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Introduction

The international system is undergoing a shift, creating fresh challenges for our economy. Prime Minister
Carney recently called it a “rupture in the world order.”

This may be true globally, but the “rupture” in the Canadian economy started 10 years ago. After a

lost decade? of productivity stagnation and economic underperformance, punctuated by significant
uncertainty, the case for fixing what we can control at home has never been stronger. As the Prime Minister
often says: “We cannot control what other nations do. We can control what we give ourselves.”®

While Trump’s tariff threats and geopolitical chaos create headwinds beyond our reach, Canada'’s
productivity crisis largely stems from domestic policy choices. Uncertainty from Washington makes

it more critical that we get our own house in order. The convergence of external crisis and internal
underperformance has opened the Overton window for reforms that seemed impossible just months ago.

What does this mean in practice? It means implementing a more competitive tax system that rewards
investment and entrepreneurship. It means scaling back red tape and the administrative state that
suffocates economic development. It means removing the barriers to competition in key sectors to break
up protected oligopolies and invigorate dynamism. It means investing in the infrastructure that actually
moves our economy forward. It means cleaning up the immigration system to prioritize quality human
capital over sheer quantity. And it means bringing fiscal discipline and efficiency to government operations.

Each of these pillars reinforces the others. Together, they create the conditions for sustained productivity
growth. This study sketches a blueprint to fortify Canada’s economic foundation.

! “Read and watch Mark Carney’s Davos speech at the World Economic Forum,” The Globe and Mail, January 30, 2026,
https://www.theglobeandmail.com/politics/article-mark-carney-davos-speech-full-transcript/.

2 The Hub Staff, “Need to Know: Canada'’s lost economic decade is the election focus so far—and that’s a good thing,”

The Hub Canada, March 25, 2025,
https://thehub.ca/2025/03/25/need-to-know-canadas-lost-economic-decade-is-the-election-focus-so-far-and-thats-a-good-thing/.

“Prime Minister Carney launches new measures to protect, build, and transform Canadian strategic industries,”
News release, September 5, 2025,
https://www.pm.gc.ca/en/news/news-releases/2025/09/05/prime-minister-carney-launches-new-measures-protect-building.




The Productivity Problem

Canada’s productivity performance has been dismal. From 2014 to 2024, labour productivity barely grew,
averaging just 0.3 percent annually, less than half the rate achieved in the previous decade (1 percent).
The cumulative effect compounds each year, placing us further behind other nations. According to OECD
data,* Canada's real GDP per hour worked in 2014 (in US dollars adjusted for purchasing power parity)
was 67 percent of the level in the United States. That dropped to 60 percent by 2024.

Figure 1: Labour Productivity - GDP Per Hour Worked
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Over the same period, the country has experienced what can be described as an investment crisis.®
Business investment per worker has been declining to the point that we now invest less per worker than
most of our OECD peers. This investment deficit translates into lower productivity. Workers without
modern equipment, updated technology, or adequate capital support simply cannot compete with
their better-equipped counterparts abroad.

Stagnant productivity means declining living standards relative to our competitors, a shrinking economic
pie, and reduced capacity to fund public services. The Bank of Canada called this a “break the glass"®
moment, and they're right to sound the alarm.

4 "OECD Data Explorer,” OECD, https://data-explorer.oecd.org/vis?fs[0]=Topic%2C1%7CEconomy%23EC0O%23%7CProductivity%23ECO_
PRO%23&pg=0&fc=Topic&bp=true&snb=7&df[ds]=dsDisseminateFinalDMZ&df[id]=DSD_PDB%40DF_PDB&df[ag]=OECD.SDD.
TPS&df[vs]=&dq=USA%2BEA20%2BCAN.A.GDPHRS._T.USD_PPP_H.N.&to[TIME_PERIOD]=false&vw=tb&pd=1990%2C2024.

5 Charles Lammam, “A trillion-dollar gap: 12 charts highlighting Canada’s capital flight crisis,” The Hub Canada, January 26, 2026,
https://thehub.ca/2026/01/26/a-trillion-dollar-gap-12-charts-highlighting-canadas-capital-flight-crisis/.

8 Carolyn Rogers, “Time to break the glass: Fixing Canada’s productivity problem,” Press release, March 26, 2024,
https://www.bankofcanada.ca/wp-content/uploads/2024/03/remarks-2024-03-26.pdf.




