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● (1100)

[Translation]
The Chair (Ben Carr (Winnipeg South Centre, Lib.)): Good

morning, everyone.
[English]

I hope everybody had a wonderful constituency week. I know
how valuable it is for us to get home to see our constituents and
maybe even our families. Welcome back to Ottawa.

We're continuing our study on productivity here today. This is
the 14th meeting of the Standing Committee on Industry and Tech‐
nology.
[Translation]

All witnesses have completed the required connection tests in ad‐
vance of the meeting.
[English]

I'll give a reminder to witnesses and colleagues that if your ear‐
piece is plugged in but is not on your ear, please just place it down
on the sticker in front of you to protect the health and well-being of
our interpreters, who work so hard on our behalf.

Colleagues, we have two hours with witnesses today, in two sep‐
arate panels.

Appearing virtually with us today is Professor Michael Veall,
who is the director of the productivity partnership project. From
Food, Health and Consumer Products of Canada, we have Michael
Graydon, the chief executive officer, and from the Information and
Communications Technology Council, we have Namir Anani, pres‐
ident and chief executive officer.

Gentlemen, each of you will have up to five minutes for your in‐
troductory remarks. If you start to see me erratically waving, it
probably means that we're getting close to time, and I'd ask that you
do your best to summarize.

We'll enter into a pre-allotted amount of time, based on the pro‐
portion of seats distributed across the table from political parties
represented.

With that, Mr. Veall, I'll turn the floor over to you for up to five
minutes for your introductory remarks.
[Translation]

Michael R. Veall (Professor, As an Individual): Thank you,
Mr. Chair.

[English]

I am grateful for the invitation.

By way of introduction, for 13 years I've been director of a re‐
search project called the productivity partnership, which has pro‐
moted the analysis of Canadian productivity data at the firm and
workplace level.

Being a politician is one of the hardest jobs in the world. Thank
you for doing it. I've appeared before parliamentary committees be‐
fore, and I understand there is partisanship. I am thankful to live in
a country where partisanship is allowed, but I am no expert in
short-term politics. I hope to add my two cents to your reflections
on the long-term direction of the nation.

Perhaps most importantly, concern for productivity needs to per‐
meate every aspect of government to promote a higher standard of
living and to pay for government programs. For brevity, I'm going
to be very presumptuous and simply state a few things that I think
Canada should and shouldn't do. There will be no silver bullets.

First, Canada needs to act with urgency, but let's not panic. By
the measures I judge most reliable, Canada is doing about the same
as our comparator countries, except the U.S. While Canada must do
better, some of the story is that the U.S. has exceptionally fast mea‐
sured productivity growth compared to almost all other countries.

Second, as an example of panic to avoid, let's not mess with the
international investment of pension plans, especially the Canada
pension plan, a success story. While it's important that Canada im‐
prove its overall investment climate, when the U.S. government
subsidizes a specific industry, that is not a reason for the Canadian
government to subsidize that same industry, at least in the long
term. The U.S. is big; taking it on directly is seldom in Canada's in‐
terest.

Third, the U.S., and not just President Trump, is likely to contin‐
ue to create conditions such that firms that want to sell in the U.S.
will consolidate their operations in the U.S. That makes it harder
for Canadian plants to operate at scale. Knocking down interprovin‐
cial barriers remains vital to making the Canadian market as big as
possible.

Fourth, tariffs on imports increase prices in Canada. Use tariffs
as sparingly as possible.
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Fifth, and probably a non-starter, GST/HST is the most efficient
tax Canada has, because it encourages saving and hence invest‐
ment. Increase it and lower other taxes.

Sixth, some think we should not worry about greenhouse gas
goals. This is a more complex issue than I can cover here. On one
hand, Canada needs at least to postpone the electric vehicle man‐
date as an especially expensive CO2 reduction method, but also, if
we do too poorly in meeting our Paris Agreement targets, it may af‐
fect our ability to form trading relationships with other countries to
diversify our trade.

Seventh, if we want to grow GDP per person, we would do better
by focusing on fewer and more highly skilled immigrants. We also
do better if all of us work until older ages. While some of that is
happening, Canada is still one of the few countries in the world that
has not raised the age of receipt of public pensions, even as, won‐
derfully, life expectancy continues to rise.

Finally, eighth, as a more targeted point, government needs to
continue to become more productive and make its interactions with
Canadians more productive. An example would be to speed the ar‐
rival of automatic personal income tax returns for as large a per‐
centage of the population as possible.

Thank you very much for your attention.
● (1105)

The Chair: Thank you very much, Mr. Veall.

Mr. Graydon, we'll go to you next for up to five minutes.
Michael Graydon (Chief Executive Officer, Food, Health and

Consumer Products of Canada): Thank you, Mr. Chair and hon‐
ourable members. I appreciate the opportunity to appear before you
today.

FHCP members make about 80% of the everyday goods sold in
grocery stores and pharmacies from coast to coast to coast. We em‐
ploy more than 350,000 Canadians in nearly 10,000 facilities, mak‐
ing us Canada's largest manufacturing employer. However, despite
being the largest manufacturer employer in Canada, we're rarely
part of the national conversation about manufacturing competitive‐
ness. That, I think, is a missed opportunity.

Studies by organizations such as the C.D. Howe Institute show
that business investment per worker in Canada is only about half of
what is invested per worker in the United States. That gap reflects
the higher operating costs, regulatory drag and uncertainty that dis‐
courage investment and innovation.

According to the Canadian Federation of Independent Business,
companies spend more than $51 billion a year meeting regulatory
requirements. Much of that burden stems from Canada's outdated
regulatory system. It is often too prescriptive and has not kept pace
with advances in science and technology. Most consumer, health
and packaged food products must be reformulated for the Canadian
market, even when they are already approved by trusted jurisdic‐
tions. This duplication drives costs, delays innovation and prevents
Canadian facilities from achieving the scale needed to compete in‐
ternationally. Regulation should reward innovation rather than cre‐
ate duplication.

Within these challenges, though, lies enormous opportunity.
About 55% of the products found in the centre aisles of grocery
stores are now imported, mostly from the United States, even
though many of these goods were once made here in Canada. Over
time, manufacturing capacity has quietly migrated south as compa‐
nies consolidated production and captured efficiencies in markets
with lower costs and faster approvals. The capability still exists, but
the investment environment does not encourage expansion.

We are not an industry in crisis, but we are approaching a tipping
point. The slow erosion of capacity we have seen over decades is
becoming harder to reverse, and each year that passes makes recov‐
ery more costly and less likely. A recent FHCP member study
found that 23% of our members expect to remove products from
the Canadian marketplace within the next two years because the
cost of doing business here has become unsustainable.

Canada's agri-food sector recorded a $60-billion trade surplus
last year, but our full potential is diluted by fragmented interprovin‐
cial trade and logistics bottlenecks. Our ports and rail corridors re‐
main choke points for manufactured goods, and the rail system's
duopoly leaves producers vulnerable when disruptions occur. Bud‐
get 2025 makes an important start by committing new investments
in trade and transport infrastructure, but to turn that promise into re‐
al-world gains, those dollars must flow into increased port capacity,
freight rail competition and logistics systems that support Canadian
manufacturing. Addressing these challenges is essential to boosting
productivity and reliability across the economy.

Medium-sized manufacturers face distinct hurdles in scaling up.
They carry enterprise-sized regulatory and compliance burdens but
SME-sized access to capital. Recent global research shows that
while Canada has hundreds of promising agri-food start-ups, mid-
sized firms are falling behind global peers in technological adop‐
tion because public investment support has not kept pace. Without
targeted help, Canada will miss the productivity gains our competi‐
tors are realizing through automation and advanced manufacturing.

Tax policy must play a central role. Budget 2025's new produc‐
tivity superdeduction and enhanced capital cost allowance are sig‐
nificant steps in the right direction. Together, they make Canada's
cumulative manufacturing tax incentives slightly more competitive
than those in the United States. These measures will help de-risk
capital investment decisions and encourage companies to modern‐
ize and expand here at home.
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If government can continue to reduce the barriers, modernize
regulation, upgrade infrastructure and sustain a competitive tax en‐
vironment, Canada can begin to repatriate lost manufacturing. Con‐
verting even part of the 55% of imported centre-store goods into
domestically produced products would create thousands of new
jobs, strengthen regional supply chains and drive productivity
growth in creating a level of food sovereignty that we have not ex‐
perienced for many years.
● (1110)

This is a window of opportunity for Canada to translate its inno‐
vation and trade strengths into long-term leadership, but that win‐
dow will not last forever.

Thank you.
The Chair: Thank you very much, Mr. Graydon.

Mr. Anani, you have five minutes.
Namir Anani (President and Chief Executive Officer, Infor‐

mation and Communications Technology Council): Good morn‐
ing.

Thank you, Mr. Chair and honourable members. Thank you for
the opportunity to appear before the committee today to discuss one
of the most pressing economic challenges facing Canada: our ongo‐
ing productivity gap and the need to boost national competitive‐
ness.
[Translation]

Members of the committee, at a time when the global economy is
rapidly changing, it's essential for Canada to fully affirm its poten‐
tial and its leadership.
● (1115)

[English]

These remarks reflect the role of my organization, the Informa‐
tion and Communications Technology Council, as a centre of ex‐
pertise for the digital economy through our research, policy and ca‐
pacity-building programs.

According to the OECD, Canadian labour productivity is less
than in nearly every other G7 economy, and the gap continues to
widen. My remarks today focus on practical steps to boost produc‐
tivity, strengthen innovation, and support workers and businesses
across Canada.

To close this gap, Canada needs a cohesive productivity and
competitiveness strategy that focuses on five key pillars.

First is the adoption of accelerated technology: Incentivize in‐
vestment in digital infrastructure, automation, robotics and data-
driven innovation, including through strategic government and in‐
dustry programs such as defence spending. Use government pro‐
curement and funding to create national demand pull for digital,
backed by enhanced investment tax credits that lower the cost of
upgrading operations, and accelerate the depreciation for digital
and green equipment so that firms can write off tech investments
faster, improve cash flow and modernize more easily.

In parallel, support the transfer and scaling of digital best prac‐
tices from leading adopters to lagging sectors to speed the spread of

proven solutions and lift overall productivity. Certainly, the federal
budget goes a long way toward achieving those with the productivi‐
ty superdeduction.

Second is skills and workforce readiness. Talent is the corner‐
stone of any high-performing economy and the driving force be‐
hind innovation and global competitiveness. Achieving this will re‐
quire scalable upskilling initiatives, stronger partnerships between
industry and academia, and inclusive pathways.

