
means applying an "inclusive lens" to strategies and policies related to employment, education, training and business
opportunities.
- The Prosperity Action Group supports the establishment of a new national independent commission (similar to the
Massey Commission of 1950s) to explore cultural policy for Canada in the 21st century. The Commission would
embrace the country’s Indigenous roots, its bilingualism, its diversity and artistic expression across the country.

WHAT WE HEARD
"As we recover from the pandemic and (are) in a rush to build back better, we should recognize that the
resource sector has already been doing exactly that and transition is a reality in the energy sector."
"The idea that if you put money into research then some sort of miracle occurs and growth will come out the
other end. I don’t know any country where that is true. Innovation and growth is about capabilities of firms
and it is about capabilities of people."
"The digital transformation over the past three decades has created a new kind of economy in which the
basis of wealth and power is derived from control of data and ownership of valuable intellectual property."
"Don’t ever underestimate the value of mentorship in building and scaling a business. It is sometime much
more important than capital and when capital comes with mentorship, that is the magic sauce."
"The structure of the global economy is changing such as the shift to a digital economy and where growth
is happening. The challenge for governments will be to facilitate the changes and invest heavily during
this period."
"Growing exports from the agricultural sector is an important opportunity for Canada given global
climate trends."
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SECTION 3
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RE-BUILDING FISCAL SUSTAINABILITY AND RESILIENCE WITH A CREDIBLE
PLAN AND NEW FISCAL ANCHORS
A critical requirement for securing future prosperity in Canada is the development of a prudent and sustainable fiscal
plan that encourages public and private investment, improves competitiveness and increases business and consumer
confidence.
The current pandemic has challenged governments across the world to respond to the health and economic consequences – including the deepest and fastest recession since the Great Depression – with unprecedented levels of
spending. International organizations such as the IMF and OECD have endorsed such extraordinary monetary and fiscal
intervention in an effort to avoid further economic shocks and long-term scarring.85
As economies gradually open up, governments are being forced to grapple with critical issues related to pandemic
spending that include the debt burden, impact on government budgets, transition to economic recovery and restoration
of fiscal flexibility. These issues are also the subject of intense discussion and debate in Canada as evidenced by the
reaction to the federal government’s 2021 Budget.86 It is clear that, in the post-pandemic world, Canada will need an
effective and sustainable fiscal management strategy if it intends to realize its full economic potential, maintain its
social programs and remain one of the leading global economies.

CANADA’S RESPONSE TO THE PANDEMIC
The health and economic implications of the pandemic combined with collapse of the oil and gas markets put enormous
fiscal pressure on federal, provincial, territorial and municipal governments. Given the uncertainty, governments found
themselves having to respond in unprecedented ways to protect the health and safety of Canadians and also to provide
financial support to individuals and businesses to avert economic collapse. At the same time, governments also experienced dramatic declines in their revenues due to weakened economic activity.
In 2020, Canada’s GDP contracted by 5.4 per cent more than twice as much as during the 2008-09 recession. The
employment rate dropped to its lowest level since the mid-1970s as approximately three million Canadians lost their
jobs (and an additional 2.5 million worked significantly fewer hours) with vulnerable workers (low-wage earners, youth,
racialized workers, women, among others) bearing the greatest burden.87 The hospitality, tourism and retail sectors were
particularly hard hit as were small businesses.
Against this backdrop, Canadian governments responded to the pandemic with unprecedented fiscal and monetary
measures not witnessed since the Second World War. Various job protection, income support and business assistance
programs were developed in record time and implemented to mitigate the impact on individuals and businesses. The
Bank of Canada introduced interest rate reductions and massive purchase of government and corporate securities. As
Chart 6 shows, Canada's fiscal policy support in terms of direct transfers and health measures has been one of the
largest among G7 countries.
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While there have been some gaps and challenges with respect to some of the pandemic support programs, the consensus among business leaders, economists and citizens has been that Canada’s extraordinary fiscal and monetary
measures (both in scope and size) were warranted. This view is also shared by the OECD and the IMF.88
Some important fiscal lessons have emerged from Canada’s response to the pandemic crisis. First, rapid implementation of broad and massive support programs was critical in mitigating further economic and social consequences.
Second, there was strong collaboration among the different levels of government and active engagement of the private
sector, labour and community organizations to support delivery efforts. Third, by having the lowest debt-to-GDP among
G7 countries heading into the pandemic, Canada possessed a "fiscal advantage" that enabled it to take whatever
actions were necessary to protect its citizens and the economy. Fourth, individuals and firms quickly transitioned to
digital technology platforms (remote working and shifting business on-line), limiting the impact on the economy.

