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The Carney Roadmap

We all want to see our new prime minister do well and are willing to give him the benefit of doubt. At least
initially. I think we can judge him in a couple of different ways. First, we can compare his actions against his
campaign promises. Is he doing what he said he would? Certainly, President Trump is. We can also look at
his policies in the context of what needs to be done in Canada to turn things around. No doubt everyone
has an opinion on this. However, in an attempt to focus on the conversation, I would reduce it to a simple
equation.

Growth = population growth + productivity +/- fiscal policy.

To address this equation, you need to consider some of the following topics:
1) Immigration

2) The economy / productivity
3) The Government deficit

4) Housing

5) Trade and Tariffs

Let’s take them in order.
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Immigration

Immigration has been blamed for our housing shortage and as a result the government has targeted the total
immigrant population to be 5% of overall population. It currently stands at 7.1%. In this category you have
temporary residence which includes international students, temporary foreign workers and those seeking
asylum. Student visas are issued by the provinces.

Our dilemma is that we need population growth, while our birth rate isn’t much better than replacement
level. Furthermore, you can’t discuss immigration without considering the job market. Unemployed
immigrants won't help. Most studies say the issue is qualitative and we should be addressing such factors
as language proficiency and quality of education. 27% of immigrants with a bachelor’s degree or higher
hold positions requiring only a high school diploma or less. There are also systemic barriers like the lack of
recognition of foreign credentials and the complex credential assessment process that needs to be addressed.

Economy / Productivity

Productivity is not only a way to grow but it is the key to prosperity. It is the only way wages can grow faster
than the economy without it being inflationary. There are a number of things that influence this. Tax rates
discourage investment relative to other countries. Our redistribution mentality and burdensome regulations
also don't help. Trudeau’s capital gains tax would have been a disaster. Just look at what happened under his
administration.

- Business development plunged by 1/3 while government spending nearly doubled.
- Bankruptcies jumped 40% last year.

-The Canadian dollar fell 13% since May 2021 while Canada imported $272 bn USD in goods from the
US in 2023.

- Trudeau’s solution was to hire more government workers. Over the past decade the public service
has grown by 180,000 more than the private sector and self-employed combined. The number of
government workers has increased almost 4X faster than the private sector. 1 in 3 Canadians now
works for the government.

- In 2023, the average Canadian family made $109,235 and paid total taxes of $46,988. On those
making $246,752, the tax rate is 53.5% up from 46.4% since 2011. Our tax rate is 7% to 18% higher

than most developed countries.

So, let’s look at some of the factors influencing investments in Canada which effect the economy and

productivity.

Foreign Direct Investments are one source of capital. Historically Canada has been an attractive destination
for foreign capital relative to the United States and other OECD countries with a bit of a swale between
2015 and 2017. These FDI investments consistently contribute to improved productivity through spillover
efficiency benefits. These relate to the introduction of new technologies and management practices that
foreign owned companies bring to Canada and that are adopted by other Canadian firms. Recently FDIs
have improved and what stands out is the increased share accounted for by the manufacturing sector
mostly directed towards investments in clean energy and Electric Vehicle (“EV”) supply chain projects.
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FDI investments in sustainable projects in 2023 was nearly triple the average value of such investments in
the preceding 5 years. Of the 13 identified projects the PBO estimates that government financial support
is up to $52.5 bn with the majority identified as having foreign multinationals as investors. This amount is
approximately 27% of all FDI money into Canada from 2020 to 2023. Two of the headline investments are
the LG Energy Solution and Stellantis $5 bn for a new electric vehicle battery plant in Windsor and Ford’s
$1.8 bn investment to transform Oakville’s assembly complex into a hub for electric vehicles and battery
packs. The quality of the FDI improvement can be called into question as it is leveraged to clean energy as
demand for EV’s seems to be waning, which was dependent on government incentives. It is questionable
whether this can be sustained given our already stretched government deficits and commitments to spend
more on national defence, affordable housing and health care. Contrast this to President Trump’s agenda
to encourage increased business investment by lowering corporate taxes, cutting regulatory red tape
and imposing or raising tariffs. Government financial subsidies are arguably not sustainable or efficient
incentives to improve Canada’s business investment environment in the long run. Canada will need to meet
the challenge with fundamental changes to taxation and the regulatory environment as well as reducing
government deficits which compete for domestic savings.

