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CANADIAN PRIORITIES AGENDA
INVESTING IN CANADIAN WORKERS FOR A BRIGHTER ECONOMIC FUTURE
Evan Brander

A number of changes are occurring in the Canadian workforce that threaten the future prosperity
of Canadians. By making key investments in our labour force today, the Government of Canada
will ensure that Canadian workers are prepared for this changing economic context. This policy
agenda will work to build a Canadian labour force with the people and the skills needed to help
the Canadian economy thrive in the future. The proposed changes will help Canadian workers to
be more productive and innovative. A more productive workforce will lead to a Canadian
economy that is globally competitive, and that improves the prosperity and well-being of all
Canadians.
The Canadian labour market is already facing and will continue to face two major
transitions. First, the labour force is experiencing a demographic transition. The Canadian
workforce is aging and there are fears that not enough workers will be available to fill positions
being left by baby boomers. Many new workers will be needed to meet labour demand in coming
years. Canadian policy makers should look within and outside of Canada to attract new workers
to the labour force.
The second major transition facing the Canadian workforce is a shift in labour demand.
As the knowledge economy grows, there is greater need for workers with strong human capital.
Canadian businesses require workers with higher levels of education and more specialized skills
to help them succeed in increasingly competitive global markets.
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Failure to address these challenges would leave Canadian workers without the skills they
need to be successful in tomorrow’s economy, and labour shortages caused by a high
dependency ratio would drive up labour costs and hurt business competitiveness. Ultimately, this
would reduce our future growth, harm Canadian prosperity and reduce Canada’s position as a
leading nation in the world. The following policy agenda would work to prevent this outcome by
starting now to build the labour force Canada will need to compete in the future.
The proposed policy agenda starts in the earliest years of the lives of young Canadians to
build a strong foundation for future success. It would assist Canadian students in making
important decisions in their lives about the human capital they will acquire to help them achieve
their career goals. The policies would ensure that immigrants coming to Canada achieve success
by matching their skills to the needs of Canadian employers. Finally, the policy agenda would
help businesses to make their workers amongst the most productive in the world. This would
mean that Canadians could produce more, without having to work longer or harder. The policy
agenda as a whole would work to build a productive, highly skilled workforce that will drive
Canada’s future economy and improve the prosperity and well-being of all Canadians.

Selection Criteria
The primary criteria that were used in selecting policy recommendations were economic
efficiency and fiscal sustainability. The policies chosen would improve economic efficiency in
Canada by making investments that correct market failures and that will yield large benefits in
the near and long terms. The policies will reallocate resources to expand Canada’s economic
growth by improving the productivity of Canadian workers.
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The program is also fiscally sustainable as it is revenue neutral and will improve
Canada’s finances in the long run. The package is self-funding, including a sufficient increase in
government revenues to pay for all of the proposed policies. The policies will leave Canada’s
finances in a stronger position. By boosting labour productivity and expanding income, the
Canadian tax base will grow and government revenues will increase.