The challenge, which has built up over time, is now compounded by external factors. Trump's tariff threats
since his November 2024 election have created a new layer of uncertainty. Canada’s Economic Policy
Uncertainty Index climbed sharply after the election and has remained elevated on a historical basis
through January 2026 (the latest monthly data at the time of writing).

Figure 2: Canadian Economic Policy Uncertainty Index
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This uncertainty functions as an “invisible tax,” discouraging investment’ and ultimately hampering
productivity and economic growth. When the rules keep changing and the future remains murky;,
businesses hesitate® to expand, new ventures are paused, and capital flows elsewhere.

We can't control American trade policy. We can't eliminate geopolitical uncertainty. But we can control
our domestic policy environment. We can provide certainty where we have jurisdiction. That means
committing to clear, stable, predictable policies across the reform pillars that follow.

Scott R. Baker, Nicholas Bloom, and Steven J. Davis, “Measuring Economic Policy Uncertainty,” National Bureau of Economic Research
Working Paper 21633 (2015).

Barbara Shecter, “’Only certainty is uncertainty’: Canadian business pessimism spikes as Trump enters second year of term,” Financial Post,
January 16, 2026, https://financialpost.com/news/economy/canadian-business-outlook-uncertain-trump-year-two.




Pillar One: Tax Reform

Tax reform is a foundation, not a panacea. Canada urgently needs to clear away the disincentives that
discourage and drive Canadian capital and talent elsewhere.

The case for fundamental tax reform rests on a simple observation: our current system punishes what
we need to encourage. High marginal rates at relatively low income levels discourage work and talent.
Uncompetitive and uneven corporate rates deter business investment and scaling. Punitive capital gains
treatment locks in unproductive capital. Complexity rewards tax planning over productive activity.

The cumulative effect makes Canada a less attractive place to deploy capital.

Figure 3: Top Marginal Rate on Personal Income %, 2024
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Figure 4: Combined Statutory Corporate Income Tax Rate %, 2025
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My proposal® for Big Bold Tax Reform addresses this by shifting incentives for businesses, along with
major marginal rate reductions for individuals. A lower and uniform corporate tax rate makes Canada more
competitive for capital. More generous treatment of capital investment encourages businesses to equip
workers with better tools and technology, directly boosting productivity. Streamlined rules that reduce
compliance costs free up resources for productive activity rather than tax planning.

But tax reform alone cannot solve our productivity crisis. If we fix the tax system but leave the rest
of Canada’s structural straitjacket in place, we'll simply have a more efficient way of doing very little.
Big Bold Tax Reform is the foundation, but we need multiple pillars to fortify the complete structure.

¢ Charles Lammam, “Canada'’s slow economic growth is a national emergency, and small tweaks won't fix it: Hunter Prize 2025,”
The Hub Canada, November 28, 2025, https://thehub.ca/2025/11/28/canadas-slow-economic-growth-is-a-national-emergency-and-small-
tweaks-wont-fix-it-hunter-prize-2025/.




Pillar Two:
Regulatory Modernization

Excessive regulation imposes another “invisible tax”, estimated in Canada to cost small businesses
alone $51.5 billion annually.® Some have called tax and regulation the “silent killers" of competitiveness.

The empirical evidence supports this characterization. After studying the growth in federal industrial
regulatory requirements from 2006 to 2021 (up 37 percent), Statistics Canada found a direct link™ to
a 1.7 percentage point drop in GDP growth along with declines in business investment, productivity,
employment, and rates of business entry and exit.

Figure 5: Canada: Industrial Federal Regulations
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More broadly, the economic benefits of regulatory reform are well-documented. And the OECD’s latest
economic outlook® dedicated an entire chapter on the need for a regulatory reset, emphasizing that
excessive regulation in network sectors hinders dynamism, innovation, and ultimately productivity.

© Laure-Anna Bomal and Marvin Cruz, “Canada'’s red tape report,” CFIB, 2025,
https://www.cfib-fcei.ca/hubfs/research/reports/2025/Canadas-Red-Tape-Report-2025.pdf.

" Beata Caranci and Francis Fong, “No Guts, No Glory — Tax and Regulation the Silent Killer of Competitiveness in Canada,” TD Economics,
October 27, 2025, https://feconomics.td.com/ca-tax-and-regulation-silent-killer-of-competitiveness.