Equally important is building AI literacy and digital acumen ear‐
ly in education, ensuring that future generations are prepared to
lead in an increasingly technology-driven world. The federal gov‐
ernment, through its budget, has put some steps forward to achieve
that agenda.

Third is commercialization as a driver of competitiveness.
Canada ranks among global leaders in R and D quality and early-
stage innovation, but we still struggle to turn these strengths into
market-ready products and globally competitive firms. Boosting
competitiveness requires a sharper focus on commercialization, IP
retention and scale-up, backed by a program similar to the U.S.
government's small business innovation research program; a refined
SR and ED regime that rewards commercialization and Canadian-
held IP; a national scale-up fund for later-stage growth; targeted tax
credits for digital and clean-tech adoption; and mission-driven pro‐
curement in areas like health, defence and clean infrastructure to
create demand for homegrown innovation.

Innovation-ready regulations are fourth. Regulations shape inno‐
vation, and clear, predictable rules are key to long-term investment.
A voluntary AI code of conduct is a good start, but in order to com‐
mit capital, expand operations and grow trade and FDI, businesses
and investors also need certainty about what is acceptable. As the
EU and countries like the U.K. move toward risk-based AI models
with supervised sandboxes to safely test new technologies, Canada
has an opportunity to evolve in a similar direction.
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Fifth is competition for competitiveness. A more competitive do‐
mestic market is essential to boosting Canada's overall productivity
and global competitiveness. Enhancing competitiveness to reduce
barriers to entry, curb anti-competitive practices and encourage the
formation of new firms would help drive innovation, lower costs
and accelerate technology adoption. A more dynamic market envi‐
ronment will push firms to invest, innovate and adopt new tech‐
nologies faster, strengthening Canada's position in a global value
chain.

Finally, by moving decisively on these five pillars—accelerating
technology adoption, investing in skills, scaling innovation, mod‐
ernizing regulation and sharpening competition—Canada can un‐
lock a new wave of growth, opportunities and shared prosperity. If
we act with urgency and purpose, Canada can emerge as a world
leader in innovation-driven, inclusive and resilient growth.

Thank you for the attention. I look forward to your questions.
The Chair: Thank you very much, witnesses, for your introduc‐

tory testimony.

Mr. Guglielmin, the floor will be yours for six minutes, sir.
Michael Guglielmin (Vaughan—Woodbridge, CPC): Thank

you, Mr. Chair.

Thank you, witnesses, for your testimony. Thanks for being here.
It's a very important study. As we all know, Canada ranks among
the lowest in the G7 countries for productivity.

A lot of the stakeholders I've spoken to recently talk about how
hard it is to attract capital investment. I believe StatsCan had a re‐
port in September that said we have had the sharpest decline in our
productivity in three years.

Mr. Graydon, I was wondering if you could please outline again
for us the scale of your membership. How many jobs and facilities
do they represent, and what share of the grocery market?

Michael Graydon: We have about 350,000 employees in manu‐
facturing. There are almost 10,000 facilities across the country. Our
members alone represent about 80% of the volume. This is a $114-
billion industry. It is material in regard to its economic impact here
in Canada.

Michael Guglielmin: Last month you appeared at the agriculture
committee and agreed that single-use plastics policies and front-of-
pack labelling together could add $15 billion of costs to your sector.

Are these policies acting as a tax, or at the very least an impedi‐
ment to food manufacturing in Canada?

Michael Graydon: They are restricting capital investment, abso‐
lutely. It's part of that regulatory rigour that exists that just adds bil‐
lions of dollars of costs.

We have provided government with some potential solutions,
such as using digital labelling rather than having to go in and actu‐
ally change physical labels on a regular basis. There are technologi‐
cal solutions to these issues, but regulations continue to change, and
they come at us fairly rapidly as well.
● (1120)

Michael Guglielmin: What does that mean for grocery prices
and for where your members choose to invest?

Michael Graydon: For grocery prices, unfortunately, some of
the inflationary impact that you're seeing is an implication of the
regulatory costs and the environment of the consolidated retail mar‐
ket in the grocery field.

We're going through quite a transition of recycling costs in this
country. Close to $2 billion a year is now on the shoulders of manu‐
facturers in taking on the responsibility of recycling in each juris‐
diction or each municipality in the country. Those expenses weren't
there two years ago. When you have billions after billions after bil‐
lions, it's going to have a negative impact on affordability.

Michael Guglielmin: Does the single-use plastics ban risk dis‐
advantaging Canadian exports? Would you say that it acts as a trade
barrier?

Michael Graydon: It does, especially with the United States,
which has no interest in single-use plastics.

We have a member that sells single-use juice containers. The
American retailers and American consumers will not accept paper
straws. Fortunately, the government has allowed us to produce plas‐
tic straws for the purposes of export only, so there's not an impact,
but those are the sorts of situations. When our regulations aren't
aligned with those of our largest trading partner, the implications
can be quite significant.

Michael Guglielmin: Do these rules push production and jobs to
foreign markets?

Michael Graydon: If we hadn't had the opportunity to get a re‐
prieve from the government, it would have meant either the closure
of this plant in Quebec or the repositioning of it into the United
States, so yes, these rules do have implications for capital invest‐
ment and manufacturing.

Michael Guglielmin: You have also said, “When I speak to
FHCP members, I hear the same story: Regulations are outdated,
inflexible and out of step with many of our trading partners.
Canada's regulatory environment is more prescriptive and restric‐
tive than most of our competitors.”

Can you give the committee some specific examples of what that
looks like in practice for food products?

Michael Graydon: Sure. Let's use the example of fortified flour.

Flour in Canada, no matter what the product, must be fortified.
That requirement doesn't exist in the United States, and it certainly
doesn't exist in Europe. While the additives in the fortification of
flour in bread may be good for young consumers, I'm not quite sure
that it's that important in a chocolate chip cookie.
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Again, another member with a fairly significant capital invest‐
ment here in Canada was looking for the opportunity to be able to
export to Europe, but because of the fortified flour issue, they were
not able to use that manufacturing capacity. Kudos to Health
Canada, which allowed us to get a reprieve on that, but again, it's
short term.

These are some of the things. Fortified flour, from a scientific
perspective, isn't of any value at this particular juncture, especially
across the board, but it is restricting our opportunities for global
trade.

Michael Guglielmin: You mentioned that the cost of investing
and bringing products to market here in Canada outweighs the ben‐
efits. What does that mean in practice, in terms of actual decisions
for your members?

Michael Graydon: Well, there are a few things.

One is that the cost implications mean that they're going to raise
their prices to protect their margins, so there's an affordability issue.

The other is just the variety of products available to the Canadian
consumer. Mid-volume to lower-volume products fill out a catego‐
ry in regard to choice, but there's no hope of making any sort of
profit. You sell those goods at a loss. It's those types of things that
are starting to disappear, so consumer choice is going to be impact‐
ed quite significantly.

Michael Guglielmin: You did say that your industry is fac‐
ing $53 billion of regulation requirements and that 23% of your
members want to leave the Canadian market.

Michael Graydon: Well, it's not necessarily 23% leaving the
market. That's the reduction in SKUs and products that they offer to
the Canadian consumer.

Michael Guglielmin: Thank you.
The Chair: Thank you.

Madam O'Rourke, the floor is yours for six minutes.
Dominique O'Rourke (Guelph, Lib.): Thank you, Chair Carr,

and welcome to our witnesses.

I have a question for Mr. Veall, and I'll have a general question
for everyone in a moment.

Mr. Veall, in your opening remarks you talked about how meet‐
ing our emissions requirements—I'm going to add reduction of
plastics—is part of our responsibility in terms of maintaining trade
relationships with other countries and meeting our responsibilities
under the Paris Agreement.

In thinking about producer responsibility in Ontario, which was
previously downloaded to municipalities—so the cost has just shift‐
ed—how do you square what we're hearing from Mr. Graydon in
terms of the added costs for food manufacturers in meeting these
requirements? It's my understanding that it's actually driving quite a
bit of innovation in the sector and that we need to meet some of
these requirements for other trading relationships.
● (1125)

Michael R. Veall: These are very difficult things. Everything's a
trade-off. I do think that....

Really, all I can say at this level, I think, is that every time we
impose a regulation or a restriction, it has to be very carefully
weighed in terms of the benefits and costs.

The particular one that I was referring to has to do with the fact
that at some level, when we're thinking about the Paris Agreement,
we know that many countries aren't going to make their targets.
Canada has to decide where it wants to position itself in that situa‐
tion, with the potential consequence that if Canada is viewed as too
much of a laggard, it may interfere with our international trading
relationships.

On the other hand, other countries are going to be in the same
position, so it requires a very nuanced and very delicate handling of
a difficult situation.

Dominique O'Rourke: Thank you. I appreciate that.

My question for all three of our panellists is with reference to
budget 2025.

I've heard many of you talk about accelerated depreciation,
which we're calling the productivity superdeduction. Mr. Anani, I
heard you talk about training for skilled workers, including machin‐
ists, including all sorts of folks, and looking at investments in AI.
What are the most critical elements of budget 2025, including a re‐
vised SR and ED program to give manufacturers more choice in
how they bring in change and how they invest in their productivity?
What are the most critical pieces to move forward, and what is the
urgency here in terms of passing the budget, so that we can start
with the productivity superdeduction in light of the ongoing tariffs,
modify those SR and EDs and have dedicated buy Canadian poli‐
cies? What is the urgency around that?

Namir Anani: Maybe I can expand on this.

Definitely, I think the productivity superdeduction goes a long
way in achieving that, and I talked about talent development as
well, but I think that the $925-million investment that we're doing
in AI compute should also be coupled with an AI talent strategy to
develop it, because in the absence of that.... I mean, AI is one of the
most strategic and consequential platforms of technology that we're
facing, so we definitely need an AI talent strategy to achieve that
going forward.

I would say that the budget goes a long way toward achieving
many of the things that I highlighted in my opening remarks, but I
think in essence that ultimately it all boils down to the implementa‐
tion strategy. What are the KPIs? When do we see the return on in‐
vestment? How are we going to achieve, and by when, the produc‐
tivity investment? If we take an investment through debt, like any
business, then when are we seeing the results of that going for‐
ward?

However, it's certainly a strong direction that the budget put for‐
ward.
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Michael Graydon: The measures that were put forth in the bud‐
get will stimulate some capital investment. I think there are already
some signs of change within the dialogue that is happening within
our industry. With interest rates starting to come down as well, I
think the environment is much more suited to that capital invest‐
ment. The capital cost allowances will look to try to build more in‐
novation into manufacturing as well. Labour is an issue for us in
our industry. We currently have about 45,000 vacant positions with‐
in our industry. Further advanced manufacturing and then the re‐
quired training in regard to actually leveraging that innovation and
manufacturing will be very important.

