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Chapter 3
Creating New Opportunities and Choices for People
A Skilled, Educated and Adaptable Workforce
Advantage Canada is ultimately about people and families. It is about helping people to reach their full potential, and ensuring that they have the incentives, opportunities and choices they need to build a better quality of life.
High taxes are limiting Canadians’ opportunities and choices. With a more focused government, we can lower taxes to create incentives for Canadians to succeed. Canada’s New Government has reduced the GST rate from 7 to 6 per cent to ensure that all Canadians keep more of their money for the things that matter to them. The Government is committed to further reducing the GST rate to 5 per cent. Advantage Canada will also reduce personal income taxes to encourage work, knowledge and skills, and saving.

Creating new opportunities and choices for people is about keeping our best and brightest in Canada. It is also about providing a helping hand to those who need support in joining the workforce, and attracting the immigrants Canada will need given our changing demographics and labour shortages. Creating opportunities and choices is also about providing the training and educational opportunities Canadians need to thrive in a knowledge economy. The results: more people with the right skills to succeed, more and better-paying jobs, fewer people unemployed and a brighter future for our children.

Encouraging Work, Knowledge and Skills, and Saving

Compared to other countries with which we are competing for jobs, talent and investment, Canada’s taxes are too high. High taxes reduce the rewards to Canadians from working, saving, and investing in new knowledge and skills. Budget 2006 increased the amount Canadians can earn without paying federal personal income tax, permanently reduced the bottom personal income tax rate, introduced the Canada Employment Credit and put in place several targeted tax relief measures, such as the credit for public transit passes.

The Tax Fairness Plan for Canadians, released on October 31, 2006, will ensure that the corporate tax burden is not unfairly shifted onto the backs of hard-working individuals and families. This package also increased the age credit amount and introduced income splitting for pensions. Pension income splitting will increase the rewards to pensioners and seniors from retirement saving, while preserving incentives to participate in labour markets for working families.

More needs to be done. Canada’s New Government will continue to reduce personal income taxes to help Canadian families to be better off and more secure. The Government will also make Canada’s tax system fairer, focusing on initiatives that contribute the most to economic growth, including:

· Making work pay for the many low- and modest-income individuals who face obstacles to joining or staying in the workforce. 

· Making Canada a better place for our highly skilled workers to live and work, and making it more rewarding for all Canadians to invest in the knowledge and skills that will lead to a more productive economy. 

· Helping Canadians save for their futures, whether to finance their retirement or the education of their children. 

Helping People Over the "Welfare Wall"

For too many low- and modest-income Canadians, working can mean being financially worse off. For example, a typical single parent with one child who takes a low-income job can lose almost 80 cents of each dollar earned to taxes and reduced income support from government programs. In addition, he or she could also lose in-kind benefits such as subsidized housing and prescription drugs, and could often take on work-related expenses. This is often referred to as the "welfare wall," which discourages many low- and modest-income Canadians from getting the jobs they and their families need to have.

With labour shortages already emerging in some regions of the country and an aging population, actions to improve work incentives for low- and modest-income Canadians must be an imperative for all governments.


	Policy Commitment 
Canada’s New Government announced in Budget 2006 that it would work with the provinces and territories to further lower the welfare wall by implementing a Working Income Tax Benefit (WITB) to make work pay for low- and modest-income Canadians. The Government will implement the WITB in Budget 2007.


Reducing the Tax Burden on Highly Skilled Workers

A fundamental reality of the modern world economy recognized in this plan is that talented people can—and do—go places where they can earn more and improve their quality of life. Advantage Canada understands that talented, creative people are the most critical contributor to a successful national economy over the long term.

Many of us know of bright, talented, young Canadians who have left Canada for opportunities in places like the United States, Europe and Asia. It is in Canada’s national interest to create homegrown opportunities for our best and brightest, and to attract the skilled professionals, entrepreneurs and tradespersons that Canada needs to be a world leader.

Canada’s tax burden on highly skilled workers is too high relative to other countries, especially compared to other dynamic economies such as the United Kingdom, the United States and Ireland (Chart 3.2). Canada needs lower personal income tax rates to:

· Attract and retain highly skilled workers. 

· Encourage more Canadians to realize their full potential and improve their standard of living here in Canada. 

· Encourage all workers to invest in training and education to fuel growing segments of the economy. 

· Provide incentives to firms that employ highly skilled workers to invest in Canada. 

	Policy Commitment
Canada’s New Government will continue to reduce personal income tax to make the tax system fairer and ensure Canada attracts and retains the highly skilled workers necessary to foster innovation and growth.
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Reducing Taxes on Savings

Saving plays an extremely important role in the economy: it supports investment that is critical for economic growth. The returns from these savings—interest, dividends or capital gains—are important for Canadians as they plan for important life events such as retirement, or when their children pursue post-secondary education. When the return from savings is subject to income taxes, this creates a bias toward consumption over saving. Savings are subject to income tax twice: once when the income is earned and again when the investment income is earned on the savings.