2. Wulong Gu, Government of Canada, Regulatory Accumulation, Business Dynamism and Economic Growth in Canada, Analytical Studies
Branch Research Paper Series 1IFO019M, 2025, https://www150.statcan.gc.ca/n1/pub/11f0019m/11f0019m2025002-eng.htm.

¥ OECD, OECD Economic Outlook, Volume 2025 Issue 2 (OECD Publishing), 2025, https://www.oecd.org/en/publications/oecd-economic-
outlook-volume-2025-issue-2_9f653cal-en/full-report/time-for-a-regulatory-reset_90ca6147.html.




Regulatory delays translate into capital sitting idle. General construction permits took nearly 250 days™
in Canada as of 2020 (the latest year of available data), three times longer than in the United States
and among the longest in the developed world. Major mining project approvals stretch to 10-15 years®
compared to seven in Australia.® When capital is mobile, delays kill deals. Projects that never get built
represent productivity gains that never materialize.

The Carney government’s Major Projects Office” promises to reduce federal timelines to two years
for “national interest” projects. The federal government has also signed cooperation agreements™
with Ontario and other provinces under a “one project, one process, one decision” model to defer
to provincial environmental assessment processes and reduce duplication.

The shift in tone toward investment and productivity represents a welcome departure from previous
priorities, but the actual policies remain government-selected, contingent approaches rather than
broad-based deregulation.

Projects must be referred to the MPO™ and designated by Cabinet based on opaque criteria. Some have
noted? candidates are identified through a “cloaked process” without published evaluation standards.
Even Prime Minister Carney cautioned? that referral “does not mean the project is approved.”

Canada needs universal regulatory certainty with equal application including clear rules, strict timelines,
and predictable outcomes for all projects meeting objective standards, not selective acceleration

for politically favoured projects. International experience?? demonstrates faster approvals, strong
environmental protection, and Indigenous consultation are not mutually exclusive. The policy must

be: get to yes or get to no, but get there fast.

We also need to remove all duplicative requirements across levels of government and scale back red
tape? that creates little to no value but imposes significant inefficiencies, driving up compliance and
administration costs and dulling innovation and dynamism.

% Carl Farah, “Supercharging Canada’s Construction Permitting Woes,” regulationtomorrow.com, November 8, 2022,
https://www.regulationtomorrow.com/2022/11/supercharging-canadas-construction-permitting-woes/# _ftn2.

' lan Ross, “Ontario promises to ‘move with speed’ on permitting new mines,” Northern Ontario Business, October 17, 2025,
https://www.northernontariobusiness.com/industry-news/mining/ontario-promises-to-move-with-speed-on-permitting-new-
mines-11363467.

'8 RBC Economics, “$600 Billion in Planned Resource Projects is Riding on Canada’s Project-Review Overhaul,” RBC, June 5, 2019,
https://www.rbc.com/en/economics/canadian-analysis/featured-analysis/insights/600-billion-in-planned-resource-projects-is-riding-on-
canadas-project-review-overhaul/.

7" Canada, Government of Canada, Major Projects Office, 2025, https://www.canada.ca/en/privy-council/major-projects-office.ntml.

® The Canadian Press, “Ontario, Ottawa agree to speed up project approvals, including Ring of Fire mining,” Daily Commercial News,
December 18, 2025, https://canada.constructconnect.com/dcn/news/projects/2025/12/ontario-ottawa-agree-to-speed-up-project-
approvals-including-ring-of-fire-mining.

% Prime Minister Carney announces first projects to be reviewed by the new Major Projects Office,” News release, September 11, 2025,
https://www.pm.gc.ca/en/news/news-releases/2025/09/11/prime-minister-carney-announces-first-projects-be-reviewed-new.

20 Robert B. Gibson, “Decision-making on national interest projects demands openness and rigour,” The Conversation, September 10, 2025,
https://theconversation.com/decision-making-on-national-interest-projects-demands-openness-and-rigour-264755.

2 Catherine Tunney, “What will the federal government’s Major Projects Office do — and will it succeed?” CBC News, November 14, 2025,
https://www.cbc.ca/news/politics/major-projects-office-carney-9.6979717.

22 Marla Orenstein, Competitive Canada - How we can get better stuff built faster recommendations to improve federal assessment
for major projects (Canada West Foundation, 2023),
https://cwf.ca/wp-content/uploads/2023/08/2023-08-31-CWF_Competitive-Canada-IAA-Report-WEB.pdf.