We've had a significant growth in immigration, and in many cas‐
es, many of those people coming to Canada are working way below
their skill set in regard to their ability to leverage some of the train‐
ing that they've had from other jurisdictions. Having more consid‐
eration for those types of things will help speed up the training en‐
vironment and the skills environment that we have within our man‐
ufacturing.
● (1130)

Dominique O'Rourke: That's terrific, thank you.

Mr. Veall.
The Chair: Very quickly, please.
Michael R. Veall: The capital provisions in the program are very

important, but they are essentially a continuation. It's very impor‐
tant that they not be allowed to lapse.

The Chair: That's the model for “very quickly”, Mr. Veall. I'm
going to hold you up for future witnesses.

Thank you.
[Translation]

Mr. Ste‑Marie, you have the floor for six minutes.
Gabriel Ste-Marie (Joliette—Manawan, BQ): Thank you,

Mr. Chair.

I'd like to welcome all the witnesses.

Mr. Anani, your organization published a report last August that
looked at productivity and employment. According to the report, a
number of studies show that digitally intensive sectors are more
productive than non-digitally intensive sectors. Examples include
software, finance and advanced manufacturing.

Can you explain that difference in productivity?
Namir Anani: Broadly speaking, the difference is certainly

based on the adoption of digital technology, particularly the adop‐
tion of artificial intelligence in various fields.

That's why I raised the importance of developing skills and talent
in Canada. That has to be done as soon as children enter primary
and secondary schools and later in post-secondary institutions.
Right now, it's also important to promote skills development in the
workplace.

Essentially, modern technologies such as automation and
robotics can be seen seeping in everywhere. I'm thinking of the
manufacturing industry and the health sector in particular. Technol‐
ogy is becoming ubiquitous across all fields.

Indeed, it's important to help small or medium-sized businesses,
or SMEs, acquire those technologies. I'd say that the federal gov‐
ernment's newly announced program on introducing a productivity
superdeduction is actually on the right track. It's a step toward
achieving that goal.

Gabriel Ste-Marie: Thank you.

We often hear that SMEs have their own way of doing things and
that they're overwhelmed. The heads of these SMEs have very busy
weeks. They lack the momentum to make that shift and enable a
digital transformation.

In some of their remarks, representatives of large companies said
that the cost of technologies had really decreased. They explained
that when they adopted the technologies, the costs were high, but
they're now more affordable.

Aside from introducing a productivity superdeduction, what can
we do to convince those businesses to make that shift?

Namir Anani: Financial support can help those companies and
incentivize them to adopt the technology. In reality, a lot of it has to
do with education. That's what I call knowledge mobilization.

The large companies have deep enough pockets to invest in mod‐
ern technologies and develop the necessary talent. Something has to
be created in Canada to convince SMEs to invest in those technolo‐
gies. They also have to be given enough information about the arti‐
ficial intelligence technologies available on the market. It's impor‐
tant to tell them that if they adopt such and such a technology,
they'll get a good return on investment.

I'll conclude by saying that small or medium-sized businesses
usually don't want to be the first to adopt new technologies. They
prefer to have a clearer picture of what's going on elsewhere before
adopting technologies. It will be very important to support these
small or medium-sized businesses to help them move forward.

Gabriel Ste-Marie: How does Canada compare with other coun‐
tries when it comes to small, medium or large businesses adopting
these technologies?

Namir Anani: Unfortunately, the data from our organization and
other market research indicate that only 10% of companies in
Canada are aware of the importance of artificial intelligence.

As a result, they haven't developed processes or strategies for
adopting these technologies. This is a serious matter when it comes
to trade. Indeed, to be well positioned in the global competitive en‐
vironment, it's necessary to adopt the best technologies.

● (1135)

Gabriel Ste-Marie: In Canadian sectors that use digital innova‐
tions such as artificial intelligence, is there enough competition to
encourage businesses to adopt those technologies?

Conversely, is the competition too weak to speed up the transi‐
tion to those technologies?
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Namir Anani: It's always important to create competition in
Canada, because it drives innovation. That has to be remembered.
This is particularly true in telecommunications, for example. That's
why I mentioned the need to broaden the regulations somewhat to
encourage other companies to set up shop in Canada and thereby
increase competition in various sectors.

Gabriel Ste-Marie: Okay, thank you very much.

Mr. Chair, my time is almost up. I'll leave it there.
The Chair: Thank you, Mr. Ste-Marie.

[English]

Mr. Falk, five minutes go to you, sir.
Ted Falk (Provencher, CPC): Thank you, Mr. Chair.

Thank you to our witnesses for your attendance at committee
here today.

Mr. Graydon, I'd like to at least begin with some questions for
you.

On August 6, you made a post on LinkedIn indicating that “the
United States imposed 25 percent duties earlier this year, part of a
broad crackdown, ostensibly to address fentanyl supply chains”.
What did Ottawa do? You wrote that it “defaulted to its 2018 play‐
book: retaliation in kind.”

If my memory serves me correctly, President Trump had two re‐
quirements for the Canadian government in order to avoid 25% tar‐
iffs. Number one was, as you indicated, to address the fentanyl is‐
sue here in Canada, and number two was to tighten up our border
security.

How has the failure to address those two issues impacted your
industry?

Michael Graydon: Fortunately, the government has repealed the
retaliatory tariffs, but it had a significant impact for a period of time
on our export capability to the United States. We had a number of
orders that were cancelled. It was just very difficult to be price-
competitive in the marketplace with that sort of increase, so we
have experienced the ability to get back on track with those retalia‐
tory tariffs having been removed.

Ted Falk: In an August 20 piece by CTV, you were quoted as
saying, “You can’t take an economy that’s 10 per cent of the U.S.
economy and expect our retaliatory tariffs to have any impact.”

Do you still agree with that?
Michael Graydon: I still agree 100%.

We have to recognize the trading partner that we have. It is very
large, but also, at this particular juncture with the Trump adminis‐
tration, very unique, and sometimes it requires a different playbook
in regard to meeting the expectations of that particular individual,
as this file sits squarely in the centre of his desk.

Ted Falk: Thank you.

The piece goes further to cite Loblaw's July food inflation report,
and in there it says, “Loblaw notes that about one-third of all infla‐
tion-related cost increases submitted by suppliers are tied directly
to tariffs.”

Is that the experience you're hearing about from your members?
Michael Graydon: Very much so, and because of the impact,

there was really no choice but to price up.
Ted Falk: Could the Carney government have done a better job

of addressing Mr. Trump's concerns?
Michael Graydon: I think the retaliatory tariffs were a mistake.

I don't think it was a tactic that was necessarily of value, and I think
the government came to that conclusion fairly quickly. Unfortu‐
nately, there were some consequences in regard to cost implica‐
tions, but I think at this particular juncture there's still a lack of cer‐
tainty, and at some point, certainty can be of value in regard to
planning and making investments in manufacturing here in this
country.

Ted Falk: Other than accelerated capital cost in this budget that's
been tabled by the Liberal government, do you see any focus on
agriculture or agri-food that would help to stimulate that industry
here in Canada?

Michael Graydon: I think the investment in primary processing
could be very helpful.

Canola, for example, gets shipped as a commodity. It also gets
shipped to the United States for the purpose of transitioning it into
oil, which then comes back into Canada. We don't have a lot of that
opportunity to translate the agricultural output into that sort of sec‐
ondary ingredient component, which then goes into further process‐
ing of whatever. If you're a potato chip manufacturer, you're buying
vegetable oil to fry your potato chips that, from an agricultural per‐
spective, was likely produced in Canada but was further processed
into vegetable oil in another jurisdiction. The cost implications start
to have some ramifications.

I think getting some focus back on where there are opportunities
to leverage our agricultural superiority in this country and not just
translate it into commodities could be a very helpful component
with regard to input costs.
● (1140)

Ted Falk: You've talked about regulations as being an impedi‐
ment to your industry and incurring significant cost increases to the
consumer on the shelf.

Are there specific regulations that this government could have
moved on and hasn't?

Michael Graydon: There are. I think the labelling component of
it is that the magnitude of cost is extraordinary, and it's coming at
us from all ranks. It's coming from Health Canada with regard to
things like front-of-pack labelling. Now ECCC would like us to put
another logo on our packaging with regard to the recyclability of
the product. If you have a supplemental ingredient, you have to put
another logo on it for supplemental ingredients. Today's technology
allows for these things to be done in different ways.

Ted Falk: What about the QR code?
Michael Graydon: The QR code will work. We have 3-D bar

codes that exist. There are opportunities.
The Chair: Gentlemen, I appreciate that there's further dialogue.

There will be some time left for colleagues on this side of the floor
should they wish to get back into that.
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Michael Graydon: Mr. Chair, there is no translation coming
through either, by the way.

The Chair: That is a problem, Mr. Graydon, so just give me one
moment, please.

All right, I'm going to try now, Mr. Graydon.
[Translation]

I'm speaking in French now to see whether the interpretation is
working.
[English]

I suspect that Mr. Erskine-Smith will be in English, so we can
buy ourselves a few minutes. You never know, though.

The floor is yours for five minutes, Mr. Erskine-Smith.
Hon. Nathaniel Erskine-Smith (Beaches—East York, Lib.):

Thanks very much.

I want to start with Mr. Veall.

I can imagine that this committee issues a report and says that we
have to address interprovincial trade barriers, that we need more
competition, that we need to address brain drain to the U.S., and
that we need to have a more efficient civil service. It would read
like a report that you might have read or written yourself a decade
or two ago. This is not a new challenge in many ways, so do you
have advice for how we might be a little more specific? You had
your, I think, seven or eight recommendations from the hop, but I
mean more in terms of how we proceed with our inquiry in the
sense of getting more specific recommendations.

Take interprovincial trade barriers, for example. We have a bill
that this Parliament passed. Part 1 of that bill addressed federal
trade barriers across this country. The federal government is doing
its part, and it's now up to provinces to act.

How might this committee proceed, not to do away with inter‐
provincial trade barriers at a high level but to address the issue with
more specificity?

Michael R. Veall: You're right. This is a challenge, because
there are the jurisdictions of government, always, that matter.

In terms of that specific one, I don't know that there's a lot of
runway left or a lot more to do. I think the big steps have been tak‐
en, but it will need to be a continuing brief.