There are a number of features already within Canada’s tax system that reduce the double taxation of savings. Outside of tax-efficient savings plans, savings are generally taxed more heavily in Canada than in other countries with which we are competing for investment, jobs and talent. The maximum limits for tax-efficient retirement savings, such as registered pension plans (RPP) and registered retirement savings plans, are also much higher in other countries.

Taxes on savings can also have a direct impact on competitiveness. Lower RPP limits can hamper the ability of Canadian employers to attract and retain highly skilled employees. Taxes on capital gains can also have a negative impact on productivity and economic growth by reducing rewards for risk taking and innovation.

	Policy Commitment
Canada’s New Government will reduce personal income taxes on savings, including capital gains. This will support investment and economic growth while enhancing the overall fairness and neutrality of the tax system. It will also make our tax treatment of savings more competitive in relation to other countries.


Improving Opportunities for Canadians

Canada has a well-educated and highly skilled workforce. However, a sea change in labour markets is creating new challenges. A decade ago, the biggest challenge facing Canada was creating enough jobs for our workers. Now, there are labour shortages in some regions of the country—shortages that will only intensify as our population ages and baby boomers begin to retire in large numbers. While efforts to attract skilled immigrants and assist people in entering the labour force will help, these efforts will not be enough to keep our standard of living growing at its recent pace. Higher skills and knowledge will become increasingly important.

Globalization and the growth of the knowledge-based economy are also sharply increasing the importance of the skills, education and adaptability of our workforce for global competitiveness. This means that we need to focus on enhancing the education and skills of Canadians so they get the best jobs, earn a better living and build a strong future for their children. These are the opportunities and challenges education and labour market policies need to address.

To do so, we must move forward on three fronts:

· Quantity: Increasing the participation of Canadians and immigrants in the workforce to meet current and future labour shortages. 

· Quality: Enhancing the quality of education, skills development and training, and developing interest and excellence in research in Canada. 

· Efficiency: Facilitating workforce mobility and providing the information necessary to make informed labour market choices. 

Quantity Initiatives: Increasing the Participation of Canadians and Immigrants in the Workforce

Given slowing labour force growth and emerging skills shortages, we need more workers in the labour force. That means ensuring that as many Canadians as possible have the opportunity to participate in the workforce, and welcoming more immigrants who are most likely to succeed in the modern Canadian economy.

There are several ways that governments can contribute to achieving this goal. In addition to improving work incentives for low-income Canadians by helping people over the "welfare wall" (see previous section), the Government will work with the provinces and territories to examine Canada’s current array of labour market, employment and skills development programming that help Canadians find and keep jobs. Labour market programs were designed at a time of high unemployment and may no longer be in the best interest of Canadians. The programs need to be modernized and rationalized in a way that respects the primary responsibility of provinces and territories for delivering these services. The results should be effective spending, clarified roles and responsibilities, streamlined delivery and improved accountability.
Programs need to help people who have traditionally been under-represented in the workforce. Aboriginal Canadians, older workers and persons with disabilities are three groups facing unique challenges to participating in the workforce. We will build on programs such as the Aboriginal Skills and Employment Partnership Program and the recently announced Targeted Initiative for Older Workers.
Our immigration policies should be more closely aligned with our labour market needs. Greater use of the Provincial Nominee Program could help address local shortages. Particular attention should be given to skilled temporary foreign workers with Canadian work experience and foreign graduates from Canadian colleges and universities, as these groups are well placed to adapt quickly to the Canadian economy.

At the same time, more also needs to be done to ensure that immigrants already in Canada are able to utilize fully the skills and knowledge that they bring with them. Too many immigrants face challenges in adapting their knowledge to the Canadian setting, and recently some immigrants have had difficulties integrating into the Canadian workforce. Their employment rates have fallen below those of other Canadians, and their relative earnings, particularly for the university-educated, are lower. To address this issue, in Budget 2006 the Government made significant investments in settlement and integration programming. The Government will also move forward on the commitment to expedite foreign assessment and recognition processes through a new foreign credentials recognition agency.

	Policy Commitment
Canada’s New Government will take action to increase participation in the workforce by:

· Reviewing systematically and eliminating barriers to labour force participation for under-represented groups. 

· Improving labour market programming so that it helps Canadians develop the skills they need and employers want. 

· Making improvements to the Temporary Foreign Worker Program to respond to employer needs. 

· Examining ways to make it easier for Canadian-educated foreign students and temporary foreign workers to stay in Canada and become Canadian citizens. 