Policy Proposals
#1 – Provincial provision of targeted early childhood education and care
Prior to the beginning of kindergarten, Canadian children in most provinces currently receive no
public education. It is during these formative early years that the foundation for the rest of a
child’s life is built. The failure to offer public early childhood education between the ages of one
and five represents a lost opportunity for the Canadian government. A strong, targeted early
education program would help to build human capital in young Canadians’ earliest years. This
will put them on the path to acquiring the tools they need to succeed throughout their careers and
lives.
There are currently a number of federal programs that offer benefits to parents with
young children. The Canada Child Tax Benefit, the National Child Benefit Supplement and the
Universal Child Care Benefit all provide financial assistance to parents. Despite all of these
programs, a large number of children live in poverty. An estimated 10% of children in Canada
live in poverty.1 Canadian children growing up in poverty experience worse academic
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performance and less successful careers than children who grow up under better circumstances.2
Studies have consistently shown that a highly effective way to improve the life outcomes of
these vulnerable children is through targeted early childhood education programs.
There is strong evidence to suggest that targeted early childhood interventions yield
considerable improvements in the lives of at risk children. The Perry Preschool Program in the
1960s showed that students who received early childhood education on average had higher IQs,
better educational attainment, higher incomes and less likelihood of being arrested than their
peers in the control group who did not receive the intervention.3 There is also an argument to be
made for providing high quality early education to a targeted group of vulnerable children.
Project STAR in Tennessee found that children enrolled in small kindergarten classes with more
experienced teachers were more likely to attend college and had higher average incomes than
children in larger classes.4
The costs of a national early childhood care and education program will be high, but the
returns will be substantial in the long run. Each cohort of school dropouts costs the Canadian
economy an estimated $2.62 billion per year.5 By reducing the number of dropouts and
improving levels of educational attainment for vulnerable children, the national early childhood
education program would lower the high cost to the Canadian economy of having children drop
out of school and fail to reach their potential. The program will also provide economic benefits
by increasing Canada’s labour force participation rate. At present, only 66% of mothers with pre2
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school-age children are employed.6 Providing care to vulnerable children will allow their parents
to return to the workforce, which will both improve the prosperity of the families and grow the
Canadian economy.
In order to implement this program, the federal government would provide funding to the
provinces to provide spaces in early childhood education facilities for the children of families
earning a combined income of less than $40,000 per year. The provinces would provide vouchers
to eligible families to enrol their children in private childcare facilities. The federal government,
via the relevant provincial ministry, would then reimburse the childcare facilities. The federal
government would provide funding to Quebec and Prince Edward Island – the two provinces that
already have universal, publicly funded daycare systems. Only the costs of providing care to
families with an annual income of less than $40,000 would be transferred to those two provinces.
Few statistics are collected on the costs of childcare in Canada, and the costs of childcare
provided by a family member are often not evaluated. According to a Globe and Mail report, the
average annual cost of childcare in Ontario is $11,100.7 For the purposes of this calculation, this
figure will be assumed to be an accurate measure of the national average annual cost of
childcare. There are a total of about 1,821,000 children between the ages of 0 and 4 in Canada.8
There are a total of 9,389,700 families in Canada.9 This means that the average family in Canada
has 0.19 children between the ages of 0 and 4.
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There are a total of 1,551,490 families in Canada earning a combined income of less than
$40,000 per year. Assuming that children are evenly divided across all income groups, then the
total number of children living in families with an income lower than $40,000 is 294,783. At an
average childcare cost of $11,100 per child per year, the total cost of providing childcare to
families with an income less than $40,000 would be approximately $3.3 billion. The large
increase in demand for childcare spaces that could come with this program would increase costs
substantially. Capital investments would need to be made to create new childcare facilities, and
many new staff would need to be hired. Further resources would also need to be devoted to
inspecting private childcare providers to ensure that they meet high standards of early education
and care. Including these additional costs would raise the annual cost of the national targeted
childcare program to an estimated $6 billion per year.
By developing a program to provide high quality care and early education to children of
low-income families, the federal government will be setting vulnerable children up for future
success throughout their careers. The children who receive publicly funded care from this
program will be more likely to complete school and have successful, productive careers. By
starting now to help children succeed, we will build a workforce with the kinds of people who
will help the Canadian economy thrive in the future.