If I were thinking about something to focus on instead, I would
focus on the productivity of the federal government itself, things
like the way we administer the tax system. It's not how high taxes
are, how low taxes are or which taxes. It's just the actual adminis‐
tration of it—trying to make it more efficient, trying to adopt artifi‐
cial intelligence in those processes, if possible—and of other ad‐
ministrative capacities of the government, because I think a more
efficient—
● (1145)

Hon. Nathaniel Erskine-Smith: I can't imagine that there are
too many people tuning in, but in this budget, we've recently pro‐
posed automatic tax filing for low-income Canadians. Other juris‐

dictions do it more broadly, of course, for any one of us filing our
taxes.

I receive employment income as a member of Parliament, and
that's it. The government knows what I make. The government
could file my taxes on my behalf, and I wouldn't have to turn my
mind to it, waste my own time or spend my own money to have a
third party file my taxes. That's what you're getting at—simplifying
things for ordinary Canadians.

Michael R. Veall: Yes, clearly progress is being made there.

In general, whenever we think about a new tax measure, we
think about it from a fairly complex perspective, and maybe we
don't put enough weight on the administration aspect.

Hon. Nathaniel Erskine-Smith: You mentioned that every‐
thing's a cost-benefit balance, and I think that's right. That's part of
the challenge here. When you do away with red tape, one person
might see red tape everywhere, and one person might not see red
tape and say that it's serving an important interest. Some might say
that there's a cost and a benefit to this, and we have to balance the
two to make sure that the benefits outweigh the costs.

In the interest of more specificity, Mr. Graydon, I didn't love the
example of fortified flour, I have to be honest, because there's a
huge public benefit to having fortified flour. In certain instances, it
might not make sense. It sounds like Health Canada acknowledges
that and issues a reprieve in specific circumstances. Doing away
with that regulation writ large seems like a very bad idea. The FDA
and Health Canada are aligned on it to a large degree, from what I
understand.

It would be helpful to this committee, I think—and maybe that
would be on your list; I don't know—if you could offer a list of
things you've heard from your members. I don't mean today, but
come back with a longer, more detailed list. Then it might be up to
us to assess the costs and benefits of that list. We could say this one
makes sense, or that one doesn't make sense. I think that might be
more useful, as far as the committee work goes, around addressing
productivity, if we have more specific examples to grab on to.

Could you commit to doing that?

Michael Graydon: Yes, absolutely.

Hon. Nathaniel Erskine-Smith: I would offer the same to you,
Mr. Anani.

Namir Anani: Yes, I'm happy to do that.

Ideally, to advance productivity, if you look at the economies that
have advanced productivity, at least in the OECD—Denmark,
Switzerland and the U.S.—they have high investment in talent.
They have high investment in capex, which means equipment and
modernization. They have open and competitive markets. They
have clear regulations of what works and what doesn't, because
capital is very mobile. If there is no certainty in the market, it will
go somewhere else. Most of their industries are highly established
industries that have good productivity processes.
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It's interesting to see that the highest productivity in Canada is
actually in Alberta, with $77 per worker compared to a $62 average
across the country. The reason is that Alberta has one of the top en‐
ergy systems, advanced manufacturing and others, with very much
established capabilities in process management and productivity,
whether it's six sigma, kaizen or other advanced manufacturing ca‐
pabilities on that.

If I had to boil it down to what is needed—the question that was
asked recently—for our economy of small and medium enterprises,
we can give them all the incentives to adopt technology, but ulti‐
mately we have to showcase what works and what doesn't, because
they don't want to be the first movers; they want to be fast follow‐
ers on this.

Hence, diffusion of that information, in terms of a productivity
accelerator, in terms of knowledge mobilization, is going to be crit‐
ical.

Hon. Nathaniel Erskine-Smith: Thanks.
The Chair: Thank you, Mr. Erskine-Smith.

[Translation]

Mr. Ste‑Marie, you have the floor for two and a half minutes.
Gabriel Ste-Marie: Thank you, Mr. Chair.

Mr. Anani, a few years ago, you appeared before the committee
to talk about blockchain technology.

What sectors can benefit from adopting that technology to in‐
crease productivity?

What can the government do to support that?
Namir Anani: The entire manufacturing industry supply chain

could benefit from adopting blockchain technology.

The retail industry would also benefit, as well as the health sec‐
tor, because it's necessary to track data to know who is using what
drug, for example.

Most industry sectors could benefit from adopting this technolo‐
gy. Even the Government of Canada could benefit, particularly
when it comes to passport services, procurement and defence.

Frankly, this technology is ubiquitous, and we should use it, just
as with artificial intelligence.
● (1150)

Gabriel Ste-Marie: Thank you very much.

Do you have any comments on quantum computing and the
quantum computer? Do you think it's a good idea to continue focus‐
ing on that technology?

Namir Anani: Yes, and it's even essential. Artificial intelligence
is the first technological step. The whole quantum transformation is
going to be a much more important area. It's going to really change
things. It will be disruptive technology, even for artificial intelli‐
gence.

For that reason, it's important to accelerate research and develop‐
ment in that area to ensure that Canada becomes the hub for quan‐
tum technology.

Gabriel Ste-Marie: Okay.

Canada can position itself, then, to be the hub for this technolo‐
gy.

How does Canada compare with other countries on the interna‐
tional stage?

Namir Anani: Canada is very well positioned in terms of re‐
search, research excellence, and especially in the field of artificial
intelligence and quantum technologies.

It's important to support research and do so quickly, because now
is the time to do so. In terms of global competitiveness, it will be
crucial for Canada to secure its presence in the field.

Gabriel Ste-Marie: Thank you very much.

Namir Anani: You're welcome.

[English]

The Chair: Ms. Borrelli, the floor is yours for five minutes.

Kathy Borrelli (Windsor—Tecumseh—Lakeshore, CPC):
Thank you, Chair.

Mr. Graydon, Canadian business investment per worker is rough‐
ly 50% to 70% of U.S. levels. Does the Liberal 2025 budget mean‐
ingfully narrow that gap, or are your member companies still plan‐
ning to expand their capital expenditures abroad?

Michael Graydon: I think it's early going. I think most members
are just trying to digest the budget at this particular point.

I can also suggest that most of the energy is being put into under‐
standing where the benefits are for those actual capital investments
themselves: the machinery, the buildings, etc. It's still very early
going at this particular juncture.

Kathy Borrelli: Until now, when capital investment has flown
outward, which countries or regions are your members favouring
and why?

Michael Graydon: It's almost entirely to the United States. I
think part of it is that it's easy to trade—or it has been—between
Canada and the United States. We're looking at consistent lan‐
guages and consistent understanding of the marketplace.

The distribution component of it is quite easy. You're putting it
on a truck, not a boat, and you're able to meet the supply chain
needs that are required, so the majority of it has gone south.

Kathy Borrelli: Are there any legislative changes Canada could
make that would help companies keep their investments here?
What could keep companies here?



10 INDU-14 November 17, 2025

Michael Graydon: I think some of the moves that have been
identified in the budget could, and I think there has been a lot of
talk in the past around trying to incentivize capital investment. Our
tax policies in this country are very high. The access to labour is
very low on occasion.

In terms of more investment in regard to stimulating those dol‐
lars spent on manufacturing, I think the opportunity is there and the
market is there. I think we do have some very good trading arrange‐
ments outside of the United States to leverage as well. We need to
seize the opportunity to take advantage of those.

Kathy Borrelli: Can you give us an example of the kind of
Canadian company or technology that risks being scaled, funded or
commercialized outside of Canada because our environment isn't
competitive enough?

Michael Graydon: I think all in our sector are potentially vul‐
nerable to those components of it. That said, remember that Canada
is 40 million-plus people. It is a good market. Even if the manufac‐
turing evaporates from this country, these organizations that transi‐
tion to the United States will still look very favourably on the Cana‐
dian consumer as an opportunity, but there could be cost implica‐
tions there, too, because of the uncertainty of the relationship with
the United States, especially on the food side.

We have lost some of our food sovereignty in this country. When
you're getting almost half of the centre-store food product in a gro‐
cery store coming from someplace else, it's not a good place to be.
We didn't used to be like that. Where companies now are producing
maybe 30% of their volume at a Canadian plant and 70% in the
U.S., it was the reverse over 20 years ago, and over time it has just
slowly evaporated. As I said, I think we're getting to the point
where, if we're not careful, we're at a tipping point.

I think it's also important to recognize that while small to medi‐
um-sized enterprises make up the majority of the plants in this
country, where the volume sits is in the large manufacturers. It's the
80:20 rule, where 20% of the manufacturers make 80% of the
goods, because they have the scale.

It's those organizations that also have significant capital to be
able to employ in manufacturing in this country, but it goes into a
global capital pool. You need to deploy your capital where you get
the best return on investment, and Canada is not a great place for
that right now.
● (1155)

Kathy Borrelli: Does the lack of a clear Canada-U.S. trade strat‐
egy in the budget create hesitation for long-term commitments?

Michael Graydon: At this particular juncture, it does. You're
looking at.... Remember, even with the trade environment being
calmer pre-Trump administration too, we still saw some elements
of evaporation of capacity, so there are other factors that are con‐
tributing to it. At this particular juncture, the issues with the United
States were a wake-up call to manufacturers in Canada. There's an
opportunity here. Getting that stability will be very helpful, I think.
As for some of the moves that the government is currently making
to enhance capital investment, we need to continue those. It has to
translate from words into actions. It's really down to execution right
now.

The Chair: Thank you very much, Ms. Borrelli.

Mr. Bains, the floor is yours for five minutes.

Parm Bains (Richmond East—Steveston, Lib.): Thank you,
Mr. Chair.

Thank you to our guests for joining us today.

I'm going to go to Mr. Graydon.

You talked a lot about food sovereignty. I want to talk a bit about
the regulatory framework in my home province, for example. If
you're producing food and are looking at doing processing on that
farm, you have to actually grow 50% of it. It's a fifty-fifty rule. Are
you familiar with that? Is this type of regulatory reform needed
where that is restrictive to having more processing plants here to in‐
crease our food sovereignty?

The other piece I want to ask you about is whether there could be
a direct correlation between more food processing here domestical‐
ly and the cost coming down for consumers.

Michael Graydon: I do believe that the cost for consumers will
come down as we can consolidate some of the manufacturing in
Canada, but it's a multistep process. Not only does the manufactur‐
ing need to be here, but also it will take some of the cost implica‐
tions out of it. Getting that next level of primary processing where
some of those agricultural outputs are actually produced in this
country and not elsewhere will also have a very positive impact
with regard to cost and affordability.

Parm Bains: What are some steps that can be taken to achieve
that?

Michael Graydon: There needs to be some attention to this sec‐
tor. It is not in the dialogue. We've had a situation now where we've
been talking about major projects. There hasn't been a single major
project announced or discussed related to agri-food or food manu‐
facturing in this country. We're focusing on issues and industries,
some of which, quite frankly, are in crisis. I understand that, but if
we're not careful, we're going to find that our food manufacturing
industry is going to be in crisis, and then we're in real trouble.