ASSESSING THE IMPACT OF THE PANDEMIC SPENDING
While there is little debate about the scope and size of government intervention during the pandemic, the impact on
budgetary deficits and overall debt burden has been substantial. This trend is also evident in several other countries, but
Canada experienced some of the largest fiscal impacts. As a result, some experts have raised serious concerns about
the country’s fiscal sustainability over the medium and longer-term and the risk of an unprecedented intergenerational
debt transfer.89
As Chart 7 illustrates, the debt burden has grown rapidly across the country during the pandemic with the federal net
Debt-to-GDP seeing an increase approximately 30 per cent in 2019-20 to over 50 per cent in 2021-22. The combined
federal-provincial debt burden is at its highest level since the 1990s which subsequently led governments to implement
difficult spending constraint measures and tax increases.90
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The impact of the pandemic has highlighted the need to reassess fiscal capacity in the Canadian federation. Despite
the fact that the federal government has paid for the majority of the pandemic-related programs (health care and direct
transfers to individuals and businesses), provincial deficits and net debt have significantly increased. Given the current
trends of increasing costs for health care, education and social services, (which are largely the responsibility of the
provinces), an aging population and volatile energy markets, there is pressure on the federal government to undertake
a comprehensive review of the fiscal arrangements (specifically the Equalization Program) as well as the Canada Health
Transfer and Canada Social Transfer with a view to increasing transfers and improving provincial fiscal stability. In this
regard, the work of the Intergovernmental Fiscal Relations Commission, supported by the Canada West Foundation and
the Institute For Research on Public Policy, will be instructive and important to the redesign of these major intergovernmental transfer programs.91
It is also important to understand Canada’s debt burden within the international context (see Chart 8). From that perspective, it can be argued that Canada is still in a superior position having one of the lowest net public debt-to-GDP
ratios among OECD countries. However, Canada cannot simply take comfort from this position.92 There are two principal
risks that it faces, namely, the inevitable rise in interest rates and the changing nature of the global economy and Canada’s
status as a small economy. With a substantially higher debt burden, these risks could present significant challenges to
Canada’s future economic growth and prosperity.
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TRANSITIONING TO RECOVERY
The recent economic growth projections for Canada for 2021 and 2022 issued by OECD and IMF are encouraging. In
its May, 2021, Economic Outlook, OECD projected the Canadian economy to grow (real GDP growth) by 6.1 per cent in
2021 and 3.8 per cent in 2022. Despite the optimistic outlook, the OECD also highlighted that the global rebound will
be uneven, creating uncertainties. It noted that Canadian governments should place "a high priority on fiscal support
while the economy is fragile."93 This advice was heeded by the federal government in its 2021 Budget with the continuation of some of the direct individual and business support programs.
As provinces and territories gradually open up their economies, there are also calls for a measured approach to winding
up some of the support programs to avoid any disincentives or unintended consequences. Businesses in the hardest-hit
sectors such as retail, hospitality and tourism are starting to experience labour shortages due to the loss of workers who
have moved to other sectors and others who continue to access generous support programs.
There is also a growing debate over whether governments need to introduce further stimulus programs to support
economic recovery. The 2021 Federal Budget proposed an additional $100B in stimulus spending. Some have questioned whether this stimulus was really necessary given the pent-up demand and high growth projections. Others
have expressed concern about where the spending is going; that is, in consumption rather than investments in
productivity growth.94
The Biden administration’s massive relief and stimulus measures have also come under scrutiny from those supportive of
the President. Former U.S. Treasury Secretary, Larry Summers, has pointed out, for example, that, "while there are enormous uncertainties, there is a chance that macroeconomic stimulus on a scale closer to World War II levels than normal recession levels will set off inflationary pressures of a kind we have not seen in a generation, with consequences for the value
of the dollar and financial stability... Stimulus measures of the magnitude contemplated are steps into the unknown."95
Finding the right balance between supporting economic recovery and gradually winding down the fiscal measures and
letting the market function will be critical for Canadian governments in the coming months as they forge new paths for
growth and prosperity.
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RE-BUILDING FISCAL RESILIENCE
Canada’s fiscal advantage has paid huge dividends during the COVID-19 pandemic as it has enabled the federal government to effectively respond to the health and economic crisis without causing long-term scarring to the Canadian
economy. This fiscal advantage needs to be restored to address future shocks, to make strategic investments in priority
areas and to reassure investors about the stability of the Canadian economy.
Some experts and observers have criticized the 2021 Federal Budget for lacking both a sustainable fiscal management
plan and credible fiscal anchors.96 A prolonged absence of these two elements could have significant adverse impacts
on the Canadian economy and society.
According to the Parliamentary Budget Office (PBO) estimates, a one per cent (100 basis point) increase in interest
rates would potentially add an additional $10B in public debt charges in 2025-26 increasing the total PDI from $39B
to almost $50B or 11.4 per cent of budgetary revenues.97 This additional cost could squeeze out critical investments in
priority areas.
The 2021 Federal Budget also failed to provide a credible fiscal anchor beyond the default of reducing the federal
net debt-to-GDP over the course of five-year fiscal plan. It stated that, "the government is committed to unwinding
COVID-related deficits and reducing the federal debt as a share of the economy over the medium-term."98
While the net debt-to-GDP ratio is relevant, it is also less meaningful in today’s economic and fiscal context. In his
excellent paper entitled, Twin Mountains to Climb: Twin Deficits and How to Scale Them, David Dodge proposes to move
away from the single debt-to-GDP anchor and adopt one related to debt-servicing costs. Specifically, he points out that
"the government tie future borrowing, expenditure and revenue plans to the rock of sustainable service costs not to exceed
10 per cent of annual government revenues".99 This would appear to be a reasonable and credible anchor as debt service
costs currently are 6.2 per cent of total budgetary revenues growing to approximately nine per cent by 2025-26.100
Another fiscal anchor that the federal government should consider adopting is limiting federal program expenditures as
a percentage of GDP. Bev Dahlby, a fellow with the C.D. Howe Institute and a member of the Intergovernmental Fiscal
Relations Commission, has advanced this anchor on the basis that the fiscal variable that governments have most
control over is its program expenditures. He argues that, "the most appropriate medium to longer-term fiscal anchor is
a public expenditure target – expressed as a percentage of GDP or the growth of program spending, or perhaps some
combination of the two."101
Finally, Canadian governments will also need to consider new revenue sources to reduce deficits and debt in the coming
years to limit the intergenerational risk transfer. In our conversations with various individuals, there was a clear preference for increasing consumption taxes and most specifically the Goods and Services Tax. The prevailing view was that
increasing the GST by two percentage points from five per cent to seven per cent would result in substantial revenues.
C.D. Howe estimates that returning the GST to the level which existed prior to the change by the Harper government,
along with some tax credit adjustments, could produce an additional $15B of revenues.102
Furthermore, Canadian governments should improve the integrity of their tax systems by strengthening tax compliance
in the areas of corporate tax avoidance and evasion and the underground economy. Based on reviews conducted by
the Canada Revenue Agency and the PBO, enhancing tax compliance activities (audits, investigations, etc.) could raise
anywhere from $7B to $25B annually.103
PAG recognizes that transitioning to a full economic recovery, especially for some individuals, firms and sectors severely
impacted by the current pandemic, will take some time and require appropriate government bridging support.
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- PAG recommends the following actions to rebuild Canada’s fiscal sustainability and resilience:
(i) Develop a sustainable fiscal management plan that restores Canada’s fiscal advantage. This will ensure that
appropriate investments can be made in the coming years on the highest-priority economic and social programs;
will guard against future economic shocks; and provide investors/bondholders with the confidence that Canada
remains a desirable place to invest;
(ii) Adopt new fiscal anchors that provide fiscal discipline for future budgeting. Two fiscal anchors that the government should strongly consider include: (a) limiting the debt service cost from exceeding 10 per cent of government revenues (the “Dodge" proposal); and (b) putting a ceiling on federal program expenditures as a percentage
of GDP (the "Dahlby" proposal). To be clear, PAG does not recommend an austerity program of spending restraints
but rather the need for more prudence on spending decisions and avoiding further debt-financing of new programs;
(iii) Explore new revenue sources beyond those outlined in the 2021 Federal Budget. This includes increasing the
Goods and Services Tax by two percentage points with appropriate tax credit adjustment to offset the impact on
low-income individuals including seniors. The GST increase would remain in effect until the federal government is
able to reduce the federal debt-to-GDP to less than 45 per cent (based on a three-year average) and public debt
interest charges are below five per cent of total government expenditures. The federal government should also
report progress on these two targets as part of its annual budget;
(iv) Implement stronger tax compliance measures to tackle corporate tax avoidance and evasion, as well as the
underground economy which result in an estimated loss of $25B in revenues each year;
(v) Review fiscal capacity (tax points) and fiscal arrangements (Canada Health Transfer, Canada Social Transfer and
Equalization) with provinces and territories to ensure they have the necessary funding to deliver key programs
and services to Canadians across the country.