Quality Initiatives: Enhancing Opportunities to Acquire Knowledge and Skills

Actions to increase participation in the labour force will help create a foundation for continued growth, but improving the skills and knowledge of Canadians will be of foremost importance. This is not only necessary to meet skills shortages, but also benefits workers, who will have more job opportunities and choices.
Post-Secondary Education

A quality education system—from early childhood development to higher education to ongoing learning—is critical for Canada’s continued prosperity. Canadians must adapt to changing technologies and rising skills and knowledge requirements. Fortunately, we start from a strong foundation: Canada has the highest post-secondary attainment rates among OECD countries, and enrolment in post-secondary education continues to grow.

Canada’s colleges and universities need to look to the future and position Canada and themselves for long-term success. Our colleges and universities must continue to adapt to changing skills requirements and technological advances, and help meet the needs of adult learners. Other countries are challenging the competitive advantage provided by our education system as they expand and improve their own systems.

Substantial financial assistance for students is offered by both federal and provincial-territorial governments. This assistance improves access and has been effective in supporting increases in the number of Canadians attending post-secondary education. The effectiveness of these programs may be compromised by their complexity, keeping some potential students from obtaining financial help. The Government will work with provinces and territories to better integrate and simplify the administration and delivery of student aid and make supports more transparent and predictable for students.

Governments must work together to meet these challenges. While provinces and territories are primarily responsible for the post-secondary education system, the federal government plays an important role through transfers to provinces and territories as well as by providing considerable direct support for students and research. All of this is aimed at achieving excellence in post-secondary education.

	Policy Commitment
Canada’s New Government will further support improvements in the quality of education for Canadians and ensure that Canada remains the OECD leader in the proportion of the population with a university or college education by:

· Strengthening the quality and competitiveness of the post-secondary education system by providing stable and predictable funding to provinces and territories. 

· Working with provinces and territories to develop shared objectives and targets, clarify roles and responsibilities and enhance public accountability. 

· Modernizing Canada’s system of student financial assistance to make it more effective. 

· Encouraging the best foreign students to attend Canadian colleges and universities by marketing the excellence of Canada’s post-secondary education system. 


Excellence in University Research

As businesses increase their investments in knowledge and innovation, they will require more workers with advanced science, technology and business skills. Yet fewer Canadians complete science and engineering degrees than in other leading OECD countries.

The Government’s investments in university research help create an environment in which Canada’s needs for highly skilled graduates can be met. A first-class education at this level depends on the quality of facilities, instructors and experience provided to young Canadians. Students need the opportunity to work in facilities that are on par with the best in the world, so that they have experience using the most advanced tools and equipment. Sustaining facilities at international levels of excellence has an additional benefit: they attract the best and brightest students from around the world and retain top-notch researchers in Canada.

Federal granting councils fund projects that provide students with opportunities to work with the best minds and participate in groundbreaking research. This experience prepares students to add tremendous value to Canadian businesses, health science centres, and Canada’s health, social service and other organizations once they graduate. Practical internships also offer young people superb learning opportunities in important sectors of our economy.

	Policy Commitment
Canada’s New Government will help prepare young Canadians for success and maintain Canada’s G7 leadership in public sector R&D investment by:

· Investing in research equipment and facilities in universities and colleges to compete with the best in the world. 

· Increasing graduate scholarship support, including for the sciences and engineering. 

· Exposing more students to private sector research challenges through internships and targeted collaborative research. 


Skills Development

Training provided by employers is another key element of Canada’s learning system, particularly for apprentices in skilled trades and employees who must upgrade their skills to adapt to new challenges. Canadian employers have the opportunity to do more when it comes to training workers. Training and skills development are critical in order for Canadian businesses to compete successfully on the world stage. Canada’s employers, however, are not keeping pace with major competitors in the amount of training they provide to their workers. Having a more competitive business environment supported by strong economic fundamentals will increase the returns from training to both employers and employees.

	Policy Commitment
Canada’s New Government will support workplace training for Canadians by:

· Reducing taxes and creating a business environment conducive to business investment in training. 

· Working with provinces, territories and the private sector to make training and skills development more widely available to Canadian workers and better aligned with the needs of the economy. 


	Canada’s Knowledge Advantage
Creating the Best-Educated, Most-Skilled and Most Flexible Workforce in the World
Talented, creative people are a critical contributor to a successful national economy over the long term. Canada has a long and proud history of excellence and achievement in higher education, and Canadians have the skills needed to create high-quality, value-added products and services.

Given the importance of learning, creativity, innovation and skills in today’s global economy, we must strive for nothing less than first place in the knowledge-based economy. Creating the best-educated, most-skilled and most flexible workforce in the world means that Canadians, businesses, federal and provincial governments, and educational organizations must all commit to achieving a Knowledge Advantage, and take action to achieve and deliver excellence.