We already see it in consumer health products. If you go back to
COVID, remember that we did not make hand sanitizers. We do not
make many of the products that we consume every day or use every
day. We don't make toothpaste in this country anymore. We don't
make mouthwash in this country anymore. Those are things that
have slowly but surely evaporated away from this country. It needs
to be part of the dialogue.
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Part of the challenge we have is that, with all due respect to gov‐
ernment, we don't have a home. Nobody in government talks to us.
We tend to get sent to the agriculture minister. They're doing a great
job, but that's not where the issues are. Their focus is more on the
farm gate than on further processing and value-added manufactur‐
ing.
● (1200)

Parm Bains: Thank you for that.

I know you talked a little about what's been introduced in the
budget around the superdeduction and the accelerated writeoffs. Is
this a potential solution to get some of these things and make it
more attractive for manufacturers and processors to unlock some
private investment here?

Michael Graydon: Absolutely.

We're seeing a real change in government right now. It is very
obvious that the mandate from the Prime Minister's office has been
to not penalize manufacturing and business. We've seen a marked
change, especially in Health Canada, with regard to regulatory re‐
form and red-tape reduction. We need to continue that momentum,
because it is really positive. Then you add these tax incentives, and
you see our interest rates starting to come down. We're starting to
create an opportunity here for these investments. Now we need to
leverage it and take full advantage of it.

Parm Bains: Thank you for your time.
Michael Graydon: Thank you.
The Chair: Thank you very much, colleagues.

Thank you to our witnesses for appearing today. I appreciate
your guidance and your insight.

Colleagues, I'm going to suspend briefly as we turn over to the
second hour.
● (1200)

_____________________(Pause)_____________________

● (1210)

The Chair: Welcome back. We are going to get into the second
hour.

I have just a quick note. We did have on the witness list for today
Avery Shenfeld, who is the chief economist for CIBC. Unfortunate‐
ly, there were some challenges getting them set up virtually and
they will not be able to attend. The clerk is going to ensure we get a
translated version of their opening remarks sent to members of the
committee.

Therefore, there will just be a couple of witnesses with us today.

From the Business Council of Canada, we have Theo Argitis,
who is senior vice-president, policy, and Michael Gullo, who is
vice-president, policy. From the Royal Bank of Canada, we have
Frances Donald, the senior vice-president and chief economist.

Witnesses, we will have upwards of five minutes for introductory
remarks. We will then have an allotted amount of time distributed
to members as per the recognized parties around the table and their
allotment in the House of Commons. If you have any questions, let
us know, but I think we are ready to go.

With that, Ms. Donald, I'm going to turn the floor over to you
first. You have up to five minutes for introductory remarks.

Frances Donald (Senior Vice-President and Chief Economist,
Royal Bank of Canada): Thank you, Chair.

Thank you to this committee for your important work.

Productivity is not a new concern. Economists have been dis‐
cussing the causes and suggesting possible solutions for as long as
productivity growth has been ailing, and that is approximately 40
years.

We have highlighted as a profession Canada's lack of tax com‐
petitiveness, burdensome regulations, slow investment, overexpo‐
sure to the housing sector and barriers to trade, some self-inflicted,
some quite natural. You'll be hard-pressed to find a Canadian
economist without published research and perspective on these, and
you'll find that almost all of it rhymes.

The productivity problem has persisted beyond the life of any
single government and any single economic cycle, and even beyond
the career life of many economists who study it, yet the profession
is still pressed to provide a revolutionary perspective or a transfor‐
mative solution. However, as much as one plus one will always
equal two and if it rains the ground will get wet, the economist
view on productivity is likely to be constant and consistent in its
observation that productivity issues are not confined to one prob‐
lem and one sector and cannot be solved with one stroke of one
pen.

That said, as we head into 2026, there are three pieces of new
context to the discussion that are relevant to the elements that have
always been true.

The first is that slower population growth—and in some regions
of the country, negative population growth—will mean that we
need more productivity growth to compensate. Let me explain. I'll
use an example I've used many times before. If you've heard it, I
apologize.

Consider an economy as being like a fast-food restaurant. The
growth, the GDP, of that fast-food restaurant is the number of ham‐
burgers it produces. The number of hamburgers that a restaurant
makes is always a function of two things: how many people are
working behind the counter—that's your labour force—and how
fast each individual makes a hamburger—that's productivity.

When population was expanding at a healthy rate in Canada over
the past decade, and particularly in the past few years, we had more
people working behind our metaphorical counters, thus the fact that
we weren't making our hamburgers more quickly was less notice‐
able, but we are going into a period where population growth is go‐
ing to slow dramatically and potentially even be flat. In some
places in the country, like British Columbia, population growth is
already negative.
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Effectively, we will have fewer people working behind the
metaphorical counters of this country, and if we want to maintain
the number of hamburgers coming out of the restaurant, we have to
increase the number that each worker can make. In essence, there
should be and is a close tie between our population policies and our
productivity policies.

Second, I feel compelled to highlight that while productivity will
be a more critical issue for the aggregate economy in Canada as a
whole, it will feel like less than the most important issue, less of an
emergency, to the areas of the economy that are suffering deep re‐
cessions as a result of the trade shock.

On balance, Canada's economy has been resilient, and that's in
part thanks to CUSMA and the approximately 90% of exports to
the United States that remain tariff-free. Roughly 10%, however, is
experiencing the largest trade shock in nearly a century. As a result,
segments of the economy, particularly in southwestern Ontario, are
struggling with unemployment. In cities like Windsor, Ontario, it's
at over 10%. One rarely thinks about repairing the state of the fire‐
house when one's home is on fire.

Other parts of the country have solid labour markets, like Victo‐
ria or Ville de Québec, so as economists will highlight frequently
that different regions and sectors struggle with different productivi‐
ty issues, it's likely wise to remember that there is more scope and
appetite to address structural challenges in places of the country
that are not also struggling with mass job losses.
● (1215)

[Translation]

As I mentioned, our productivity problem has built up over the
past 40 years. It's unlikely to be resolved in a single year, based on
a single idea.

The good news and the bad news are identical. While there's a
long list of policy measures that would incrementally increase pro‐
ductivity, there's no silver bullet that will save the country on its
own.

My mother once told me that when my whole house is messy, I
should pick any corner and start cleaning from there. In other
words, you're probably getting a lot of ideas about what can be
done. However, we're past the point where we can say which one
would be best. In short, we're just going to have to pick a corner
and get going.

Thank you for your time today and for the opportunity to share
my thoughts.

[English]
The Chair: Thank you very much, Ms. Donald.

I don't think I've ever wanted a hamburger so badly.

Mr. Argitis, we'll turn the floor over to you for up to five min‐
utes.

Theo Argitis (Senior Vice-President, Policy, Business Council
of Canada): Mr. Chair and honourable members, thank you for the
opportunity to appear before this committee.

We are here today on behalf of the Business Council of Canada,
which represents CEOs of over 170 leading Canadian enterprises
across all sectors of the economy. Together, our members employ
more than two million Canadians, and their companies are respon‐
sible for most of the country's private sector exports, investments
and corporate philanthropy.

The Business Council has one central mission: to help build a
stronger, more competitive and more prosperous Canada. We view
productivity and investment as absolutely foundational to achieving
that mission. You have already heard, during your previous hear‐
ings for this study, about Canada's disappointing productivity
record. It's been well covered in the data, and I won't repeat the
statistics, only underscore the core message that these statistics
send.

For more than a decade, Canada has not been investing at the
pace required to keep our economy competitive or to sustain the
rising living standards Canadians expect. In short, our productivity
crisis is really an investment crisis. Our industries and our workers
are capital starved. We often talk about productivity as if it's an ab‐
stract economic concept, but productivity is simply the measure of
how much value we create with the time, skills and capital we have.
When we invest in better machinery, modern technology, advanced
equipment, and training and innovation, people will produce more,
wages will rise, and businesses will grow. When investment stalls,
productivity falls, and incomes stagnate. That is what has been hap‐
pening in Canada.

The heart of the productivity challenge is an investment chal‐
lenge, and the fundamental questions for policy-makers more
broadly are straightforward. What is holding back investments in
Canada? What is causing companies to hesitate, delay or choose
other jurisdictions? The barriers are well known, and you've heard
them all. They include insufficient infrastructure to move goods
and to power the economy, cumbersome regulatory and permitting
systems, and broader uncertainty that makes long-term commit‐
ments very hard.

Our tax system, meanwhile, is not competitive enough to com‐
pensate for these weaknesses, and I'm sure we'll be talking about
many of these issues over the next hour.

Before I conclude, let me just say a word about the recent federal
budget. It contains a number of measures that point in the right di‐
rection: steps towards a more competitive tax system, some sig‐
nalling around improving the regulatory landscape, some efforts to
attract talent and some additional financing for major projects.
These are all positive moves.

Our concern is that the pace of change still isn't fast enough to
break out of the low-investment trap the economy has fallen into.
After a decade of underinvestment and uncertainty, we need more
than incremental progress.
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Canada has enormous strengths. We truly have what the world
needs. What we need now are urgency and a focus on enabling pri‐
vate sector investment at scale. The cost of inaction is continued
stagnation. The reward for boldness is a stronger, more productive
economy that delivers rising incomes and enduring opportunity for
Canadians.

With me today is Michael Gullo, vice-president of policy at the
Business Council, who recently authored a report about Canada's
potential to capture market share in global markets.

Thank you, Mr. Chair. We would be pleased to take your ques‐
tions.
● (1220)

The Chair: Thank you very much.

Colleagues, we'll enter into our line of questioning.

Madam Dancho, the floor is yours for six minutes.
Raquel Dancho (Kildonan—St. Paul, CPC): Thank you very

much to the witnesses for being here. I'm hearing similar themes in
your opening remarks.

Mr. Argitis, I'll start with you. I'd like you to just elaborate, real‐
ly, on your opening comments, but I do want to put to you a recent
comment you made to Reuters, I believe, regarding the budget. You
said, “This isn't a generational budget.” It states in the article, “Ar‐
gitis said there was not enough that might speed private investment
at the scale necessary for significant growth. 'If you're looking to
transform the economy, this budget is not going to do it.'”

You gave a brief summary of some things we can do, but could
you elaborate a bit on what could have made this a transformational
budget?

Theo Argitis: I will echo something that Frances just said, that if
you have a very messy house, you can start anywhere and you'll
make progress.