#2 – Develop a web portal with information for post-secondary applicants, fund postsecondary applications for high school students
The needs of the Canadian labour market have changed as we have transitioned to a knowledge
economy. Canadian employers are demanding more workers with higher levels of education and
more specialized skills. At the current levels of post-secondary participation in Canada, there
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will not be enough young Canadians gaining the specialized skills needed to meet labour market
demand in the coming years.10 In the coming decade, most of the jobs that will be created will
require candidates with a post-secondary education. Job creation will be the strongest in
occupations that require a university education, and it will be the weakest in occupations that
require only on-the-job training.11 About 70% of the jobs created in the next decade will require
either a university degree or a college diploma.12 Shortages of workers with the skills demanded
by employers are already costing the Ontario economy alone an estimated $24.3 billion per
year.13
As well as facing shortages in the number of post-secondary graduates needed to meet
Canadian labour market demand, Canada will experience a mismatch between the skills that
students are acquiring and the skills that the market requires. There is an increasing gap between
the subject areas of post-secondary students and the skills that employers are demanding.14
Among Ontario employers, there is very strong demand for college graduates with diplomas in
engineering, business, and computers and telecommunications. There is strong demand for
university graduates with degrees in science and technology and health.15 There is relatively low
demand for students in social sciences and the humanities, subject areas that make up a large
proportion of total post-secondary student enrolment in Canada.16
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In order to increase enrolment and help match student areas of study with labour market
needs, the federal government should take two approaches. First, it should develop a web portal
with information for students applying to post-secondary education. Second, it should provide
funding to cover the cost of student applications.
The web portal would include important information about programs of study including
the number of applicants in the previous year and the rate of acceptance. It would also include
information on the graduation rates from each program to show what proportion of students is
able to make it through the entire course of study. The government should work with postsecondary institutions to gather data on the labour market outcomes of students. This would
include the employment rate of students from each program following graduation, and the
average income level of graduates within five years of leaving school. This would help to give
students information on the labour demand for graduates from each subject area. With this web
portal, applicants could choose to enrol in a program based on their own interests and abilities as
well as on their career aspirations following graduation.
The web portal would be developed by Employment and Social Development Canada, in
collaboration with Statistics Canada and the Council of Education Ministers. The federal and
provincial departments would design a framework for collecting data on the labour market
outcomes of graduates. This would lead to improved transparency in post-secondary recruitment
and help to reveal the progress being made by post-secondary institutions in filling the
economy’s labour needs. A link to this portal would be included in each existing provincial and
territorial post-secondary application system to help students make informed decisions about the
education they pursue.
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To expand student enrolment in post-secondary education, the government should cover
the expense of applying to colleges and universities. Even though the cost of an application to a
post-secondary institution makes up only a small portion of a student’s education costs, it can
present a significant barrier to applying and then enrolling in a degree or diploma program.17
Removing this barrier will encourage a larger number of students to apply to post-secondary
studies upon graduating from high school.
The federal government would cover the base cost of school applications through
provincial post-secondary application portals. This would mean that students who choose to
apply to post-secondary education could apply to three universities or three colleges, at no cost to
themselves. Applicants would pay for any additional applications that they wished to submit.
The government would deliver funding to post-secondary institutions via provincial application
portals to cover the costs of processing applications.
There are approximately 680,000 grade 12 students in Canada.18 The approximate cost of
applying to three colleges in Canada is $57.19 The approximate cost of applying to three
universities is $450.20 Based on current Canadian college and university enrolment rates,21 the
approximate total cost of funding three college or university applications for each grade 12
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applicant would be $54 million.22 The cost of this program would be expected to increase as a
greater proportion of students apply to post-secondary education, once the fee for doing so has
been removed.
This program will encourage more Canadian high school students to apply for postsecondary education, and it will help students to choose programs of study based on their
employment expectations following college or university. This will help to build the welleducated, highly skilled workforce that will be needed to keep Canada’s economy productive and
competitive in the future.