Efficiency Initiatives: Reducing Barriers to the Mobility of Canadians

An efficient and effective labour market is necessary for a country to succeed in a highly competitive global economy. Workers must be able to pursue the best employment opportunities across the country and practise their occupation wherever those opportunities exist. While encouraging progress has been achieved, interprovincial barriers to labour mobility continue to exist. Provinces and territories have agreed to recognize credentials from other places within Canada by April 1, 2009. Canada’s New Government is prepared to provide additional assistance to accelerate these efforts.

Canadians also need relevant, detailed and accessible labour market information so that they will know what job opportunities are available across the country. To plan for the future, employers, students and institutions need enhanced information about what jobs and skills are likely to be in demand and where those jobs will be.
Good labour relations and workplace practices that are both fair and flexible to employers and workers can also make an important contribution to efficient labour markets. The Commission for the Review of Federal Labour Standards has recently submitted its comprehensive review of Part III of the Canada Labour Code to the Government, providing a range of proposals on how to modernize labour standards within private sector enterprises under federal jurisdiction. The Government will seek the views of business and labour before deciding on a course of action.

	Policy Commitment
To create a more efficient national labour market, Canada’s New Government will:

· Support the removal of barriers to labour mobility across the country. 

· Enhance labour market information available to Canadians so that they can make optimal choices for themselves. 


Chapter 5
Freeing Businesses to Grow and Succeed
A Competitive, Dynamic, Business Environment
Advantage Canada will create the conditions for our businesses to invest in equipment, innovation and training. This will help Canadian businesses make our country the base from where they succeed globally. To improve the business environment, Advantage Canada will lower business taxes, reduce regulatory and administrative burdens, enhance competition, ensure our capital markets are globally competitive and encourage free trade and foreign investment. These measures will also help small businesses to grow and create jobs in communities across the country.

Reducing Taxes on Business Investment

Business investment is critical to our long-term prosperity. It yields innovation and growth, with more jobs and higher wages for Canadian workers. High business taxes are harmful because they reduce the returns from investment, thereby reducing the amount of investment that takes place in Canada. With increasingly mobile capital, Canada needs a business tax advantage to encourage businesses to invest in Canada instead of other countries.

Many other countries have also recognized that an internationally competitive business tax system is important. The trend among industrialized countries has been to reduce statutory corporate income tax rates (Chart 5.1). These countries include Canada, all other G7 countries as well as smaller countries with generous social benefit systems, such as Sweden and Finland.

Currently, Canada has a statutory tax rate advantage over the United States of 3.8 percentage points. However, the United States is in the process of phasing in a 3.15-percentage-point reduction in its tax rate on manufacturing income by 2010. The Government’s business tax relief plan announced in Budget 2006 will ensure Canada keeps its statutory corporate tax rate advantage over the United States for manufacturing income by 2010, and will increase our advantage for general corporate income. Budget 2006 also supported the growth of small businesses by increasing the income threshold for the small business tax rate to $400,000 from $300,000 in 2007, and reducing the small business income tax rate to 11.5 per cent in 2008 and 11 per cent in 2009. The Tax Fairness Plan will further enhance Canada’s advantage by reducing the general corporate income tax rate by a half percentage point to 18.5 per cent in 2011.
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The overall impact of the business tax system on investment can be measured by the marginal effective tax rate (METR).[1] With already announced tax reductions, Canada will have a meaningful METR advantage over the United States by 2011. The Advantage Canada plan will further improve Canada’s business tax competitiveness by establishing the lowest METR in the G7.

Improved competitiveness can be achieved not only by reducing tax rates but also by improving the structure of the tax system. Harmonizing provincial retail sales taxes with the GST is an example of a structural change that would improve competitiveness (see next subsection).

Ensuring that the capital cost allowance (CCA) rate for an asset is in line with the useful life of that asset is also important. Where a CCA rate is too low to reflect an asset’s useful life, an increase to that CCA rate can reduce the tax burden on investment and increase the efficiency of the tax system. The Government will continue to review CCA rates to ensure that they reflect the useful life of assets and will explore other opportunities to improve competitiveness, encourage investment and promote the neutrality of the tax system.

We need to make the tax system simpler and fairer. Simplifying Canada’s tax system helps reduce the compliance and administrative burden on businesses, thereby reducing their costs. Fairness in our tax system means establishing a level playing field so all taxpayers pay their fair share of taxes on income earned in Canada or abroad. Fairness is also enhanced by making the tax system more neutral across firm size, business structures and sectors. This will help ensure that investment choices are not distorted but are instead directed towards the most productive projects.