WHAT WE HEARD
"Fiscal balance does matter. If investors lose confidence in governments then governments will not be able
to borrow and this will reflect on the quality of goods and services that governments can deliver. The real
problem is not the debt-to-GDP, but the ability to service the debt."
"The objective should be to get back to smaller deficits and this will bring down the debt-to-GDP ratio. The
next generation will have a huge debt to deal with as well as addressing climate change... Every economist
wants to seek the perfect measure for this anchor. It doesn’t exist. Fiscal policy should be the compass and
not an anchor."
"Central to any fiscal framework is the concept of fiscal anchor – some indicator or set of indicators that
allows citizens, analysts and elected representatives to judge sustainability of fiscal policy and hold the
government to account. Among the fiscal anchors that have attracted a large degree of consensus are: (i) a
path to annual and accumulated surplus and deficits; (ii) a path to annual and accumulated surplus or deficit
relative to GDP; (iii) a path to net debt (excluding non-financial assets) relative to GDP; and (iv) a path to
program spending to GDP."
" It is not uncommon to temporarily suspend fiscal rules in extraordinary circumstances (e.g. pandemic or other
crisis) as such fiscal rules have "escape clauses". As part of budgetary planning, it would be useful for the
government to re-establish a set of reasonable fiscal rules to govern its policymaking through the pandemic
and a fiscal anchor for post-pandemic period. Balancing uncertainty with fiscal rules presents an obvious
challenge."
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SECTION 4
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NOW IS THE TIME FOR A "GRAND ALLIANCE" THROUGH COLLABORATIVE
AND COOPERATIVE RELATIONSHIPS
For much of its recent past, Canada’s geographic size, its many diverse economies and its cultural differences have
made achieving consensus on national programs a difficult and sometimes divisive task. Witness, for example, efforts to
smooth interprovincial trade, create a national early learning and childcare plan or implement a price on carbon. Rather
than become easier over time, these complications appear to grow in number, thanks to an evolving social and political
environment that demands wider inclusiveness for many groups that have previously been left out of national policymaking.