2 Business Council of Canada, Stifled by Red Tape (Business Council of Canada, 2025),
https://www.thebusinesscouncil.ca/wp-content/uploads/2025/09/Stifled-by-red-tape_EN.pdf.




Pillar Three:
Competition Policy Reform

Put simply, our economy is a series of walled gardens?* that inhibit competition, dynamism,
entrepreneurship, and innovation—the drivers of productivity.

Interprovincial trade barriers act as internal tariffs, the equivalent of 9.5 percent nationally, according to
the latest IMF estimates.?® Canada’s real GDP could increase by roughly 7 percent over the long run, or
$210 billion in 2025, by fully eliminating internal trade barriers between the 13 provinces and territories.

Figure 6: Real GDP Per Worker Gains from Eliminating Internal Trade Costs
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2 Vincent Geloso, “Canada still needs to open up to competition,” Fraser Institute, 2024,
https://www.fraserinstitute.org/sites/default/files/canada-still-needs-to-open-up-to-competition.pdf.

% |nternational Monetary Fund, Canada - 2025 Article IV Consultation—Press Release and Staff Report (IMF Country Report No. 26/12, 2026),
https://www.imf.org/-/media/files/publications/cr/2026/english/ilcanea2026001.pdf.
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The infamous Comeau case?® confirmed that while we may be one country politically, we are often
thirteen separate markets economically. Progress is happening but remains slow,?” though Ontario
and select provinces in December advanced mutual recognition® on goods and services to unlock
interprovincial trade.

Key sectors (telecom, banking, air travel, agriculture,?® groceries,*° professional services®) continue to
operate as protected oligopolies. The OECD has repeatedly pointed out®? that restrictions to services
trade remain high in network sectors, hindering dynamism and innovation.

Competition drives productivity. As Bank of Canada Senior Deputy Governor Carolyn Rogers observed,
competition forces firms to cut costs, innovate, and stand out. It also shifts resources toward the most
efficient and growth-oriented businesses. When you're protected from competition, you don't need to
innovate to survive. When you face real competitive pressure, you must find ways to produce more with
less. That's the essence of productivity growth.

The data confirms how badly our competitive environment has deteriorated. Canada’s regulatory
framework, as measured by the OECD's Product Market Regulation indicators, ranked 10th most
competition-friendly in 1998. By 2023, we had plummeted to 26th.34

% R.v.Comeau, 37398, 2018 SCC 15, [2018] 1 S.C.R. 342.

27" Trevor Tombe, “One Canadian economy? Not quite yet,” The Hub Canada, November 27, 2025,
https://thehub.ca/2025/11/27/one-canadian-economy-not-quite-yet/.

2 “"Ontario Taking Next Steps to Unlock Free Trade Within Canada,” News Release, December 15, 2025,
https://news.ontario.ca/en/release/1006862/ontario-taking-next-steps-to-unlock-free-trade-within-canada.

2 David Clement, “DeepDive: Canada should get rid of supply management once and for all. Here's a plan to do it,” The Hub Canada,
February 10, 2025,
https://thehub.ca/2025/02/10/deepdive-canada-should-get-rid-of-supply-management-once-and-for-all-heres-a-plan-to-do-it/.

3 Government of Canada, Competition Bureau Retail Grocery Market Study Report (Government of Canada, 2023),
https://competition-bureau.canada.ca/en/how-we-foster-competition/education-and-outreach/canada-needs-more-grocery-competition.

8 Gilbert Cette, Jimmy Lopez, Giuseppe Nicoletti and Océane Vernerey, “Productivity and Growth in Canada: The Role of Procompetitive
Reforms,” (2025).

32 OECD, OECD Economic Surveys: Canada 2025 (OECD Publishing), 2025,
https://www.oecd.org/en/publications/oecd-economic-surveys-canada-2025_28f9e02c-en.html.

33 Carolyn Rogers, “Productivity’s competitive edge,” Press release, October 9, 2025,
https://www.bankofcanada.ca/2025/10/productivitys-competitive-edge/.