Advantage Canada is about making Canada a world leader for today and future generations. As such, this plan will require government to make bold, sometimes difficult, decisions. One such decision was part of the Government’s Tax Fairness Plan—which restored balance and fairness to the federal tax system by creating a level playing field between income trusts and corporations. This was the right thing to do for Canadian competitiveness over the long term, and the right thing to do given the risk that potential future income trust conversions were posing to Canada’s tax base.

Working With Provinces to Build a More Competitive National Tax System

Provincial governments have an important role to play in improving our national tax competitiveness. Already, nine provinces and the three territories have entered into tax collection agreements with the federal government. These agreements make the tax system more effective by streamlining the tax process and generating compliance savings for taxpayers. Tax harmonization not only results in administrative efficiencies for governments but, more importantly, makes tax payments simpler by allowing businesses to file only one return, which reduces their costs.

The recently concluded Canada-Ontario Memorandum of Agreement on corporate tax collection provides a positive background for further consultations with provinces on improving the efficiency and effectiveness of tax systems. Building on this effective partnership, the Government would encourage provinces to work towards a more competitive business tax system by:

· Harmonizing their retail sales taxes with the GST, effectively eliminating retail sales taxes on business inputs and capital goods. This would reduce the cost of new investment, help simplify the tax system for consumers and businesses, and streamline government administration. For example, if Ontario were to replace its retail sales tax with a value-added tax, or harmonize with the GST, its METR would be 9 percentage points lower (Chart 5.2). 

· Eliminating their capital taxes, which are a direct tax on productive investment: they tax firms even when these firms fail to make a profit. 
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Canada’s New Government has reduced the GST rate from 7 to 6 per cent and is committed to reduce it further to 5 per cent. This reduction in the GST provides provinces with an opportunity to improve the competitiveness and efficiency of their own sales tax systems. In that context, the OECD recommended:

…replacing provincial retail sales taxes with value added tax structures harmonised with the GST. Doing so would provide a more productivity-friendly environment for business, without necessarily increasing the overall tax burden on consumers.[2]
Newfoundland and Labrador, New Brunswick and Nova Scotia harmonized their retail sales taxes with the GST in 1997 and Quebec adopted a value-added tax in 1991. If all provinces were to eliminate their captital taxes and harmonize their retail sales taxes with the GST or adopt a value-added tax, Canada would have the lowest tax rate on new business investment among the G7 countries by 2011 (Chart 5.3).
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	Policy Commitment 

Advantage Canada proposes to establish the lowest tax rate on new business investment (METR) in the G7 by:

· Making further progress on aligning capital cost allowances for business investment with useful life. 

· Considering opportunities to reduce tax distortions in areas where the tax system is favouring or impeding particular sectors and business structures or size. 

· Encouraging harmonization of the remaining provincial retail sales taxes with the GST, which would substantially reduce the rate of taxation on new investments. 


Improving Canada’s Regulatory Framework

Regulation is an important tool for protecting the health and safety of Canadians, preserving the environment and securing the conditions for an innovative and prosperous economy. In Canada, we must ensure that we have strong and effective regulations to protect people and enhance our quality of life, while minimizing regulations that are unnecessary or that put Canada at a significant competitive disadvantage.

The External Advisory Committee on Smart Regulation has reported that the federal government could use regulation more efficiently. It has recommended that action be taken to:

· Increase cooperation and coordination between federal government departments and among federal, provincial and territorial governments. 

· Promote better international regulatory cooperation with key trading partners. 

· Improve cost-effectiveness and timeliness of the regulatory process. 

· Strengthen performance and accountability measurement. 

Principles and processes have been identified that will help Canada to achieve higher levels of regulatory efficiency. Action—including the use of legislation—should be taken to help Canada’s regulatory bodies be more efficient and effective through:

· The adoption and mutual recognition of international standards. 

· The enforcement of regulations of another order of government; or alternatively, 

· The delegation of federal enforcement to the provinces. 

Canada’s New Government will also work with the provinces to address specific regulatory issues, such as the responsiveness of the current environmental assessment process. Internationally, Canada is working with the United States and Mexico on the regulatory aspects of the Security and Prosperity Partnership of North America to eliminate redundant testing and certification requirements when it is beneficial to Canadians.

	Policy Commitment 

Canada’s New Government will improve Canada’s regulatory framework by:

· Moving to finalize a new modern approach to smart regulation. 

· Considering a principle-based legislative framework to guide federal regulatory departments and agencies in measuring the impact of their regulations and developing plans to improve their efficiency. 

· Working with the United States and Mexico through the Security and Prosperity Partnership of North America to improve regulatory coordination and cooperation. 