THE PANDEMIC EXPERIENCE
A number of governments across Canada have enjoyed relatively high levels of satisfaction over the life of the pandemic,
for which there are no-doubt a myriad of different factors that will come to light over time.
What can definitively be said, however, is that engagement between various orders of government has increased over
the life of the pandemic. After many years during which few if any first ministers’ meetings took place, premiers and
the prime minister, as well as other political leaders met frequently and worked together on ways to wrestle down
the pandemic.
While it’s clear that different provincial and territorial electorates embrace different priorities, the cooperation and flexibility exhibited during the pandemic are approaches that should be followed, not only during times of crisis, but when
pursuing national policies that benefit the nation as a whole.
Capitalizing on this new level of cooperation would be crucial in pushing forward a new strategy for prosperity, given the
many jurisdictional challenges facing us. Evidence suggests that Canadians want their governments to work together
and for them. According to the Edelman Trust Barometer, trust in Canadian governments grew from 50 to 59 per cent
over the past year, which was above the global average.104
This suggests a policy like the one we are proposing may find some support with Canadians generally.
This work will be complex, given the multitude of individuals and interests which must be consulted. But we are still
the country that stitched together a national railway, brought home its Constitution along with a Charter of Rights and
Freedoms, participated fully in two world wars despite internal disagreements, and turned skepticism about free trade
into a widely-supported national policy.
Throughout the pandemic, we have witnessed greater collaboration and cooperation between the federal government,
the provinces and territories, as well as increased dialogue between the prime minister and premiers on the delivery of
programs and services that have helped Canada through the worst of the crisis.105
The cooperative effort among governments that we experienced during the pandemic must continue for a sustainable,
inclusive, and shared economic recovery. We believe it is important for Canada to establish a more permanent mechanism as soon as possible to maintain and solidify the cooperation that was developed between governments during
the pandemic.