Then there is the OECD study that suggests Canada will have the lowest economic growth among OECD
countries for the next 40 years, largely due to low productivity. We need faster innovation adoption. However,
growth-oriented firms are disadvantaged by access to debt financing and early-stage equity financing. As
an example, one can compare the interest rate differential between large and small companies in different
countries.

Interest Rate spread between large and small companies (How much more a small Canadian company has
to pay versus competitor countries).

Country |Interest Rate Spread | Country Interest Rate Spread
Us 0.28% Ttaly 1.63%
France 0.58% Canada 2.26%

UK 1.00%

The combination of higher taxes, a less productive work force and more costly financing doesn’t position us
well to compete globally.

In the 90’s Canada produced $64 per hour worked compared to $68 per hour in other OECD countries,
about a 6% gap. In 2023, Canada generated $83 per hour worked compared to $105 per hour, a gap of
20%.

In dollars of investment, Canadian workers in the 90’s generated about $0.93 per hour worked for every
dollar invested compared to other OECD countries. By 2023 this had dropped to $0.80. Compared to the
US this ratio has dropped from $0.84 to $0.75.

Cumberland Private Wealth Management Inc. 99 Yorkville Avenue, Suite 300, Toronto, Ontario, Canada M5R 3K5
www.cumberlandprivate.com 1.800.929.8296
3



IDEAS & INSIGHTS

There is a long list of why Canada is less competitive than other countries. But some that are specific to
Canada or that have evolved since 2014 might be worth exploring.

- The federal government’s support for residential mortgages favors this lending over lending to commercial
borrowers as mortgage lending has exceeded business lending since the mid-1980s.

- There has been a hostile regulatory environment for Canada’s fossil fuel industry under Trudeau. In
2014, industry investment per worker was $0.83 for every dollar invested per US worker. By 2021,
this had dropped to $0.52.

- The difference between the tax rates on small and large corporations may also be affecting investment
in that there is an incentive to stay small to keep earnings below the threshold of higher marginal rates
which creates what they refer to as a ‘lock in’ effect. The lower small business tax potentially directs
capital away from larger corporations which tend to be more productive.

Prior to 2017, Canada had improved its tax treatment relative to the US by reducing general corporate
income tax rates from nearly 38% to 15%. However, the US tax reforms in 2017 reduced corporate
rates from 35% to 21% and provided for faster write-offs for M&E. The average US Federal and State
marginal rates is now less than 26%, down from nearly 40% while the average Canadian Federal and
Provincial rate is above 26%. The US reforms also encouraged multinationals to repatriate profits held

abroad.

A further concern for Canada is our lack of entrepreneurial spirit and tolerance for risk. Some of the things
that could contribute to this would include:

- The threat of US protectionism. We need a trade agreement.

- Uncertainty about domestic policy. Energy, financial services and telecommunications have been hit
with numerous restrictive regulatory initiatives.

Canada doesn’t do well on regulatory burden. The OECD measures this in a Product Market Regulation
Index. In 2018, Canada’s overall score was 1.48, marginally better than the OECD average of 1.49 but
worse than the best performers of .99 where lower is better. By 2023, Canada’s score had improved to 1.42
but the average had declined to 1.34 and the best performers had a score of .88. We are particularly poor
performers in licensing, permits, barriers to foreign direct investment, public procurement and governance
of state-owned enterprises.

The index of policy uncertainty has also deteriorated since 2014. Taxes driven by populism work against us.
Examples would include the Canada Recovery Dividend on large banks and insurance companies which
enacted a permanent income tax increase on financial institutions who have profits over $100 million.
Then there is the 2021 Luxury Tax on certain cars, boats and airplanes. The government has also threatened
taxes on grocery retailers for high prices and a higher inclusion rate on capital gains for the wealthy. Such
capricious taxes cause uncertainty and discourage entrepreneurs.

Carney can tackle some of these issues. A bias toward residential construction is difficult given our current
housing shortage. However, addressing the attitude toward the fossil fuel industry is easier to address. A solid
trade agreement is also necessary. A reform of the tax system is probably in order but difficult to address
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given our deficits. However, the most distorted tax rates such as general corporate rates and personal income
taxes could be reviewed. A general investment tax credit could help. Furthermore, any lost revenue could be
partially offset by reducing subsidies for research and development which generally promote too much work
of too low a quality to be commercialized.

The government needs to be more focused on economic goals and less on political polls.