Reducing the Paper Burden by 20 Per Cent

Reducing the administrative and paper burden on Canadian businesses can improve our national competitiveness—especially for our small businesses, which are important to our economy. A 2001 OECD study shows that government paper burden has a disproportionate impact on small businesses: costs per worker are about five times higher for firms employing fewer than 20 employees than for those employing 50 or more.[3]
Canada’s New Government has been working to improve the administrative efficiency of regulations in Canada. Collaborating with groups such as the Canadian Federation of Independent Business (CFIB) and the provinces, through the Advisory Committee on Paperwork Burden Reduction and the Canada Revenue Agency’s Action Task Force on Small Business Issues, several practical initiatives are being developed:

· In 2006 the Committee released a report calling for a long-term, sustained approach to reducing the paperwork burden. The report calls for the measurement of administrative burden across government, a 20-per-cent reduction in the burden on business, and the development of an inventory of information obligations imposed on small businesses. 

· Statistics Canada’s Survey of Regulatory Compliance Costs is measuring the cost and time burdens imposed by regulation on small business, and will identify areas that require action. 

· Budget 2006 recognized the importance of reducing paper burden for small business by expanding the BizPaL (Business Permits & Licences) initiative. It brings together the federal, provincial-territorial and municipal governments to streamline and harmonize permit and licence requirements to reduce the time and cost burdens imposed on businesses. 

· Within two years, businesses throughout Ontario will benefit from one tax return, one set of rules and one point of contact as a result of a corporate income tax collection agreement signed on October 6, 2006, by the federal and Ontario governments. 

	Policy Commitment 

Canada’s New Government will reduce the administrative burden on business by:

· Reducing paper burden by 20 per cent by working with the CFIB, through the Advisory Committee on Paperwork Burden Reduction to implement the recommendations in its report. 

· Measuring the compliance burden and identifying targeted cost and compliance action priorities from Statistics Canada’s Survey of Regulatory Compliance Costs on the impact of paperwork burden on small business. 

· Targeting areas that are of most importance to small business, such as expanding the rollout of BizPaL. 


Improving the Framework for Competition

Competition drives firms to become more efficient, invest in new technologies and introduce new products and services that benefit consumers. A highly competitive and open national economy also helps our companies and organizations to be more successful when competing in global markets—which means more and better jobs in Canada.

Government has a role to play in creating the ground rules for competition in Canada. Consistent with the overall purpose and principles of the Advantage Canada plan, Canada’s framework for competition will:

· Create competitive marketplaces that serve both individual and business consumers with low prices, choice, quality and service. 

· Drive and foster innovation, investment and efficiency that grow productivity and competitiveness. 

· Promote a more resilient, adaptable economy. 

Competitive telecommunications markets are vital to a strong economy, especially given the rapid changes in information technologies that are transforming how businesses operate and how individuals communicate and gather information. The Government has begun to update the regulatory and policy regime for the Internet age by tabling a proposed policy that instructs the Canadian Radio-television and Telecommunications Commission to regulate in a way that relies on market forces to the maximum extent feasible.

	Policy Commitment 

Canada’s New Government will:

· Review its competition policies to ensure that they provide competitive marketplaces. 

· Take further steps to ensure that Canadians can benefit more fully from increased competition in the telecommunications sector, while preserving safeguards against anti-competitive behaviour that could hurt consumers. 


A Leading-Edge Financial System

A strong economy must be supported by a financial system that instills confidence and efficiently provides a wide range of financial services to households and businesses. Canada has a strong and sound financial system that serves Canadians well. It is an asset unto itself, providing high-end, knowledge-based and well-paying jobs for Canadians.

In the coming years, Canada’s financial system will need to adapt to the evolving needs of households and businesses, the increasing technology intensity of financial service delivery, global developments such as consolidation of institutions and exchanges, and the increasing participation of households in the management of their own financial affairs.

Keeping Canada’s financial institutions and markets innovative and competitive, with a flexible regulatory framework founded on sound principles, will ensure that they continue to meet the needs of our growing economy.

A Dynamic and Globally Competitive Financial Services Industry

The financial services industry contributes 6 per cent to Canada’s GDP and accounts for around 700,000 jobs, or 4 per cent of employment nationally. Building on a strong domestic base, Canadian banks and insurance companies are also among the most international companies in our economy. Thanks to their global knowledge and reach, they also support the development of globally oriented Canadian businesses in other sectors.

Canada has the opportunity to build upon this strength. A vibrant financial services industry will be founded on vigorous domestic competition that will deliver the best services to consumers at the best price. This will be facilitated by a regulatory framework that promotes access and opportunity for a wide range of providers, from global firms to credit unions and caisses populaires. Regular reviews of financial institution statutes will contribute to creating this environment, as will reduced barriers to international capital flows, as may be achieved, for example, by updating the Canada-U.S. Tax Treaty.