GOVERNMENT CANNOT GO IT ALONE
Given that this paper promotes prosperity that must be inclusive and sustainable, we believe that implementing a set of
ambitious policies can only succeed if we attain buy-in from the broadest range of individuals encompassing the whole
of Canadian society.
To be sure, this span comprises a list that must have as one of its lead actors the private sector, whose members
have already been thinking collectively about how to navigate the transition we are discussing. But it must also include
non-governmental organizations, Indigenous persons, professional organizations, youth, labour and many others.
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If this to be a truly inclusive plan – and a successful one – then those who are affected by it must be engaged in its
formation. Nonetheless, an effort like the one we are proposing requires a catalyst and, for that reason, we suggest that
governments implicate themselves deeply in implementing a vision, an issue we will return to later.
Equally, Canadians from across this spectrum need to know how a new strategy for prosperity benefits them personally,
particularly those who have too long been left out and who are experiencing widening economic and social inequality
due to the pandemic.
While public opinion surveys indicate that Canadians believe their governments have generally performed well during
the pandemic, there are still cleavages that divide Canadians on how far to trust elected leaders.
Indigenous rights over land use, difficulties facing vulnerable groups, intergenerational inequalities affecting our youth,
regional grievances and hardened opinions on how to approach climate change are challenges which must be overcome
if we are to create a national economic vision that benefits us all. We have already seen examples of disagreement
involving the construction of pipelines and logging on Indigenous lands, as well as recent exacerbation of regional tensions in Canada’s West with respect to the process for approving energy projects. These debates will not go away.
Another critical area where trust remains a major challenge is the relationship between government and business.
Much of this is due to each sector believing that the other simply doesn’t understand their issues and the environment
that they operate in. And some have argued that the gap stems from the two sectors having fundamentally different
objectives. These are divisions that must be overcome. There is much that the two sectors have in common and a
stronger partnership has the potential of generating enormous benefits in improving our economic competitiveness and
building a better society.
To assure ourselves of a strong start in fashioning a new prosperity for Canada, we believe that a successful consultative strategy be developed by pursuing a 'whole of Canada' approach promoting wide and respectful conversations that
will lead to a national consensus on the way forward.
Fortunately, much work outside of government has already been completed. Witness, for example, the report of Canada’s
Industry Strategy Council, which lays out a comprehensive plan for building a digital, sustainable and innovative economy.106
The ISC moved to gain an understanding of the post-pandemic issues last year by taking part in almost 100 meetings
with leaders from across business, Indigenous communities, community groups and many others which helped lead to
its report.
Another example lays in the work of the academics and policy experts of the Intergovernmental Fiscal Relations
Commission, aimed at recommending reforms to the system of intergovernmental fiscal relations.107 This Commission
mirrors the structure and approach of the Eco-Fiscal Commission which provided excellent analysis, insights and advice
from a broad spectrum of perspectives to governments on ecofiscal issues and policies. In some ways, it was similar to
a Royal Commission without the direct involvement of government.
The inclusion of as many groups as possible in deliberations could also have the effect of reducing at least some of the
political partisanship inherent when governments meet among themselves. Casting a wider net for public views may
also have the effect of softening the potential for partisan and polarized debate.
We believe the best process to implement a consultative strategy starts with a national discussion that could ultimately
lead to a Prosperity Summit, where groups, governments and individuals mentioned above can get together to share
ideas to create an action plan towards the establishment of a new Prosperity Agenda for Canada.
Enabling such a discussion would require an organizational catalyst, a role that would best be filled by an independent
secretariat with membership and input from a broad array of representative groups. While this secretariat can be funded
by government, its membership could not be seen to be dominated by it. Consideration should be given to making such
a secretariat a permanent fixture.
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Still, inasmuch as a council requires representation from the widest range of society, the formation of such a body must
be taken on by a champion with the capacity to organize and credibility to bring people together. That is a leadership
role that we feel should be reserved for the prime minister and Canada’s premiers. The steps, membership and consultation that must be taken in creating such a council form an endeavour too complex to lay out in a short paper such as
this one. Nor would we wish to recommend a form of council that is, in itself, dependent on wide consultation. For this
reason, we believe it best to leave the organization of the council and consultations to the elected representatives
listed above.
Finally, we believe that the increased collaboration we have seen during the pandemic is a positive outcome that can be
leveraged to advance a post-pandemic agenda. While there have been understandable differences in approach, depending on local circumstances, governments have worked well together in pursuing an end to the pandemic.

A BETTER APPROACH ON INCLUSION
A strategy for prosperity must have at its core the engagement of vulnerable and often overlooked groups who have
been hit disproportionately hard during the pandemic. Women, youth, new Canadians and Indigenous residents, among
many others, have faced particularly difficult challenges to their job security, economic livelihood and health.108 Many of
these groups may also hold lower levels of trust in government. Therefore, ensuring that they are meaningfully consulted
is acutely important.
Many of these individuals have also found themselves working in essential lower-paid jobs and will need to see that
there is value for them in participating in deliberations over a new plan for prosperity.109
A consultation that is not meaningful will have consequences by alienating other Canadians who are increasingly
sensitized to the inequalities borne by many of their fellow-citizens, their struggles and the historical and chronic biases
they have experienced. This sensitization is displayed at almost every level of Canadian society, as the nation struggles
with how to accommodate issues that range from dealing with inequality of opportunity and educational affordability to
racism and LGBTQ+ issues.
We also believe there are many lessons to be learned and models to follow from successful consultations that went before.
It may be useful, for example, to examine the stakeholder engagement process used in the Free Trade Agreement negotiations with both provincial and sector councils.110 This engagement resulted in real national priority setting and would
be useful to study as an exemplar going forward.
The government’s efforts in consulting difficult-to-reach groups during the pandemic may also prove to be fruitful as we
search for ways to develop consensus around a prosperity agenda going forward.