#3 – Reduce the Temporary Foreign Worker Program in favour of expanding the
provincial nominee program
Canada has long been a major destination for immigrants from around the world. In per capita
terms, Canada accepts more immigrants than any other country in the world.23 Immigrants make
up a large and important part of the Canadian labour force. As Canada faces demographic
changes, our economy will rely more heavily on immigrants. Canada will need to attract a
growing number of skilled workers to the country to fill labour shortages. We will need to do
this, even as competition for skilled immigrants increases throughout the OECD.24 Our ability to
attract highly skilled immigrants will be determinative of Canada’s future prosperity.
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New immigrants will become an increasingly important source of labour for the Canadian
labour force, as they will be needed to fill positions left by retiring baby boomers. Population
aging in Canada will mean that the proportion of the population that is of working age will
shrink over the coming decades. Continued declines in the population growth rate, combined
with increases in the life expectancy of Canadians, will lead to a large increase in the
dependency ratio. Currently, there are about five working age Canadians for each person over
65. By 2050, this ratio will decrease to less than 2.5 people of working age for each senior.25
This high dependency ratio is expected to create labour shortages in the Canadian economy if all
current policies stay the same.26 The Conference Board of Canada estimates that, due to labour
shortages, employers will soon have to reduce their pace of hiring to one-third of the prerecession level.27 New immigrants will play an important role in filling labour shortages in
Canada.
As well as facing shortages in the number of workers available, Canada will face
shortages of workers possessing the skills and training that tomorrow’s economy will require.
The Canadian technology, construction and resource extraction sectors will face growing
shortages of skilled workers to fill positions.28 If skilled workers are not found to fill these
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shortages, it will hurt Canadian businesses and ultimately reduce our economic growth.29 Canada
will need to attract highly skilled workers to help fill these gaps.
The Temporary Foreign Worker Program allows Canadian employers to hire
international workers when there are no Canadian citizens available to fill their labour demand.30
In 2011, over 192,000 temporary foreign workers were admitted to work in Canada.31 The
foreign workers are allowed to enter the country on a short-term work permit, and then are
expected to leave after their work term has come to an end. Only higher-skilled temporary
foreign workers have any opportunity to gain permanent residency, if they have a permanent job
offer and are part of the Federal Skilled Trades Program or the Federal Skilled Workers Program.
In 2011, only about 15% of the temporary foreign workers who entered Canada acquired
permanent status.32
The Provincial Nominee Program allows provinces to address their longer-term labour
demands by nominating immigrants to enter their region. Each province33 and all territories
except for Nunavut have the opportunity to nominate a set number of people to immigrate to
Canada. The nominations are usually based on the occupations, skills or education of
immigrants. The program allows the provinces and territories to determine their own labour
market needs and then choose immigrants based on these needs. When immigrants are
29
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nominated, they receive priority processing for faster admission into the country. The current
processing time for provincial nominees is approximately 16 months.34 The Provincial Nominee
Program makes up a relatively small proportion of the immigrants entering Canada. In 2005,
approximately 4,000 people entered Canada as permanent residents under the program.35
In order to respond to the long-term labour market needs of the provinces, the Temporary
Foreign Worker Program should be frozen in favour of an expansion of the Provincial Nominee
Program. The number of temporary foreign workers admitted to the country would be frozen at
current levels. Provincial quotas would be gradually doubled over the next three years and then
reassessed to determine whether further quota increases should be made. The provinces would be
able to nominate workers from the Temporary Foreign Worker Program, in order to give them
permanent status and allow them to continue working in the province.
The Temporary Foreign Worker Program would be capped and not reduced, because it
will continue to play an important role in the Canadian economy. Where there are employers
who face immediate labour needs, the Temporary Foreign Worker Program will be able to fill
acute shortages of workers. The agriculture sector, which hires about 34% temporary foreign
workers, is able to offer only seasonal employment.36 There will continue to be a benefit in
admitting some unskilled workers to the country on a temporary basis to fill short-term work
positions that could not be filled by Canadians.
The expansion of the Provincial Nominee Program will allow provinces and territories to
develop the labour markets they need to remain competitive through the coming period of
34
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demographic transition. In the long run, this recommendation will serve to shift highly skilled
workers out of the Temporary Foreign Worker Program and into the Provincial Nominee
Program. By offering permanent residency to skilled immigrants, rather than allowing them entry
into the country on a temporary basis, Canada will be better able to attract highly skilled
workers. When immigrants are admitted into the country on a permanent rather than a temporary
basis, employers and the workers themselves will be more willing to make investments in
training and developing the specific skills that firms need. Expanding the Provincial Nominee
Program and freezing the Temporary Foreign Worker Program will help Canada to develop the
highly skilled labour force needed to fuel a productive knowledge economy.