The policy framework must also support the global development of our financial services industry so that it may realize fully its potential and maximize its contribution to the Canadian economy. For example, the Government is proposing to allow Canadian financial institutions to add more foreign experts to their boards, so long as the majority of directors remain Canadian residents.

A Competitive Advantage in Global Capital Markets

Many Canadians have large portions of their savings in stocks, bonds and other financial products such as mutual funds. Our personal prosperity, the prosperity of our businesses and the prosperity of Canada depend on strong and efficient capital markets.

Capital market rules, currently established under 13 separate jurisdictions and applied by separate regulators, raise the cost of financing and reduce the attractiveness of Canada as a place to invest. Canada needs a more efficient capital market regulatory system that ensures principles and rules are applied and enforced consistently across the country.

Progress on improving our capital market regulation is being made. Through "passport" and other initiatives led by the Council of Ministers of Securities Regulation and the Canadian Securities Administrators, Canada’s capital markets and securities framework is slowly being harmonized and streamlined.

But more needs to be done. Canada could achieve a competitive advantage through a less complicated system of regulation, founded on principles that recognize the different needs and capacities of small and large businesses. Canada can draw lessons from the experience of the United Kingdom, which has distinguished itself internationally and attracted a large share of international business to London through pragmatic, principle-based regulation. The British example—and the strength of its financial services industry as a source of wealth and prestige—shows how an economy can benefit from a competitive regulatory environment.

Canadians would best be served by a common securities regulator that would:

· Administer a single code anchored in sound principles.[4] 

· Have a governance structure with equal participation of all governments involved. 

· Be responsive to regional needs. 

Benefits of having a common securities regulator would include:

· Providing clearer accountability and more responsive decision making in a rapidly evolving capital market. 

· Strengthening enforcement and the fight against white-collar crime. 

· Providing Canadian retail investors with wider access to investment products such as "Maple bonds," which are issued in Canadian dollars by foreign borrowers but which are not currently available to Canadian retail investors. 

· Making it easier and less costly for Canadian entrepreneurs and businesses to access money from investors across Canada and the world. 

· Strengthening Canada’s capacity to work with international partners to improve the efficiency of global capital markets for the benefit of Canadian investors and businesses. 

A Secure Financial System

In an increasingly connected world, terrorists and criminal organizations are becoming more sophisticated in their attempts to move, conceal and launder funds. Canada is currently chairing the Financial Action Task Force, the international standard-setting body for the fight against money laundering and terrorist financing. Toronto has been chosen to become the permanent home for the Egmont secretariat of financial intelligence units from around the world. At home, the Government has tabled legislative proposals to toughen Canada’s anti-money laundering and anti-terrorist financing framework in line with international standards and domestic needs.

	Policy Commitment 

To help foster a leading-edge financial system, Canada’s New Government will:

· Ensure that the regulatory framework remains responsive to domestic and global developments, and maintain the regular practice of five-year reviews of the financial institution statutes. 

· Work with the U.S. to conclude the Canada-U.S. Tax Treaty, which would facilitate cross-border capital flows. 

· Allow Canadian financial institutions to add more foreign experts to their boards, so long as the majority of directors remain Canadian residents. 

· Work with provinces to create a common securities regulator and advance an approach to regulation founded on principles, with strong enforcement. 

· Continue to act decisively in combatting money laundering and terrorist financing and protecting the integrity of the financial system. 


Openness to Trade and Foreign Investment

Canada’s openness to international markets provides substantial benefits for Canadians. For Canadian workers, international trade and investment bring better, more rewarding jobs and higher living standards. For consumers, trade provides a greater variety of goods and services at lower prices. Foreign firms investing in Canada bring expertise and innovation, and encourage Canadian firms to emulate best practices. Through increased competition, trade provides more incentives for firms to become more productive. Trade and investments abroad give Canadian firms access to foreign know-how and greater opportunities to reap rewards from their investments and innovations.

Trade

The signing of the Canada-U.S. Free Trade Agreement in 1988 and the North American Free Trade Agreement (NAFTA) in 1992, and the completion of the Uruguay Round in 1994, dramatically increased our openness to trade. However, recent difficulties in concluding the Doha round of multilateral trade negotiations have led many countries—including our NAFTA partners—to pursue bilateral or regional negotiations to capture the benefits of freer trade. Canada has lagged behind its NAFTA partners on this front. Canada can and should do more to pursue bilateral trade agreements because our prosperity is dependent on our ability to export to the world.

Canada has what it takes to compete successfully in world markets, and it is in our national interest to be open to free trade opportunities. More trade agreements will help our economy to be even stronger and more successful within the rapidly changing global economy.

Canada’s tax treaties are also an important part of the global environment for businesses operating in Canada, with the Canada-U.S. Tax Treaty having a particular significance. Negotiations to update the treaty are ongoing and have progressed very well. The new treaty would have important benefits, including reducing borrowing costs for business and reducing barriers to cross-border trade and mobility.