A RETURN TO A MORE-COOPERATIVE FEDERALISM
As senators from various regional and policy backgrounds, we appreciate that pursuing a renewed emphasis on cooperative federalism can be a complicated exercise. Governments of different political stripes are elected based on diverse
priorities of their constituents. Some strictly observe the jurisdictional division of powers; others may be inclined towards
a more flexible approach. In the recent past, a lack of consensus has made it difficult, for example, to establish a carbon
price and to create a single securities regulator. These disagreements can put the Canadian economy at a competitive
disadvantage vis-à-vis other G7/G20 nations.
For this reason, we feel that a pan-Canadian strategy of the sort we are advocating can only succeed if participants are
open and adaptable in their approach.
As mentioned, over the life of the pandemic, we have seen greater collaboration and cooperation between the federal
government and the provinces and territories, and more dialogue between first ministers on the delivery of programs
and services that have helped Canada get through the worst of the crisis.
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It seems prudent to us that this renewed spirit be leveraged so that it can apply to a post-pandemic agenda that involves
a national economic strategy. This could, for example, include the establishment of a set of negotiating tables to address
priority issues like interprovincial trade, childcare, skills training infrastructure, fiscal sustainability, among others.
We also believe a larger conversation is needed regarding the institutions of federalism in Canada. Our country currently
lacks a well-staffed and permanent institution that can act as a neutral and independent body to coordinate and support
FPT cooperation.
To remedy this, we believe a new Prosperity Council could help by publishing research, convening meetings, promoting
dialogue among governments, stakeholders and other individuals previously mentioned, studying potential policy options
and opportunities, and measuring objectives.
Cooperation, consultation and communication are the key words in the effort to find ways to coordinate the collective
momentum for a sustainable, inclusive and shared recovery.
It is with this in mind that PAG recommends the creation of a flexible, lean organization under federal leadership to
support government meetings. This organization could conduct or sponsor independent non-partisan research to provide
a comprehensive perspective on public policy issues and could be known as the Prosperity Council. In addition to supporting governments in their discussions, the council would also orchestrate a dialogue between governments and civil
society. It could also provide mechanisms for the content of publications to receive the necessary official approval from
specific groups, thereby fostering consensus building across Canada similar to what is done in other countries. Such an
organization could also organize an annual event for Canadians.
This body could look at the experiences of other nations, including that of Australia, which has introduced the concept
of a new intergovernmental governance forum called the 'national cabinet,' which is comprised of the prime minister, state
and territory premiers and chief ministers. The new structure includes various committees and taskforces with specific
mandates and has replaced the now-defunct Council of Australian Governments, which was seen as overly bureaucratic
and to have met too infrequently.111 The forum was created to deliver a consistent national response to the pandemic and,
while no decision has been made on its future, some politicians have expressed the desire that it continue.
While PAG would leave the specific make-up of the council to further consultation, it should could include representation
from all provinces and territories along with sectoral advisory bodies representing business, labour, racialized and other
often disconnected groups, civil society, First Nations and others. It could also act as a catalyst by promoting the creation of
new models of national institutions devoted to key sectors. These could include subject areas such as the labour market
and lifelong learning, innovation and the digital economy, green technology, among a few examples.
It is important to provide a funding mechanism that ensures the sustainability of this organization so that it is not at the
mercy of partisan decisions by the federal government. For this reason, the Prosperity Council could be funded under a
system that provides for a majority financial contribution from the federal government as well as contributions from the
provinces and territories according to their means. It may be necessary to ensure in the establishment of this organization
that it cannot be dissolved by unilateral action from the federal government.
Such a body could also support an annual Prosperity Summit, conduct research and issue regular accountability reports
to Canadians on progress.
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- PAG recommends that a Prosperity Council be established under the leadership of the federal government. The
council's mandate would be to support cooperation among federal, provincial and territorial governments, to undertake
consultations with civil society to foster social dialogue, and to share proposals for public policy action and relevant
research findings with Canadians in order to build consensus across Canada. The council would also monitor Canada's
economic and social performance according to selected targets to promote sustainable, inclusive and shared prosperity.

WHAT WE HEARD
"We have lost sight of the idea of who benefits from growth. Inclusive growth is fundamental to rebuild better
and stronger."
"Investing in human capital formation and the institutions that support it is the most important sustainable
policy initiative to achieve future prosperity. A focus on human capital formation and institutional support in
low-income groups is critical to ensuring that future prosperity is more inclusive."
"Future prosperity is likely to be tied to information technology, health care, and the green economy - but the
most important thing is to address the barriers to prosperity caused by slowing labor force growth."
"Jurisdictional issues have been a major barrier to childcare for the past 35 years. Federal-provincial collaboration is needed to achieve action."
"Crisis is an opportunity to rethink federal division of powers and the funding of programs like skills training."
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CONCLUSION AND SUMMARY OF RECOMMENDATIONS
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CONCLUSION AND SUMMARY OF RECOMMENDATIONS
Over the past 18 months or so, the global economy has experienced unprecedented disruption due to the COVID-19
pandemic. As the third wave of this crisis receded, many nations began to slowly open up their economies, generating
considerable optimism for economic growth given the pent-up demand, record personal savings and government stimulus
programs. However, as the OECD and IMF cautioned in spring 2021, economic growth would be uneven throughout
the world given various uncertainties.112 More recently, The Economist, warned that while the present global economic
recovery is fast and furious, it is also fragile. It identified three fault lines facing the world economy: (i) the disparity in
vaccination rates (with only one in four people having had one dose of the vaccine); (ii) the gap between supply and
demand (shortages of microchips and labor and dramatic increases in house prices); and (iii) the impact of winding
down stimulus spending.113 All of this suggests that over the short to mid-term, the global economy will be increasingly
more uncertain and volatile.
Against this context, how will Canada fare?
Prior to the pandemic, Canada’s economy was already facing strong headwinds amid challenges that included slow
economic growth, lagging productivity, low business investment, current account deficits and aging population. The
pandemic presented further economic and social challenges for Canada, the effects of which will continue to be felt
for many years. Overall, Canada’s performance in responding to the pandemic has been positive given the resilience of
Canadians, the federal government’s relatively strong fiscal position and the exemplary cooperation and collaboration
among governments, business, labour and various community organizations.
The post-pandemic period will be an inflection point for Canada as well as for many other countries. To that end, other
nations are already positioning themselves with new strategies and approaches to enhance their competitiveness. The
Prosperity Action Group believes that there is a need for robust and inclusive dialogues to take place across this country
to map out a path. It is with this mindset that PAG engaged with senior leaders and experts to explore three critical
questions related to sources of future wealth creation, fiscal sustainability and building new partnerships across governments, business, labour and various community organizations. PAG believes that the cooperation and collaboration
exhibited by various leaders and organizations during the pandemic was critical in mitigating the impact of the pandemic
and that it should be leveraged going forward to position Canada for success.
This report has endeavoured to examine the challenges and opportunities facing Canada with a particular focus on
five critical transitions that Canada will have to navigate in the coming years and decades, namely, the transition to a
low-carbon economy, the transition to the Fourth Industrial Revolution (Digital and "Intangibles Economy"), the transition
to Human Capital Formation, the transition to new geo-political dynamics and the transition to a more inclusive and
shared prosperity.
Based on the insights, perspectives and advice of various leaders and experts, PAG presents the following recommendations:

RECOMMENDATIONS FOR A NATIONAL ECONOMIC GROWTH STRATEGY


RECOMMENDATION 1
Consistent with the recommendations made by several organizations, the Prosperity Action Group proposes that
Canada immediately develop a national economic growth strategy with a long-term vision to unlock its competitive
advantage.
The strategy should leverage the country’s enormous assets and be comprised of a collaborative effort involving the
public and private sectors as well as important voices from individuals, communities and regions across Canada.
In particular, it requires all of our leaders from various sectors to champion Canada and to work towards achieving
prosperity for all. It should include a plan to achieve a low-carbon economy, develop world leadership in the digital
economy, strengthen our pool of human capital, reinvigorate the business environment, invest in priority areas and
create inclusive and shared prosperity.
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In addition, PAG also makes recommendations in the following specific areas;


RECOMMENDATION 1.1
Reinvigorating the Business Environment










RECOMMENDATION 1.1.1
Canada's Tax System
PAG recommends that a comprehensive review of Canada’s tax system be launched immediately to reflect the
new economic realities and ensure that our system is internationally competitive.
RECOMMENDATION 1.1.2
Regulatory Reform
PAG recommends that regulatory reform be a top priority of all governments across Canada in order to alleviate
business uncertainty, improve transparency and ensure timely approvals of major projects and initiatives.
RECOMMENDATION 1.1.3
Interprovincial Trade Barriers
PAG recommends that the commitments outlined in the 2017 Canadian Free Trade Agreement be achieved
within the next five years to boost economic growth, improve productivity and competitiveness.
RECOMMENDATION 1.1.4
Framework Policies
PAG recommends that all Canadian governments review their framework policies to create a competitive
business environment that is fair and effective without causing unintended consequences.
RECOMMENDATION 1.1.5
Global Trade Market
Given the uncertainty of the global economy and geo-political tensions, PAG recommends that Canada
aggressively pursue a strategy to diversify its trade beyond its traditional trading partners and seek new export
opportunities to emerging markets in Asia, the Middle East and Africa. Specifically, PAG proposes that the
federal government set a bold target for increasing combined exports of goods and services to markets outside
the United States to 35 per cent of all global exports from Canada.
Furthermore, Canada needs to leverage its immigrant diaspora to build stronger relationships with other
countries, expand export trade opportunities and explore new economic and social opportunities. Canadian
governments need to work with Canadian businesses and exporters to better understand the impediments to
accessing new markets and existing trade agreements so that appropriate policies and resources can be made
available to promote growth.



RECOMMENDATION 1.2
Human Capital
The Prosperity Action Group recommends that, integral to the proposed National Economic Growth Strategy, is a
long-term strategy for human capital development formation. The strategy, among other actions, should include
active labour market policies that complement skills development and education. Particular attention needs to be
paid to skills development programs to ensure they are effective, robust, sufficiently funded and delivered by the
right agents. Leveraging our immigration programs to attract top talent should be a high priority but we must also
ensure that new immigrants are effectively integrated into the labour market by appropriately recognizing and
supporting the upgrading of their qualifications.
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RECOMMENDATION 1.3
Low-Carbon Economy
The transition to a low-carbon economy will result in adjustments in the Canadian economy but it will also produce
economic benefits. PAG acknowledges the initiatives announced in the 2021 Federal Budget related to the transition
to a low-carbon economy including support for the clean technology sector.
PAG recognizes that there are several pathways to achieving net zero by 2050 and there is much uncertainty in
the global market. Accordingly, PAG recommends that the Canadian governments continue to actively consult and
work with the carbon-intensive industries and other stakeholders. Specifically, they should seek to develop flexible
policies, including carbon pricing regimes that balance environmental and economic goals, and provide support to
firms, individuals and communities during the transition period.