We've intentionally not tried to come up with specific proposals,
because we felt that we are at a moment when we think some big‐
ger change is required. We like to call it political courage. It could
take the form of the tax side, maybe, or it could take the form of the
regulatory side or even the infrastructure side. We were ready to see
some ambitions on infrastructure as well in this budget. We felt that
instead of getting that impulse for change, we got incrementalism.

While many of the measures are positive—we actually think
there are many positive things in the budget—we don't think it's
enough, really, to make a big change in the competitive landscape.
Certainly, the government itself has set out some very lofty objec‐
tives that it wants to achieve. We think it will struggle to achieve its
own objectives without some more ambitious change.

Raquel Dancho: Thank you.

The Hub, which I know you've contributed to in the past, put out
a piece today commenting on a recent productivity study from the
Fraser Institute that shows the U.S. has significantly outpaced
Canada in labour productivity growth over the last 40 years, with
notably an acceleration, as you know, in the last 10. In those last
eight or 10 years, so to speak, the Fraser Institute found that our
productivity actually saw a slight decrease of 0.6% in business in‐

vestment, whereas the U.S. grew by over 10% in just the last eight
years. We're seeing a bit of a decrease, in fact, from what they
found, whereas the U.S., of course, is doing very well, in this re‐
gard at least.

We know, of course, that America is our largest competitor. Why
do we always talk about the U.S.? Well, you know why. We have
capital outflows to the U.S. We have daily headlines of manufactur‐
ing jobs being lost. We've certainly had a problem over the last 40
years, but especially the last 10. Could you comment on a few
things that you see, just elaborating a bit on the productivity, on
what we can do specifically, perhaps, in Canada, to change the
channel on this?

● (1225)

Theo Argitis: Again, I will defer to the government and mem‐
bers of Parliament to come up with really ambitious ideas. The gov‐
ernment itself has talked about tax reform, for example. They've
talked about reducing the cost of investing in Canada, the tax cost
of investment in Canada, and have used very ambitious language to
talk about Canada as an energy superpower. It would require certain
steps in order to achieve that very ambitious objective to turn
Canada into an energy superpower.

Whether it's on the tax side, whether it's on the regulatory side,
or whether it's even on the infrastructure side, as I mentioned earli‐
er, we were prepared to support a very ambitious budget that fo‐
cused on investment. We think the number one concern in Canada
right now, the number one challenge in Canada, really is that we're
in an investment crisis. We live in very interesting times. We need
to use all the tools available to us in order to make a difference and
change the picture, to change the perception of Canada as a bad
place to invest. We're ready to support any reasonable tools that
would change the picture for Canada's economy right now.

Raquel Dancho: Thank you.

I have just about a minute left, but I appreciate your talking
about investment. I think you mean mostly—or perhaps you could
correct me—private sector investment, because, of course, we hear
the government currently talking about investment. In fact, we've
heard the Liberal government talk about investment for the last
decade. In that investment, the Liberal government doubled the na‐
tional debt in just one decade. The current budget and the forecast
for the next few years say that we're going to add another $300 bil‐
lion to our national debt, yet we've had this decade of, really, pro‐
ductivity stagnation, despite all these promises of investment.

Are you saying more that we need to incentivize private invest‐
ment, or do you agree with the last 10-year approach of public-debt
financing that the Liberal government calls investment?
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Theo Argitis: At the Business Council of Canada, we think the
best way to unleash the Canadian economy is to unleash private
sector investment. That's our first best solution, for sure.

We also understand that there's a role for the government to play
in public infrastructure as well, and that can be useful. We want to
see investment in ports. We want to see investment in trade corri‐
dors and in other areas.

We like to say that the government can do a lot for competitive‐
ness without spending a cent. However, that doesn't mean that we
don't think there's a role for the government to play in infrastruc‐
ture.

The Chair: Thank you.

MP Bardeesy, the floor is yours for six minutes.
Karim Bardeesy (Taiaiako'n—Parkdale—High Park, Lib.):

Thank you.

I'll start with a couple of questions for Mr. Argitis and the Busi‐
ness Council of Canada, and then I'll go to Madam Donald.

The budget, as you saw and made some allusion to, has some tax
measures that result in the average marginal effective tax rate for
investment being below the average for all G7 countries, including
the United States. Now, the sticker rate isn't always the marginal ef‐
fective tax rate, but can you share your views on the role of invest‐
ment tax rates as calculated that way in terms of attracting or dis‐
suading investment?

Theo Argitis: The marginal effective tax rate is an important
economic indicator, because that's what it is; it's not actually a real
tax rate that any business or industry faces. These effective tax rates
vary quite a bit going from industry to industry. For example, it's
very low for manufacturing. In fact, I think I read somewhere that it
may actually be negative, which means that every single dollar in‐
vested in Canada's manufacturing sector is subsidized at this partic‐
ular point. For oil and gas, I think it is hovering somewhere around
30%. There are a wide range of marginal effective tax rates—me‐
ters, as the economists say.

The government, in its budget, had this chart in which it showed
that the measures it undertook in the budget will lower that meter
by a couple of percentage points, which is fine. That's actually a
good indicator of the tax cost of an extra dollar of investment in the
Canadian economy. I'll defer to Frances on how she uses it, but
economists like to use it.

The one thing I would say about that is that Canada has had an
advantage on this specific rate, and it's not the only rate. I mean,
there are a lot of.... The statutory rate in Canada, for example, is ac‐
tually higher than it is in the U.S.—the corporate income tax rate,
both federal and provincial.

Canada has had this advantage on the meter rate for a very long
time, and what we've seen is that this advantage has actually practi‐
cally vanished. About 15 years ago or so, it peaked at around al‐
most 15 percentage points—the difference between Canada's aver‐
age meter and the meter in the U.S. It had fallen down to about two
percentage points up until the budget, when the government—the
finance minister or the finance department—said that the measures
it's taking will lower it by another two percentage points. The gap

between the U.S. and Canada will be about four percentage points.
It had been as much as 15 percentage points not too long ago, so
we've seen that advantage shrink.

I think what the last decade has shown is that a small advantage
on that meter rate is insufficient to actually move the needle by
much. It does. I mean, you actually do see it having some impact in
manufacturing. However, overall, that small advantage is actually
not sufficient to offset all the other negatives in the Canadian econ‐
omy that make it unattractive to invest here.

That's all to say that I consider moving the advantage from two
percentage points to four percentage points a marginal change. It's
not a big bang in the tax system that will make, necessarily, a huge
difference.

● (1230)

Karim Bardeesy: I think it helps with the competitiveness equa‐
tion that you've described, which has, as you've said, a number of
variables.

[Translation]

Ms. Donald, you said that a good policy in life in general is to
pick a corner and start cleaning.

Which corner do you think would be worth looking at?

Frances Donald: My point is that we just have to start with a
corner, somewhere. We have to take action instead of discussing the
best way to proceed.

[English]

There are two ways that we can think through measures.

One of them is through measures that cost. Those include things
like investment from the public sector or investment from the pub‐
lic sector that can simultaneously create investment in the private
sector or results in private sector investment over time.

The other, as Theo mentioned, is costless measures towards pro‐
ductivity enhancements, and those include primarily deregulation.

Perhaps I might push back against my own statement to start in
one corner and say that you could probably work out of two corners
simultaneously and have a parallel track between measures that
cost very little and measures that perhaps cost a bit more, but I
would be using that framework to think through where to start and
how to get going.

Karim Bardeesy: You mentioned the relationship between pro‐
ductivity-oriented investments and regional dynamics. We've heard
elsewhere at this committee that it's really important to disaggre‐
gate some of the productivity metrics on a sector basis.

Can you talk to us a bit about how we could target pro-productiv‐
ity policy on a regional basis? Typically, that's done through
provinces, but there may be other ways.
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Frances Donald: Thank you for this question, which I think is
the critical one, to recognize that while there are some cross-coun‐
try productivity improvements that can be made, for example, in
addressing competitiveness in the tax system, much of what can be
done to improve competitiveness and productivity is actually a sec‐
tor-by-sector story. For example, what weighs down our resources
sector and the competitiveness there and what limits investment is
very different from what is, for example, weighing on housing.

When I talk about the regional diversification and the fragmenta‐
tion that's occurring across the country, it largely comes down to
which provinces are more reliant on different areas of growth. We
know that in certain places in the country—for example, in Alber‐
ta—we have much more resource focus, so productivity enhance‐
ments there are more likely to support productivity in that region. If
we could improve productivity on the housing side of the picture,
that would probably bias more towards Ontario productivity.

All of these things are good, but there's a difference between
cross-country productivity enhancements and sector-specific en‐
hancements, and some awareness of that will be important on this
productivity journey.
● (1235)

The Chair: Thank you, Mr. Bardeesy.
[Translation]

Mr. Ste‑Marie, you have the floor for six minutes.
Gabriel Ste-Marie: Thank you, Mr. Chair.

I'd like to welcome all the witnesses and thank them for being
here.

I'm going to pick up where we just left off. My question is for all
the witnesses, but Ms. Donald can answer first.

What specific sectors have the greatest potential for productivity
gains, in economic terms?

Frances Donald: Thank you very much.

It's definitely the construction sector. That's where we see the
worst statistics. I think there are a lot of easy gains to be made
there.

As for other sectors across the economy, there are a lot of oppor‐
tunities in the resource sector. There are sectors where there could
be significant improvements that would stimulate both growth and
productivity, and there are other sectors where the focus is more on
productivity, which is different from growth.

If I had to pick one, it would be construction. That's probably the
one with the greatest number of easy gains, but it's important not to
lose sight of the growth side of things. In that regard, the resource
sector has the greatest potential.

Gabriel Ste-Marie: Thank you very much.

Mr. Gullo, what do you think?
[English]

Michael Gullo (Vice-President, Policy, Business Council of
Canada): I'd be happy to respond. Thanks a lot for the question.

Maybe one of the ways to frame it is that it's fair to say that we're
kind of navigating a hinge moment. There are many metrics out
there that will underscore that our current economic trajectory is
not on a healthy footing. If it continues the way it is, by 2035, all
Canadians are going to be worse off than they are now.

At the same time, we are facing a very different geopolitical situ‐
ation driven by global population increases and demands for ener‐
gy, critical minerals and food for various different national and eco‐
nomic objectives. Canada is very well placed to capitalize on this
unique and time-bound opportunity. Our latest policy paper, called
“Selling to our strengths”, creates an argument that, in order to
meet this moment and unlock higher levels of energy, inclusive of
many different forms of critical minerals, those supportive of the
energy transition and national defence, as well as the agri-food in‐
dustry, we're really going to require a whole-of-government ap‐
proach to move this forward. As you'll see in the paper, it describes
that the responsibilities go above and beyond any single minister.
We need our foreign policy working with our infrastructure policy
working with our energy policy and our innovation policy.