	The Importance of Trade Liberalization for Canada’s Investment Performance 

The fragmentation of the global value chain means that firms increasingly locate production of different components of a product across several countries, based on those countries’ comparative advantage. When firms make these decisions on where to invest, they must be assured that the goods and services produced in each part of the global chain can be combined seamlessly and sold to markets around the world. To be a part of this chain, countries must not only be open to foreign investment, but also ensure that the goods and services produced get easy access to other markets. Improved access to foreign markets encourages firms, through strategic investments, to locate the skill-intensive activities of their global chains in Canada.

In that context, the fact that our NAFTA partners have developed broad networks of trade agreements, while Canada has not, has potential negative implications for Canada’s investment prospects. It is in Canada’s best interest to engage in trade agreements to utilize a full suite of trade and investment policy instruments and improve access to foreign markets.


 

	Policy Commitment 

To ensure that Canadian businesses can fully participate in global market opportunities, Canada’s New Government will develop a new approach to international trade policy through a comprehensive Global Commerce Strategy that will:

· Build on our NAFTA advantage through improved border efficiency and increased regulatory convergence through the Security and Prosperity Partnership of North America initiative and in consultation with the North American Competitiveness Council and other stakeholders. 

· Pursue regional and bilateral trade, investment and science and technology agreements, ideally together with our NAFTA partners. 

The Government will also work with the U.S. to conclude the Canada-U.S. Tax Treaty, which would lower borrowing costs for businesses and reduce cross-border barriers to trade and labour mobility.


Foreign Investment

Both inward and outward foreign direct investment bring substantial benefits to Canada. Foreign direct investment provides additional capital to fuel firms’ growth and exposes domestic firms to new technologies, innovative ways of doing business and healthy competition. Foreign direct investment abroad allows Canadian firms to be integrated into global supply chains, be more productive and competitive, and ultimately create more and better jobs here in Canada.

While Canadian firms are investing more abroad and becoming more diversified by reaching out to new investment opportunities, Canada’s share of total inward foreign investment directed to the G7 and OECD countries has been failing. No other country in the G7 comes close to matching Canada’s decline, and firms from other G7 countries have reduced their overall relative presence in Canada.

Policy restrictions on foreign investment in Canada have contributed to our economy’s relative decline in foreign direct investment flows. According to the OECD, Canada has the highest level of explicit restrictions on foreign-equity ownership in the G7—primarily in the transportation and telecommunications sectors.[5]
Foreign investment restrictions also include screening procedures under the Investment Canada Act, and business operations restrictions such as restrictions on length of stay for non-resident executives. Residency requirements for boards of directors may also impede global investment. These measures can limit opportunities for Canadian firms competing in a global economy to attract expertise, strengthen their networks and pursue new business opportunities. These policies may contribute to perceptions that Canada is not fully open to foreign investment, and these perceptions matter. In that regard, a survey of global executives ranked Canada as the least attractive country to invest in the G7.[6]
However, it should be acknowledged that there may be rare occasions where a particular foreign investment might damage Canada’s long-term interests. For example, foreign investment by large state-owned enterprises with non-commercial objectives and unclear corporate governance and reporting may not be beneficial to Canadians. While such cases are very much the exception rather than the rule, the Government needs a principle-based approach to address these situations.

Since Advantage Canada is designed to position Canada as a destination of choice for people and investors, we need to ensure that our approach to foreign direct investment is modern and in line with best practices around the world. The Investment Canada Act has not been amended significantly since its introduction in 1985, during which time there have been dramatic changes in the world economy.

	Policy Commitment 

The Government will work to increase foreign investment in Canada by:

· Reviewing its foreign investment policy framework, including the Investment Canada Act, with the aim of maximizing the benefits of foreign investment for Canadians, while retaining our ability to protect national interests. 

· Allowing Canadian financial institutions to add more foreign experts to their boards, as long as the majority of directors remain Canadian residents, to enhance their capacity to be competitive in foreign markets. 


	Canada’s Entrepreneurial Advantage 

Creating a Business Environment That Unlocks Private Investment by Reducing Taxes, Unnecessary Regulation and Red Tape
A competitive business climate is essential for a vibrant and healthy private sector. The performance of the Canadian private sector is currently good. It must become great. Businesses must respond by investing more in training, equipment and innovation. To trigger that leap, Canada’s New Government will take steps to create a competitive business environment that encourages entrepreneurship by:

· Reducing taxes on business investment. 

· Improving Canada’s regulatory framework. 

· Reducing the paper burden on business. 

· Improving the framework for competition. 

· Building on a leading-edge financial system. 

· Increasing the country’s openness to trade and investment. 
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