RECOMMENDATION 1.4
Digital Economy
Given the rapidly changing global economy and consistent with experiences of other countries, PAG recommends
that there be greater focus, investment and execution in transitioning to the Fourth Industrial Revolution and specifically to the Digital and Intangible Economy. Governments need to work closely with the technology sector and specifically with innovative companies to develop critical strategies, policies and legislative frameworks. The priorities
should include creating an ecosystem that allows innovative companies to scale up to compete globally; positioning
our companies strategically within our procurement systems; protecting our data and IP ownership; facilitating
access to capital including encouraging our financial institutions as well as Canadian pension funds to invest in
domestic companies; building better partnerships between academic institutions and businesses; and encouraging
our best talent to stay here.



RECOMMENDATION 1.5
Inclusiveness
The Prosperity Action Group recommends that the development of a National Economic Growth Strategy must adopt
an "inclusive approach" that generates prosperity for all people and regions across Canada, and especially those
previously left behind, This means using an "inclusive lens" on strategies and policies related employment, education,
training and business opportunities.



RECOMMENDATION 1.6
Cultural Priorities
The Prosperity Action Group supports the establishment of a new national independent commission (similar to the
Massey Commission of 1950s) to explore cultural policy for Canada in the 21st century. The proposed commission
would embrace the country’s Indigenous roots, its bilingualism, its diversity and artistic expression across the country.



RECOMMENDATION 1.7
Productivity Investments
PAG recommends that all Canadian governments focus on a set of strategic investments that include:
(i)		 labour market training and educational support programs;
(ii) proposed national early learning and childcare programs;
(iii) increased spending on R&D including "high risk" and "mission-driven" research;
(iv) closing the infrastructure gap in areas such as digital and trade infrastructure;
(v) potentially co-investing with venture capital on commercialization opportunities (biotech, clean energy,
carbon capture and storage); and
(vi) supporting entrepreneurship and "scaling-up" of Canadian based firms.
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RECOMMENDATIONS FOR A FISCAL SUSTAINABILITY PLAN WITH NEW ACHORS


RECOMMENDATION 2
In order to re-build Canada's fiscal advantage, PAG recommends the development of a sustainable fiscal management
plan. Such a plan would ensure that appropriate investments can be made in the coming years on the highest-priority
economic and social programs; will guard against future economic shocks; and provide investors/bondholders 		
with the confidence that Canada remains a desirable place to invest. Additionally:








RECOMMENDATION 2.1
PAG recommends adopting new fiscal anchors that provide fiscal discipline for future budgeting. Two fiscal
anchors that the government should strongly consider include: (a) limiting the debt service cost from exceeding 		
10 per cent of government revenues (the "Dodge" Proposal) and (b) putting a ceiling on federal program
expenditures as a percentage of GDP (the "Dahlby" Proposal). To be clear, PAG does not recommend an austerity 		
program of spending restraints but rather the need for more prudence on spending decisions and avoiding 		
further debt-financing of new programs;
RECOMMENDATION 2.2
PAG recommends exploring new revenue sources beyond those outlined in the 2021 Federal Budget including
increasing the Goods and Services Tax by two percentage points with appropriate tax credit adjustment to offset 		
the impact on low-income individuals including seniors. The GST increase would remain in effect until the
federal government is able to reduce the federal debt-to-GDP to less than 45 per cent (based on a three-year
average) and public debt interest charges are below five per cent of total government expenditures. The federal
government should also report progress on these two targets as part of its annual budget;
RECOMMENDATION 2.3
PAG recommends implementing stronger tax compliance measures to tackle corporate tax avoidance and
evasion as well as the underground economy which result in an estimated loss of $7B to $25B in revenues
each year; and
RECOMMENDATION 2.4
PAG recommends reviewing fiscal capacity (tax points) and fiscal arrangements (Canada Health Transfer, 			
Canada Social Transfer and Equalization) with provinces and territories to ensure they have the necessary
funding to deliver key programs and services to Canadians across the country.

RECOMMENDATIONS FOR STRONGER PARTNERSHIPS AND PROSPERITY COUNCIL
In recent years, inaction or delayed action on major economic policy initiatives such as addressing interprovincial trade
barriers, labour market training initiatives and infrastructure investments have led to economic and social costs. As the
pandemic experience has demonstrated, when governments, business and other community organizations collaborate
and cooperate, they produce huge dividends for all citizens.


RECOMMENDATION 3
PAG recommends that a Prosperity Council be established under the leadership of the federal government. The council's
mandate would be to support cooperation among federal, provincial and territorial governments, to undertake consultations with civil society to foster social dialogue, and to share proposals for public policy action and relevant research
findings with Canadians in order to build consensus across Canada. The council would also monitor Canada's economic
and social performance according to selected targets to promote sustainable, inclusive and shared prosperity.
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