The size of the prize, from our view, makes it worth pursuing. A
recent report by McKinsey says that, if we really do expand our ex‐
ports in those particular sectors that I just mentioned, we could
grow our economy by roughly $150 billion GDP by 2035. Howev‐
er, if there's one chapter of that report that I would really draw your
attention to on account of the work that you're doing vis-à-vis the
productivity challenge, it's the chapter on innovation. We know that
leveraging our resource advantage can also create a generational
opportunity to drive technological progress and go beyond just ex‐
porting raw, unprocessed commodities. At the same time, we also
know that meaningful productivity gains require widespread and
rapid leverage of technology and participation in higher parts of the
value chain.

The reality is that innovation policy in Canada requires a signifi‐
cant shot in the arm. The proof is in the investments in research and
development of both the public and private sectors. They're among
the lowest in the OECD, and there's also a lot of evidence out there
to suggest that our research efforts often fall short of commercial‐
ization.

There are some very tremendous illustrative examples of the pro‐
ductivity gains that can be gleaned if we really get more serious
about innovation. The Arrell Food Institute out of the University of
Guelph suggested that—and this is a finding from Frances's team
over at RBC—if emerging innovations in ag technology were truly
embraced, there is a $30-billion opportunity.

We don't have time to waste. Our competitor countries are mov‐
ing forward and standing up advanced research agencies that are
supporting the competitiveness and productivity of sectors of their
economy where they have comparative advantage, and we're argu‐
ing for the same.

● (1240)

[Translation]

Gabriel Ste-Marie: Thank you very much.
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Your colleague talked about the current investment crisis. He
said that the economy had fallen into a trap and that investment was
low. There's a connection with what you were saying, then. For
decades now, businesses have been raking in cash and refusing to
make investments to increase productivity.

Could you talk a bit about that and maybe give us some potential
solutions?
[English]

Theo Argitis: Capital is mobile. When companies generate cash
flow and earnings, they have to make certain decisions as to
whether they're going to invest that capital or they're going to return
the capital to their shareholders. Executives need to weigh what is
fundamentally the best return for the shareholders. The other option
is to invest in other jurisdictions.

The calculus for investing in Canada has been a difficult one,
certainly in the resource sector over the last 10 years. I don't think
it's a mystery why. It hasn't been the most welcoming environment
for the resource sector. It's been very difficult to build things in
Canada, which is why the Prime Minister's mantra is “build, baby,
build”. We haven't been building, and that's been a clear problem.
That's because it's been very difficult to generate reliable returns on
building anything in Canada.

I don't know if that answers your question, but I think it's just
that money goes or capital goes where the highest returns are.
Sometimes it's in other jurisdictions. Sometimes it's back to the
shareholders. In some instances, they do invest in Canada, but in
aggregate. It hasn't been a rosy picture over the last 10 years.

The Chair: Thank you.

Madam Dancho, you have five minutes.
Raquel Dancho: Thank you, Mr. Chair.

I want to pick up a bit on what Mr. Gullo was talking about.

You mentioned investments in research and development, both
public and private. We have some of the lowest in the OECD. I be‐
lieve we also rank quite low in the OECD in terms of IP. We have a
big IP leakage issue, particularly to the U.S., but not exclusively to
them.

We invest a lot, perhaps not relative to other countries, but it's in
the billions overall in research grants, R and D tax credits and the
like. I've been surprised to learn that we actually don't keep a lot of
what we create, even though Canadians create a lot of really inter‐
esting, cool things.

I want to just set you up to give a bit more detail on your
thoughts on this issue and how it impacts productivity.

Michael Gullo: I fully agree with the information you've provid‐
ed, and I think it underscores the severity of the situation. It's clear
that our innovation input isn't matching the output, even in sectors
where we enjoy a relatively competitive market share globally.

Look at our mining industry, for example, where we have many
companies headquartered in this country investing elsewhere. Our
IP challenge is most acute in a sector like this, as an example,
where you have Chinese dominance of over 70% of the IP that's out

there, while Canada is hovering at around 2%. There is a real dys‐
functional aspect to how we're going about capturing this aspect.

A couple of reasons come to mind, broadly. We're just investing
less, as my colleague, Theo, opened with. In the resource sector
specifically, over the last 10 to 15 years, the level of investment has
really slowed down. That's really limited our ability to produce
more, to go after global market share and to be more competitive at
an international scale.

We've also missed out on the opportunity to really go after differ‐
ent value-added aspects of the economy, whether that's in the tech
space, in advanced manufacturing or in other fields. We haven't
been bold and aggressive in doing that. Part of the problem is that
when you don't have a marriage between those different elements
of the economy, there really isn't a very clear technology-to-market
strategy. Despite having excellent research centres and despite hav‐
ing a substantive amount of money going into R and D, there is re‐
ally that missing bridge piece from translating those technologies of
the research efforts into commercial opportunities.

Frankly, with the broad-based membership that we have, we do
see success stories in other parts of the world. In the U.S., they
have an exceptional ARPA system, whether it's on the defence side
with DARPA or on the energy side with ARPA-E. These are real
places where companies can go and work with the best research in‐
stitution that the U.S. has to offer and really take some risks on de‐
veloping new technologies and finding a very clear pathway to
bring that technology to the market, first through their own opera‐
tions and then being able to deploy that at scale and even some‐
times as an export service.

● (1245)

Raquel Dancho: I'll give the same question over to Ms. Donald.

I appreciated your opening analogy about the fast-food chain.
The workers making the burgers are the labour force and then the
number of burgers they make are sort of the productivity. I immedi‐
ately thought of that movie, The Founder, which talked about Mc‐
Donald's and how McDonald's was really the fast-food chain that
revolutionized burger-making with new technologies and the most
efficient path to do so.

Just building on what Mr. Gullo said and on that analogy, can
you elaborate perhaps on your expertise on the issue with produc‐
tivity, IP and development in Canada?
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Frances Donald: I think sometimes we conflate the terms
“growth,” “investment” and “productivity.” Of course, they're all
very related to each other, but you can have growth without invest‐
ment. It could be consumption-led. It could be the government
spending a significant amount of money. It could be wealthy house‐
holds spending a significant amount of money. You can even have
investment that doesn't lead to productivity gains, and we've seen
plenty of that in Canada.

For example, our housing sector has had plenty of investment,
but it's not a high-productivity sector, and what we're witnessing in
the United States right now is that there has been a significant
amount of investment in, for example, data centres and AI develop‐
ment that has boosted growth in very real ways but has yet to pro‐
duce the productivity responses to that, and that's because invest‐
ment is step one, but the type of investment that you make matters.
Do you have the skills to then use that investment and generate pro‐
ductivity gains from it, and are those productivity gains going to be
sustainable over time?

I view these as three separate questions that are all interlinked,
and as the Business Council has highlighted, there is a strong link
between investment and productivity, but it's not a silver bullet to‐
wards those productivity gains. It needs to be in the right places,
and clearly, when we think about the types of investments, then a
focus on AI and these new technologies would be a core area.

To return to some of my prior comments, there are two ways we
can address productivity, and we should probably be doing both.
One is to fix the areas where productivity is broken—I've men‐
tioned construction, for example, and housing and manufacturing—
and the second is to focus on where the areas of productivity will
be in the future, and those probably have to do with AI services and
technology in Canada. Those will be the productivity areas of the
future, and we want to make sure that 10 years from now, we're not
talking about trying to fix productivity in our AI sector.

It's dangerous, I think, to link all of these concepts as though
they're the same. There are steps of pass-through from investment
to productivity to growth, and you have to follow those steps.
● (1250)

The Chair: Thank you very much.
[Translation]

Ms. O'Rourke, you have the floor for five minutes.
Dominique O'Rourke: Thank you very much, Mr. Chair.

[English]

Mr. Argitis, you said that for more than a decade Canada has not
been investing at the pace required, so can you help me understand?
We had COVID, which was a major challenge and created a lot of
pent-up capital investment, but then when that investment should
have flowed, we had major global supply chain issues and wars
breaking out, so then we thought, “Okay, it's coming now,” and
now we have these unjustified American tariffs that are very chal‐
lenging for many sectors of the economy.

I'm curious to understand, because despite all those challenges,
Canada has the second-largest foreign direct investment stock-to-
GDP ratio among the G20, and last year, Canada had a record for‐

eign direct investment of $85.5 billion, which was up 36% from the
previous year—our best performance in a decade.

Barring those challenges, there were still some good stats but
nothing to make us rest on our laurels; there's still a 40-year chal‐
lenge on productivity. This budget's going to invest in ports, roads,
electricity, critical minerals and AI. We're going to improve SR and
ED. We're going to increase the research investments. We're going
to look at talent attraction. We're looking at newer, stronger trading
relationships, including a signed deal with Indonesia, which is the
world's fourth-largest economy. We have the productivity superde‐
duction. We're investing in modular housing.

What is missing here? When you say Canada has not been in‐
vesting at the pace required, are you talking about the Government
of Canada, or are you talking about the business community?

Theo Argitis: I'm talking about private investment. The environ‐
ment is not there for.... We see it in capex data. I mean, you talked
about foreign direct investment to Canada, and I'm happy to talk
about that as well.

You're right. Canada is an interesting situation, because we actu‐
ally do draw in, relatively speaking, a healthy amount of foreign di‐
rect investment compared to other peer-type nations. We have a
more open flow of capital than, maybe, other countries. That ap‐
plies both coming in and going out. We've had a lot of money com‐
ing in. We've had much more money going out. When Canadian
companies are the ones that are exiting the country to invest abroad,
primarily in the U.S.—much of that investment is going to the
U.S.—that suggests something.

You're right. Canada has done decently in terms of drawing in
some foreign direct investment, but much more has exited the
country.

I look at just the capex data, the business investment data, that
you see every quarter in the quarterly economic accounts. We're go‐
ing to get the latest numbers at the end of this month, I think. We
have seen stagnating business investment in Canada over the last 10
years, starting in the resources sector in 2015 with the price of com‐
modities falling. We did see the initial, large reduction in business
investment in Canada, and we just haven't really recovered very
quickly since then.

It's particularly stark if you look at it as a share of investment per
worker, for example—you know, investment per capita—and—

Dominique O'Rourke: Just in the interests of time....

What's missing from what is proposed? There are a number of
measures. What will help us get to that?
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Theo Argitis: As I said earlier, what would help is a bit more
ambition, whether it's on the tax side, the regulatory side or even
the infrastructure side—just some more ambition. To go back to the
budget you mentioned and many of the things you mentioned....