34 Matthew Chiasson, “Canada is stuck in a growth rut, but competition can get us out: Hunter Prize 2025,” The Hub Canada,
November 28, 2025, https://thehub.ca/2025/11/28/canada-is-stuck-in-a-growth-rut-but-competition-can-get-us-out/.
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Figure 7: Canada’'s OECD Product Market Regulation Ranking
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This deterioration carries steep costs. A new Competition Bureau-commissioned study?® analyzing

15 OECD countries across 19 sectors over 25 years, estimates that aligning Canada’s regulations in four
key sectors—energy, transport, retail distribution, and professional services—with best international
practices could boost GDP by 6.5 to 10 percent over the long term. Anticompetitive regulations in these
upstream sectors cascade through the economy, dampening productivity in downstream industries.
These estimates are conservative, excluding gains from eliminating internal trade barriers and attracting
greater foreign investment.

This regulatory drag shows up in Canada’s declining business dynamism. Business entry and exit
rates have nearly halved?®® over the past 40 years. When new firms can’t enter markets and challenge
incumbents, the competitive pressure that drives productivity improvements disappears.

A recent Statistics Canada study® found that increasing industrial concentration and declining entry
rates dull firm investment, a leading cause of Canada’s weak productivity performance.

This insight builds on economist Joseph Schumpeter’s fundamental observation about “creative
destruction,” the process through which innovation continuously revolutionizes economic structures
from within, destroying old business models while creating new ones.

3 Competition Bureau of Canada, “Study finds Canada could unlock major economic gains through stronger competition,” Press release,
February 4, 2026, https://www.canada.ca/en/competition-bureau/news/2026/02/study-finds-canada-could-unlock-major-economic-
gains-through-stronger-competition.html?utm_campaign=cb-bc-social-media-25-26&utm_medium=smo&utm_source=Inkn&utm_
content=pmr-en-260204.

36 Chiasson, “Canada is stuck in a growth rut, but competition can get us out: Hunter Prize 2025."

87 Wulong Gu, Government of Canada, Investment Slowdown in Canada After the Mid-2000s: The Role of Competition
and Intangibles, Analytical Studies Branch Research Paper Series 1IFOO19M No. 474, Ottawa, 2024,
https://www150.statcan.gc.ca/n1/pub/11f0019m/11f0019m2024001-eng.htm.
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Last October, the Nobel Prize in Economics recognized three scholars®® whose work built directly on these
insights. Canadian economist Peter Howitt of Brown University, alongside Joel Mokyr and Philippe Aghion,
won for their research on how innovation drives economic growth and how new technologies replace older
ones through creative destruction.

Their warning could not be timelier for Canada. As Rudyard Griffiths recently documented?®® in The Hub,
six of Canada’s top 10 companies by market capitalization are over a century old. When grouped together,
our top 10 have been in business for more than a millennium, beating equivalent lists for the UK, France,
and Japan, and dwarfing their American counterparts.

Compare this to America’s top 10, dominated by companies like Nvidia, Apple, and Amazon, firms born
from the internet revolution and now the Al revolution. These are companies that didn't exist 50 years ago.
Many didn’t exist 25 years ago.

The rate of new business creation has also collapsed, with nearly half as many people launching
businesses today compared to 20 years ago, according to a Business Development Bank of Canada study.
This stagnation is compounded by a “brain drain” of our best talent; research*® from Leaders Fund reveals
that fewer than one-third of Canadian-educated founders launch their ventures domestically, while nearly
half leave to build their companies in the United States.

Even among those who stay, David Watt notes* that the number of self-employed Canadians hiring
employees is declining, with growth shifting toward sole proprietorships rather than job-creating enterprises.

The capital required to reverse these trends is also drying up: the latest RBCx report*? characterizes 2025
as the worst year for Canadian venture capital fundraising since 2016, with just over $2 billion raised,
a bottleneck that threatens to starve the next generation of Canadian innovators.

The decline in business dynamism threatens future job creation, since small firms have historically been

a key driver of job growth. While there has been much focus on big initiatives like the Major Projects Office,
we also need to invigorate small and medium-sized enterprises and entrepreneurship, or there will be a
weak foundation for sustained economic transformation.

Equally damning: Canada’s business R&D intensity has declined or stagnated“® at around 1 percent of
GDP since 2000, remaining essentially flat while the OECD average climbed from 1.3 to 2.0 percent over
the same period. As a result, Canada’s business R&D intensity has fallen from roughly 77 percent of the
OECD average in 2000 to just 57 percent in 2023. Canada is falling further behind other OECD countries
in the business R&D that drives innovation and productivity.

% The Nobel Prize, “Sveriges Riksbank Prize in Economic Sciences in Memory of Alfred Nobel 2025,” Press release, October 13, 2025,
https://www.nobelprize.org/prizes/economic-sciences/2025/press-release/.