Deficit

The pre-election deficit estimate was $42 bn, but that was before the impact of the trade war. One of Mr.
Carney’s promises was that his government would spend less. The C.D. Howe Institute is now predicting
that the deficit will top $92 bn this fiscal year and expects it to average $78 bn over the next four years,
almost double the forecast by the Parliamentary Budget Office. The Defence spending plans alone will cost
$9.3 bn this year and the promise of 5% of GDP by 2035 will equal $68.4 bn a decade from now.

Before getting into current budget projections let’s get a perspective on our state of affairs and see if we have
any wiggle room to maneuver. I'll just give you some of the bullet points:

- Aggregate provincial and federal interest payments in 2024/25 are expected to reach $92.5 bn. The
Federal portion of this interest cost will be $53.8 bn. This is more than the government spends on

Health Care ($52.1bn) or Childcare Benefits ($35.1bn).
- As a percentage of revenues, the interest tab will cost the Federal government 10.8%

-Total interest costs of Federal, Provincial and local governments will amount to $101.2bn.

How big is the debt? Let’s look at how Canada has done since 2014, the year before the Trudeau government
took over.

- In 2014 total government spending in Canada amounted to 38.4% of GDP and ranked 25th highest
out of 40 advanced countries. By 2024, total spending had risen to 44.7% of GDP and we had slipped
to 17th highest. We had the second highest increase in that percentage of any advanced economy and
the largest increase in the G7.

- In 2014 gross debt was 85.5% of GDP, 14th highest out of 40 advanced countries. By 2024 this had
risen to 110.8% of GDP, 7th highest. That was the third largest increase of any advanced country and
the highest of any in the G7. In fact, during this period, 20 countries lowered their debt to GDP ratio
including France and Italy.

- It is projected that once the debt to GDP ratio exceeds 100% that it becomes a burden on the economy
as the debt pushes interest rates and taxes higher and lowers private investment.

- Canada’s increase in debt relative to the size of its economy was 11X the average increase amongst the
advanced economies. Between 2014 and 2024, the Trudeau years, Canada’s debt as a share of the
economy grew by 25.23% while the average advanced economy experienced a 2.79% decline in their
total debt burden.
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Under Trudeau:
-Government employment increased by 43% by adding 108,793 new bureaucrats.

-He handed out $198 mil in bonuses in 2022.
-He rubber stamped 802,043 pay raises since 2022. Roughly 90% of government employees got a raise.

-102,762 government employees receive a six-figure salary which cost $13.4 bn. Since being elected,
workers making more than $100k has increased by 136%.

So, is PM Carney delivering on his promise to cut spending and the deficit? C.D. Howe’s prediction is for a
large absolute increase this fiscal year. However, in July the government released a comprehensive spending
review through a series of letters to the provinces. It claims to deliver a $22 bn savings from the baseline
budget by 2028/29. The trouble is that it only covers the cost of running the government and excludes about
one third of government spending. That includes the proposed increase in the defence budget plus other
carve outs and much of the program spending. They are also removing transfers that support investments by
other levels of government from the deficit which will distort the fiscal position of the overall public sector.
The pre-election status quo forecast showed deficits and the debt ratio declining. Recent policies and
initiatives by the Liberals will almost double the current year’s deficit and raise the debt ratio.

The simple cost cutting mandate will probably not be enough. Instead, the government should undertake a
comprehensive review to either eliminate or restructure programs that either do not meet their objectives,
are not core to the Federal mandate or duplicate programs by other levels of government. There should also
be a program to raise public sector employee productivity. This can be accomplished by asking whether
Canadians are better off because of a subsidy and doing a benefit cost analysis on the civil servants.

The Fraser Institute has some suggestions on where the government could cut expenses.

1) The Canadian Infrastructure Bank. Established by Trudeau in 2017, it is estimated that it will spend
$3.5 bn this year. It is tasked with investing and allocating investments in infrastructure projects.
However, only 2 out of 76 CIB funded projects have been completed. A partisan Committee of the
House of Commons has recommended that it be abolished.

2)The Regional Development Agencies. Seven agencies dished out corporation welfare to businesses in
specific regions. Spending is expected to reach $1.5 bn.

3) The Strategic Innovation Fund. Projected to spend $2.4 bn to shift jobs and investments away from
some firms and industries to firms and industries favoured by the government.

4) Global Innovative Clusters. To incentivize firms to spend time and resources modifying their businesses
to secure government grants. They spend $202.3 mn.