#4 – Improve productivity by establishing an industrial research and innovation council
Productivity is the most important variable in determining the long term per capita income of an
economy.37 Achieving strong productivity is key to making improvements in a country’s
standard of living and improving the welfare of its citizens. There are three factors that
contribute to productivity growth in an economy: capital, labour and residual total factor
productivity. In the past two decades, labour productivity in Canada has fallen relative to other
countries.
Throughout the 1990s, lower labour productivity levels in Canada relative to the US
accounted for 80% of the gap in real GDP between the Canadian and American economies.38 In
an OECD ranking of countries by labour productivity levels, Canada placed 17th, well behind
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many key partners in the OECD.39 In 2012, Canada experienced labour productivity growth of
just 0.8%.40
One of the main drivers of productivity growth in an economy is innovation. For the past
decades, Canada has had a weak performance in innovation. A Conference Board of Canada
ranking placed Canada 13th out of 16 countries in innovation.41 At the level of the firm,
Canadian companies have failed to make important investments that would improve innovation
and boost their productivity. Canadian businesses lag in their investments in information and
communications technology.42 Canadian businesses also have a weak record in commercializing
their innovations. This is the process of turning ideas into actual marketable goods that can be
sold to consumers. While Canadian firms have good ideas and employ strong workers, there is a
gap in Canada between innovative thinking and economic growth.43
Improving Canada’s labour productivity performance will be key to ensuring strong longrun economic growth and improving the living standards of Canadians. In order to achieve this
improvement, the federal government must take actions to support innovation in Canadian
businesses. The creation of an industrial research and innovation council (IRIC) would help to
grow commercializable innovations in Canada and ultimately improve the productivity of the
Canadian labour force.

39

OECD. 2014. Labour Productivity Levels in the Total Economy.
http://stats.oecd.org/Index.aspx?DatasetCode=LEVEL
40
Conference Board of Canada. 2013. Labour Productivity Growth.
http://www.conferenceboard.ca/hcp/details/economy/measuring-productivity-canada.aspx
41
Conference Board of Canada. 2014. Innovation.
http://www.conferenceboard.ca/hcp/details/innovation.aspx.
42
Ibid.
43
Ibid.
16

IRIC would be an arm’s length agency that would deliver funding and services to
Canadian businesses.44 It would report to the federal minister of industry.
One of the major problems with current business services offered by the government of
Canada is that they are highly fragmented. There are many different federal government
programs that provide funding to firms for research and development. An ECOS Research
Associates poll found that many federal funding programs had very low levels of take-up by
Canadian firms. The poll found that six of the federal programs were accessed by only 1% of the
firms surveyed.45 IRIC would make up for this problem by creating a common platform for all
federal programs that support innovation in Canadian businesses. IRIC would build a single
online concierge service to provide individualized advice to businesses on the federal and
provincial programs available to assist them in improving innovation.46
IRIC would focus on providing the support demanded by businesses. It would respond
directly to the needs of businesses and take actions to help firms move ideas into economically
viable innovations. IRIC would help to improve commercialization by providing vouchers that
would help businesses reach the commercialization phase. The vouchers would allow firms to
access services from approved providers and would cover a portion of the costs of
commercialization.47 The voucher program would be delivered by the Industrial Research
Assistance Program, which would be brought under the umbrella of IRIC.48
Finally, IRIC would work in collaboration with provincial governments and federal
departments to build a strategy for developing and retaining business innovation talent in
44
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Canada.49 IRIC would build a youth employment program to provide business mentorship to
students. This would help students to develop both the technical skills needed to develop
innovations and the professional skills needed to build businesses that will commercialize their
innovations.50
The operational costs of running IRIC would be minimal. IRIC staff could be transferred
to the council from existing government programs. As existing programs are eventually
transferred to IRIC, there will be a reduction in overhead costs that would come from program
consolidation.51 Reduced overhead costs would help to cover the initial costs of establishing
IRIC.
The major additional cost to the government associated with IRIC would come from
increased program take-up by Canadian firms. When firms are more aware of the programs run
by the government to help them innovate, they will increase their use of these programs. This
will increase the amount of funding and services provided by federal government business
assistance programs.
In Budget 2012, the federal government increased the annual budget of the Industrial
Research Assistance Program by $110 million.52 A portion of this spending increase could be reallocated toward the delivery of an innovation voucher program. The estimated cost of additional
program uptake as a result of IRIC’s concierge service is in the tens of millions of dollars. This
cost will be partially offset by an increase in corporate and personal income tax revenues, which
will be generated by improving business innovation.
49
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By improving business innovation, IRIC will help to boost Canadian labour productivity.
Expanding the output of Canadian workers will lead to the growth of per capita GDP in Canada
and ultimately help to improve the standard of living of Canadians. Developing a strategy on
innovation talent will help to develop the human capital that the Canadian business sector will
need to excel in the coming decades. IRIC will help to build a more productive workforce with
the skills needed to create sustained business-led economic growth in the years to come.