3 Rudyard Griffiths, “Corporate Canada has a gerontocracy problem,” The Hub Canada, November 26, 2025,
https://thehub.ca/2025/11/26/canada-has-a-corporate-gerontocracy-problem/.

40 Gideon Hayden, “Where have all the Canadian startups gone?,” Leaders Fund, September 22, 2025,
https://leaders.vc/research/canadianstartups.

41

Jason Kirby, “The spark of capital,” The Globe and Mail, January 1, 2026,
https://www.theglobeandmail.com/business/economy/article-2026-in-charts-for-businesses-and-investors/.

4:

IS

John Rikhtegar and Ethan Rotstein, Capital Under Pressure (RBCx, 2025), https://www.rbcx.com/wp-content/uploads/2026/01/
CapitalUnderPressure_2025.pdf?utm_source=www.readthepeak.com&utm_medium=newsletter&utm_campaign=down-roundé&_
bhlid=067f52a71004c20edc51a136880dcdf466c308b3.

4 Council of Canadian Academies, The State of Science, Technology, and Innovation in Canada 2025 (Council of Canadian Academies, 2025),
https://cca-reports.ca/wp-content/uploads/2025/11/The-State-of-STl-in-Canada-2025_FINAL.pdf.
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We need to build on recent momentum and completely eliminate internal trade barriers for goods

and professional credentials. In parallel, we should review the Competition Act to explore whether the
Competition Bureau needs greater power to block anti-competitive mergers and address abuse of market
power by dominant firms.

More importantly, we must reduce product market regulations in sectors like telecommunications and

air travel and ease foreign direct investment restrictions to encourage* new entrants, investment, and
productivity. Doing all this will force our incumbents to sweat. It will create the conditions for Schumpeter’s
“perennial gale” to blow through the Canadian economy again.

44 Aled ab lorwerth and Carlos Rosell, “The Gains from More Competitive Regulation Settings in Canada,” International Productivity Monitor,
Centre for the Study of Living Standards no. 34 (2018).
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Pillar Four: Trade and Transport
Infrastructure Investment

Public infrastructure investment is crucial for long-term economic growth, addressing gaps, stimulating
private sector activity, and boosting productivity. But it must be focused on foundational infrastructure.
These investments are critical as Canada seeks to build resilience in light of tariff uncertainty, geopolitical
shifts, and trade policy changes.

When we look at the federal government’s infrastructure plan unveiled in the November budget,* very
little of it will boost productivity and growth. The government touts a substantial $115 billion in planned
“infrastructure investment” over five years. Yet only $5 billion of that amount (4 percent) is dedicated to
trade and transport infrastructure, the critical arteries needed to diversify markets, build supply chain
resilience, and actually drive productivity.

Figure 8: Five-Year Federal Infrastructure Plan
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Source: 2025 Federal Budget.

45 Government of Canada, Canada Strong Budget 2025 (Government of Canada, 2025),
https://budget.canada.ca/2025/report-rapport/pdf/budget-2025.pdf.
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Better ports, railways, and highways reduce the time and cost of moving goods. This lowers input costs for
businesses and expands market access. When transportation bottlenecks are removed, businesses can
serve larger markets more efficiently, allowing them to capture economies of scale. Workers become more
productive because the infrastructure supporting their work is more efficient.

We should prioritize public investments in trade corridors (ports, railways, energy grids) to diversify
exports and reduce dependence on a single trading partner. Roads and highways that reduce congestion
are equally vital for moving people and goods efficiently. These infrastructure investments can help lower
transportation costs, improve supply chain efficiency, and open new markets.

Instead of sector-specific subsidies protecting inefficient firms, we should direct public funds toward
infrastructure all businesses can use, fostering broad-based growth and competition. We need to invest in
the ports, rail corridors, roads, and energy grids required to get our goods to market. The bottleneck in our
economy is physical as much as fiscal. If we cannot move our resources and products efficiently, tax and
regulatory reform won’t save us.
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Pillar Five: Immigration Reform

We need to realign our demographics with our economics. Immigration policy under the Trudeau
government saw a massive surge*® in numbers and drifted*’ toward utilizing low-skilled temporary labour
to plug gaps in low-wage sectors. The influx reduced incentives to invest in automation by making cheap
labour readily available. And the sheer volume of population growth also strained housing and public
services such as healthcare, education, and infrastructure.