I mean, I agree. I think there are many positive things in the bud‐
get, but once you're in a situation where you're trapped in a certain
kind of circumstance in Canada, the perceptions of Canada as a
place to invest are very negative. You need something to break out
of that trap. You need a bit of a big bang in policy for companies,
whether foreign or domestic, to really change their perceptions
about Canada as a place to invest. You need a bigger type of bang.
● (1255)

[Translation]
The Chair: Excuse me, Ms. O'Rourke. Unfortunately, your time

is up.

Mr. Ste‑Marie, you have the floor for two and a half minutes.
Gabriel Ste-Marie: Thank you, Mr. Chair.

Ms. Donald, are innovative companies properly funded?

Can you talk about traditional financing, venture capital and ven‐
ture debt financing?

Frances Donald: Thank you for the question.

The topic is a bit outside my area of expertise. I would need
some time to think about that.

Gabriel Ste-Marie: Okay.
Frances Donald: What I can tell you is that there are a lot of

good examples in the United States. They started by offering public
funding. Using various techniques, they transferred the matter of
funding to the private sector. That's one thing the U.S. is doing
right.

That said, I could send you more details later.
Gabriel Ste-Marie: Great.

You can send us your answer in writing, of course. We would ap‐
preciate that.

I'll ask the Business Council of Canada the same question.

Is there any room for improvement when it comes to funding in‐
novative businesses?

What's your view on traditional financing, venture capital and
venture debt financing?
[English]

Theo Argitis: It's also not my area of expertise. I can come back
with a response for you as well, if you'd like.
[Translation]

Gabriel Ste-Marie: Okay.
[English]

Michael Gullo: Mr. Ste-Marie, maybe I'll just weigh in on one
small area that I think can help answer the question you're trying to
explore. When I've looked at this, I've landed in a spot where the
solution is somewhat institutional.

Right now, there isn't a great partner for the private sector, in
terms of government, to de-risk emerging opportunities, to have a
collaborate approach and to align on investment strategies for R
and D, and then to bridge that into daily operations.

The previous government promised a new innovation corpora‐
tion. We haven't seen that. STDC is a story that's already played
out. There aren't a lot of institutional arrangements, and I think this
is a lane that is really wide open. When thinking about an advanced
research agency for this country, we have a bit of a model on the
defence side, with Borealis, which I think is starting to spell out the
theoretical possibilities of what can be accomplished. Something
that scale, though, could be truly transformational.

The Chair: Thank you very much.

As a reminder to members and witnesses, if you intend to send
subsequent information to the committee, it has to go through the
clerk—not directly to a member but to the clerk—who will then
distribute it. Thank you.

Mr. Guglielmin, the floor is yours.

Michael Guglielmin: Mr. Argitis, you've written that permitting,
impact assessments and packaging rules all add complexity, and
that Bill C-5 risks creating an emergency fast lane for a few select
projects while the rest of the economy essentially remains in grid‐
lock.

From the Business Council's perspective, has the government ac‐
tually reduced regulatory complexity yet, or are we mainly adding
new structures on top of old ones?

Theo Argitis: The way we think about Bill C-5 is that it's better
than nothing. We haven't seen much movement on major projects in
Canada for a while. We would prefer that the first best solution
would be to get rid of the constraints on investments—the ones
you're talking about—and to allow the private sector to decide how
it's going to invest its capital, rather than the government essentially
picking winners and losers. Having said that, we think it's impor‐
tant that we actually do get some major projects built, and if the
government chooses to move ahead in this manner, we think that
it's better than nothing.

● (1300)

Michael Guglielmin: If Bill C-5 and the Major Projects Office
focus mostly on a small number of projects but don't improve the
underlying approvals system or permitting system, does that actual‐
ly help us attract investment?

Theo Argitis: I think it will do something, for sure. These
projects can be important projects. Michael knows the specifics of
the projects better than I do. We want to see infrastructure projects
being built in Canada. As I said, we prefer legislation that solves
the problem rather than bypassing the problem. Canada needs more
infrastructure, and Canada needs more investment, so that's how
I....
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Michael Gullo: Maybe I could just add to my colleague's re‐
marks. We're happy to send you some follow-up material on this,
because we've done quite a bit of writing about major project ap‐
proval and permitting processes prior to Bill C-5 and post Bill C-5.
We're big believers not only in the principle of “one project, one as‐
sessment”, but also in taking it further to say, “one decision”.

We have a bit of a narrative on how to get there, which requires a
very different level of collaboration between federal and provincial
governments, recognizing that provincial governments, in most cas‐
es, have the jurisdiction over many major resource projects.

We also have some ideas on how the Impact Assessment Act can
be retooled so that there is a different approach for the broader
economy that's trying to figure out its footing outside of the Bill
C-5 structure at the moment.

There are some ideas we can share around the project list regula‐
tions, such as increasing thresholds so that, by default, more is go‐
ing through provincial systems than federal systems, and really
starting to unpack a lot of the complexity and redundancy that has
been holding back major project potential in the country for years,
unfortunately.

Michael Guglielmin: I have one quick question for you, Mr.
Gullo. Before the election, the Business Council called for clear fis‐
cal anchors, including “a declining debt-to-GDP ratio and stable or
falling interest-to-revenue burden”. The PBO recently said that the
government's fiscal targets are “unlikely” to be met and that deficits
are projected to average over $60 billion for the next five years.

What are the risks to private investment and productivity if the
government continues on this trajectory?

Michael Gullo: Go ahead, Theo.
Theo Argitis: We felt that the fiscal anchors were weaker than

we would have liked in the budget. I wouldn't go so far as to say
that there isn't fiscal capacity for the government to do things.
We're not anywhere near some type of fiscal crisis of any sort. As I
mentioned, there is scope for the government to do things with a
balance sheet, but it has to be part of a medium-term fiscal plan that
keeps Canada's finances looking credible to markets.

Fundamentally, the risk is that our debt continues to grow and the
things we do with that debt don't improve the productivity of our
economy or don't increase long-term growth in our economy, so we
don't get a payoff for that debt. There's nothing wrong, really, in my
eyes, with finance for investment-enhancing or productivity-en‐
hancing projects or investment. The question is whether you have
much capacity to do much more than that. There's no fiscal capaci‐
ty to do things other than investment.

The risk is that you run high debts, you don't change the growth
dynamics in Canada, investors sour on the debt, interest rates rise
and you slow down the economy. You have this kind of vicious cy‐
cle.
● (1305)

The Chair: Thank you very much.

Mr. Erskine-Smith.
Hon. Nathaniel Erskine-Smith: Thanks very much.

I want to start with Ms. Donald, specifically in relation to this
idea of business investment in research and development and the
difference between Canada and our peers. At the same time, you
have the SR and ED program, which is very generous when com‐
pared with those of our peers, and in this budget we're making it
even more generous. I take it, though, that there's also an adminis‐
trative issue, where it's being streamlined to a degree.

Apart from that particular issue, though, do you have advice on
how we might encourage businesses or...? You wrote at one point
that it's sometimes a tax competitiveness issue, but it's also just cul‐
tural. We need to create a culture of risk-taking, to a degree. How
do we ensure that when we address the productivity, businesses are
investing in research and development to a greater degree to make
us more competitive?

Frances Donald: It's a bit of a tragedy that there's no single,
one-line answer that achieves this, but effectively, you're right;
there's somewhat of a culture component to this. What we're trying
to do at the end of the day, and I think it's what my colleagues at the
Business Council have also implied, is change the risk-reward of
investment. Anything that helps reduce the risk—it could be to
speed up the moment until you get to the reward or it could be to
reduce the costs of taking on that risk—is helpful. Then you have
the other side of that equation: How do you make sure we're creat‐
ing reward around that? Some of that is the tax competitiveness
system attached to it.

What matters to R and D is the same thing that matters to all ele‐
ments of investment: How do we improve the risk-reward compo‐
nent of investment in the country? Programs like the ones you've
mentioned take a step in that direction. Therefore, we should cele‐
brate them, but at the same time, we have to run a marathon. While
we should be happy that we've taken a few steps in the right direc‐
tion, we have many more steps to take.

Hon. Nathaniel Erskine-Smith: On that question of tax com‐
petitiveness, you've referenced housing a few times. I've always
found it odd that.... Let's take capital gains, for example. We have
more favourable treatment of capital versus income. It's partly to
stimulate capital investment, yet, if a REIT buys an existing proper‐
ty, that's an investment. It's not creating anything new in this coun‐
try. If they sell it off years later, capital gains treats them favourably
so long as the price has appreciated. If they build something, they
are treated in the exact same way. We don't really, with the tax sys‐
tem, treat productive capital differently from passive and less pro‐
ductive capital. Housing is the most obvious example in some
ways. You've referenced it a few times.

In your work on tax competitiveness, have you looked at all at
that particular question of how we might treat different kinds of
capital?
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Frances Donald: Well, certainly, a point that I've made a few
times in this hour, but you've highlighted so well, is that within the
productivity challenges there are many different streams, and with‐
in each one of those streams a different treatment is likely neces‐
sary in a variety of different sectors.

This is why, sometimes, when we appear in front of a committee
that is doing great work, as this one is, it's important to emphasize
that there is a nuance, a complexity, to solving the productivity is‐
sue, and one grand swipe that applies to all sectors across the entire
the country is not going to be as effective as we hope it would be.
Unfortunately, that probably means more work on productivity, but
it also means elevating the conversation beyond some of these
broad terms like “Let's invest more,” and “Let's have a more com‐
petitive tax system.”

We all know that. We've been saying it for 40 years. It's time for
us to dive deep into more specifics. Perhaps conversations about
productivity with those in those individual sectors is the evolution
of this conversation towards the next steps. Also, sector-specific
policies on productivity would probably be well received and help‐
ful for this economy.

Hon. Nathaniel Erskine-Smith: I think that is very good ad‐
vice. Thanks very much.

The Chair: Thank you very much.

Colleagues, we have one small order of business to deal with. It
won't take us long. We'll let the witnesses go while we get ready to
deal with that.

Thank you very much for availing yourselves to the committee.
It was a very interesting conversation. I appreciate your insight and
guidance and wish you a good week.

Colleagues, very quickly, we have to pass a budget for the auto
sector study we held. I believe the clerk sent this out to all members
this morning. We dealt with this last time. The number looks really
big. That's not the actual amount of money we're spending. That's
just what the ceiling is.

We need consent from committee members to approve the neces‐
sary budget to expense the costs related to the auto sector. I see
thumbs-up from the Bloc. I see thumbs-up from the Conservatives.

Some hon. members: Agreed.

The Chair: Okay. We'll consider that budget passed.

All right, colleagues. The meeting is adjourned.
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