#5 – Increase the GST by one percentage point
In order to fund the above proposals, a new source of revenue will need to be found. Evidence
suggests that the most efficient way to raise the required revenues is through consumption taxes.
There are multiple reasons for choosing an increase in the GST over an increase in personal
income taxes. Avoidance of consumption taxes is much more difficult than personal income tax
avoidance. The amount of revenue generated by consumption taxes will remain relatively steady
as aging workers retire from the workforce and have less income on which to pay tax.53 All taxes
have a negative impact on economic growth and productivity, but the impact is much smaller for
consumption taxes than income taxes.54 The investments outlined in this report are necessary for
the future competitiveness and prosperity of Canadian workers. If these investments are to be
made, new revenue must be generated. Economic evidence clearly shows that the best way to
generate new income is through consumption rather than income taxes.
A one-percentage-point increase in the GST would generate sufficient funding to ensure
that this entire package of policies is revenue neutral. The increase should be phased in 0.5% at a
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time over the next two years to ensure a slow transition to the new tax rate for Canadian
consumers. According to the Parliamentary Budget Officer, a one-percentage-point increase in
the GST would raise $7 billion in revenues.55
Canada currently has a relatively low tax burden compared to other OECD countries.
Canada’s total tax burden as a percentage of GDP is 30.7%.56 This means that Canada’s tax level
places it 21st in the listing of OECD countries by tax level. Canada places below the OECD
average and has a tax burden that is considerably lower than those in partner nations like the UK
and Germany. The proposed increase in the GST would raise Canada’s tax burden as a
percentage of GDP by approximately 0.38%. This would mean that even with the increased
consumption tax, Canada would maintain its current position of 21st in the OECD in terms of
overall tax burden.
Though consumption taxes are a highly efficient way to raise revenue, they are a
regressive form of taxation. This means that everyone pays the same consumption tax rate,
regardless of income level. In order to make up for the regressiveness of the tax, GST rebates
would continue to be paid to low income Canadians. Through its annual media campaign
reminding Canadians to file income taxes, the government should try to raise awareness of the
availability of the GST rebate for low income Canadians. The federal government pays back
about 10% of the GST through the GST credit.57 This would mean that approximately $700
million of the extra revenues raised from the proposed one-percentage-point increase in the GST
would be paid back in rebates.
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It is true that consumption taxes are painful to Canadian consumers and have always been
politically unpopular. However, this small increase in the tax rate will be able to yield substantial
benefits for Canadian workers. The programs funded by this one-percentage-point increase in the
GST will help to support Canadian families, young people, new immigrants and Canadian
businesses. Raising revenues through the GST will help to create a Canadian labour force that
will build a stronger economy and a more prosperous future for all Canadians.

Assessing the Policy Framework
The recommended policy package was developed with a commitment to fiscal sustainability in
mind. The package is revenue neutral, generating sufficient revenue to fund all costs associated
with the proposed policies. The cost breakdown is as follows:

Expenditures:
Targeted childcare and education program: approximately $6 billion
Fund post-secondary applications for high school students: $54 million
Additional program uptake from IRIC concierge service: tens of millions of dollars
GST rebates: approximately $700 million
Total expenditure: approximately $6.8 billion

Revenue:
One-percentage-point increase in GST: $7 billion
This package would generate a small surplus, which could be used to cover any unforeseen
expenses that arise in the implementation of the recommended policies.
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As a combined package, the above policy proposals will work toward building the
workforce that Canada will need to thrive in the future. Giving Canadians the right set of skills
will enable them to achieve greater prosperity and lead better lives. Bringing in new Canadians
to take the economic baton from retiring baby boomers will ensure that the Canadian economy
experiences a smooth transition as the country’s demographics shift. The industrial research and
innovation council will enable businesses to invest in their people and build a more productive
workforce. Each of the policies will help Canadian workers to achieve their potential and build a
brighter economic future for Canada.
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