Figure 9: Canada: Immigrants, Net Emigration & Net Non-Permanent Residents
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When businesses can easily access low-wage labour, they have less incentive to invest in the capital
equipment and technology that make workers more productive. Why buy a machine when you can hire
someone cheaply to do the work? This substitution of labour for capital directly undermines productivity
growth. Meanwhile, high-skilled immigrants who could complement capital investment and drive
innovation were crowded out by the emphasis on temporary, low-skilled workers.

4 Tony Keller, “"How Canada built, then broke, the world’s best immigration system,” The Hub Canada, November 1, 2025,
https://thehub.ca/2025/11/01/how-canada-built-and-then-broke-the-worlds-best-immigration-system/.

47 David Green, Philip Oreopoulos, Craig Riddell, Mikal Skuterud, and Christopher Worswick, “How We Subverted our Skills Based Immigration
System,” C.D. Howe Institute, December 9, 2025, https://cdhowe.org/publication/how-we-subverted-our-skills-based-immigration-system/.

17



The system'’s lack of integrity*® compounds these productivity challenges. With possibly over half

a million migrants unlawfully present and a 38 percent missing rate for non-permanent residents
(2021 Census), businesses face profound uncertainty in workforce planning. Companies cannot make
sound capital investment decisions when they don’t know the actual size or skill composition of the
available labour pool. This uncertainty further discourages the productivity-enhancing investments
Canada desperately needs.

Dialing back immigration targets for both permanent and temporary residents acknowledges that
managing recent rapid population growth is necessary. But the new numbers for permanent resident
admissions stabilize at 380,000 per year, keeping the permanent stream of immigration well above
pre-Trudeau government levels of approximately 260,000. On top of these baseline targets, the federal
government has introduced “one-off"4® measures to transition roughly 150,000 existing temporary
residents to permanent status over the next two years.

While the target reductions address the quantity of new arrivals, a critical issue remains unaddressed:
the mix.®® The system, emphasizing low-skilled non-permanent residents, shifted focus away from
prioritizing higher human capital. If most temporary residents already in Canada transition to permanent
status rather than leave, this will perpetuate the skill-mix problem and make the shift to high-skilled
immigration more difficult.

We need to recalibrate our immigration system to better support long-term growth and innovation. This
means adjusting immigration levels by reducing total residents to a level aligning with Canada’s absorptive
capacity. We must prioritize human capital by shifting policy focus from low-skilled temporary workers

to high-skilled permanent residents, increasing human capital intensity to foster innovation and boost
productivity. We need a pivot back to high-human-capital immigration, prioritizing engineers, scientists,
and entrepreneurs who complement capital investment rather than substituting for it.

The Carney government has acknowledged the problem and taken steps to reduce intake levels.
But more work remains to fundamentally restore the system'’s integrity and reorient it toward human
capital intensity to ensure immigration policy supports rather than undermines productivity growth.

48 Michael Barutciski, “Fixing Canada'’s broken immigration system — Presenting more data to Parliament,”
Macdonald-Laurier Institute, January 13, 2026,
https://macdonaldlaurier.ca/fixing-canadas-broken-immigration-system-presenting-more-data-to-parliament-michael-barutciski/.

4 Marie Woolf, “Federal budget 2025: Foreigners living in Canada will get permanent residence priority, Immigration Minister says,”
The Globe and Mail, November 5, 2026,
https://www.theglobeandmail.com/politics/article-permanent-residence-freeze-canada-diab-federal-budget-2025/.

50 Beata Caranci and Marc Ercolao, “Is the Dial-Back of Immigration Having the Intended Impact in Canada?” TD Economics, October 28, 2025,
https://economics.td.com/ca-dial-back-of-immigration-intended-impacts.
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Pillar Six: Public Sector Reform
and Fiscal Certainty

Finally, we must address the “government gap.” A recent study® highlights a diverging trend where
the government sector is growing in size%2 but declining in productivity. We cannot afford a bloated,
inefficient state apparatus acting as a drag on the productive economy. Administrative efficiency

is about boosting productivity and restoring state capacity to deliver essential services without
crowding out private activity.

The scale of the challenge is substantial. Twenty years ago, the public sector accounted for approximately

19 percent of Canada’s employed workforce. By the end of 2025, government employees at all levels
comprised 21.7 percent, with a marked expansion starting in 2020. These figures exclude contract
workers, meaning the true scale of government employment is even larger.

Figure 10@: Canada: Public Sector as a Share of Total Employment

23%
22%

21%

20%

19%

18%

17%

L O N ® ® O = o O ¥ vw © ~ © O 0 5§ N ®© T O
S ¢ ¢ ¢ ¢ T T T T TTTITTTS Y g g

j=

S £ § § § &8 8 &8 8 § & & S & & 5§ S § & § §
_)ﬁ_iﬁﬁﬁ ﬁﬁﬁﬁﬁﬁ_)_)ﬂ_’_’_}_)_’

Source: Statistics Canada

51

Stephen Tapp, “The growing government gap,” Macdonald-Laurier Institute, October 2025,
https://macdonaldlaurier.ca/wp-content/uploads/2025/10/MLI-The-Growing-Government-Gap_Tapp_FINAL.pdf.

52 Hanif Bayat, “One in five workers is a government employee. Should Canadians be worried?” The Globe and Mail, December 16, 2025,
https://www.theglobeandmail.com/investing/personal-finance/article-hanif-bayat-public-sector-employment-government-work-force/.
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Figure 11: Government Sector Labour Productivity
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The federal numbers, in particular, tell a stark story. The federal public service grew by over 110,000
employees (from about 257,000 to 368,000) between 2015 and 2024. The Carney government plans to
reduce the headcount by an estimated 40,000 workers through measures like attrition. While necessary,
this adjustment (approximately 10 percent of the peak workforce) represents a slow scaling back from an
unsustainable hiring spree, not a paradigm shift in civil service efficiency.

An expanding public sector draws resources from the private sector, which is where productivity
growth primarily occurs. Government productivity itself has lagged, meaning we're getting less output
per tax dollar spent. This matters for the broader economy because higher government spending
must eventually be funded through higher taxes on the productive sector, creating a drag on private
investment and growth.

This connects to a broader imperative: fiscal certainty. Collective government gross debt in Canada
has risen®® since 2007. This steady accumulation creates its own form of uncertainty, as businesses
and investors reasonably worry about future tax increases needed to service growing obligations.
Fiscal prudence matters not just for government balance sheets but for the investment climate.
When businesses fear higher taxes tomorrow to pay for today’s deficits, they invest less today.

58 Canada, Government of Canada, Consolidated Canadian Government Finance Statistics, 2024, The Daily, Ottawa, 2025,
https://www150.statcan.gc.ca/n1/daily-quotidien/251121/dg251121b-eng.htm.
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Figure 12: Canada: Gross Government Debt as a Share of GDP
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Scaling back federal public sector personnel to sustainable levels that the private sector can support,
while maintaining essential services is part of this puzzle. So is committing to credible fiscal frameworks
that provide certainty about the tax and spending trajectory.

Sound public finances and productivity growth are mutually reinforcing, as Scotiabank Economics
demonstrates.54 Higher productivity means higher wages and income tax revenues, and more profitable
businesses mean higher corporate tax revenues.

54 Patrick Perrier, “On the Fiscal Impacts of Our Productivity Challenge,” Scotiabank, December 22, 2025,
https://www.scotiabank.com/ca/en/about/economics/economics-publications/post.other-publications.insights-views.fiscal-cost-of-low-
productivity--december-22--2025-.html.
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What It Will Take

Breaking the cycle of low investment and weak productivity requires comprehensive reform across all

six pillars simultaneously. Tax reform without regulatory modernization leaves capital trapped by red tape.
Competition policy without infrastructure investment creates demand we cannot supply. Immigration
reform without a growth-oriented tax system deepens our productivity gap. One-off measures and
selective interventions won't cut it.

We cannot control Trump's tariffs or global chaos, but we can control our own policies. The choice is
between continuing to protect incumbents and punishing innovators, or building an economy strong
enough to handle whatever external shocks come next.

This agenda goes after sacred cows. It challenges corporate giants enjoying protected markets.

It threatens bureaucracies that have grown comfortable. It requires honest conversations about
immigration that politicians would rather avoid. It asks public sector workers to do more with less.
Every pillar will face pushback from powerful interests with everything to lose from reform.

But with crisis comes opportunity. External pressures have created unusual political space for bold
action. Leaders at all levels of government now have license to pursue reforms that would have
seemed impossible in calmer times. The question is whether they'll seize this moment or let it pass.
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