5) The Green Municipal Fund. It spends $530 mn to bankroll municipal projects that purport to
accelerate the transition to zero greenhouse emissions.

Other cuts could come from the government’s support for journalism and the CBC, which amounts to $1.7
bn or from the incentives for zero emission vehicles that costs $600 mn. The two billion trees program, $340
mn or further subsidies for the post office.
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Housing

Defining the problem. Canada’s population grew by a record 1.23 million, mostly due to immigration, in
2023 and an additional 951,517 in 2024. Housing starts in 2024 reached 245,367 compared to the peak in
1976 at 273,203. CMHC estimates that we need starts of 430,000 to 480,000 annually to resolve the issue.
As a solution, the government has introduced the $26 bn Build Canada Homes initiative. This will include
modular, panelized, mass timber, and 3D printing. Although it might appear to be innovative, there are some
real challenges. First, the government is combining competing objectives by requiring the program to favour
Canadian made and net-zero or environmentally conscious products. Furthermore, the plan intends to use
taxpayer money to reduce the risk to developers by providing loans, loan guarantees and equity investments
for home builders. It’s a big bet on modular, while a government study suggests that modular housing is ‘no
silver bullet’ because cost savings were uncertain and modular construction faces unique challenges related
to transporting large, prefabricated sections and protecting materials from weather damage. The government
program again assumes that the private sector cannot provide enough affordable housing.

Although the plan may sound sensible, it is complicated by a number of
risks. The biggest of these are regulation, financial and logistical obstacles.

Although the plan may sound sensible, it is complicated by a number of risks. The biggest of these are
regulation, financial and logistical obstacles. Slow municipal approvals is one of the biggest. So is getting
the industry to scale where it is efficient. We need to streamline permitting, harmonize building codes,
reduce development charges, support workforce training, and modify land use constraints. In addition,
the industry faces higher upfront costs, insurance premiums and material expenses. It will take time to
standardize building codes across municipalities to ensure consistency and avoid costly, time-consuming
redesigns. Furthermore, transportation regulations will have to be harmonized. It is a complicated problem
that doesn’t seem to have a short-term plan for execution.

Trade and Tariffs

This is a David vs. Goliath issue. Unfortunately for Canada, 2/3 of our GDP relies on trade and 75% of
that trade is with the US. Right now we are subjected to tariffs, but 90% of exports are still shielded by the
CUSMA treaty which expires in June 2036, but is up for review next July. Consequently, the tariff issue is
selectively restrictive to 35% on only goods not covered by the treaty and a prohibitively high tariff for steel
and aluminum.

What is problematic is that companies are postponing or reconsidering potential investments and production
in Canada until there is clarity on trade. Resolution to this issue won't be found in current negotiations
without some inclusion of the upcoming treaty review. Uncertainty is our biggest issue.

However, Canada isn’t without some leverage in these negotiations and has some negotiating options. The
reality is that Canada is the US’s biggest trade partner. We buy more stuff from them than anyone else in
the world. This isn’t lost on a lot of businessmen and political leaders who recognize the cost to the US
economy from supply chain disruption. Furthermore, a number of our products support the US’ own
competitiveness. Canada is also a significant market for a number of US industries such as trucks which has
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almost no market outside of North America. There are also services and tourism which makes a significant
contribution to states such as Florida. We've also been a long-term supporter and friend to the United States
which isn’t lost on a lot of Americans. It’s quite apparent that this silent support is working for us in the

background.

We appear to be taking our time in these negotiations and have rejected
the ‘elbows up’ approach many have advocated, which is probably the right
strategy.

We appear to be taking our time in these negotiations and have rejected the ‘elbows up’ approach many have
advocated, which is probably the right strategy. Our goal isn’t the immediate situation but has to include the
CUSMA review. This makes even more sense when you consider that Trump’s authority to impose tariffs
under the International Emergency Economic Powers Act is being challenged in the courts.

Besides our existing leverage, we also have some negotiating options to consider in the context of Trump’s
bullying and retributive approach. ‘Playing Ball’ seems to get better results than taking a hard line. However,
we've made some concessions without seeing any response, unless they exist behind closed doors.

So far, we have agreed to:
- We've imposed 100% tariffs on Chinese electric vehicles.

- Pledged to significantly increase defence spending
- We've made major investments and efforts in border security and drug trafficking.
- We suspended retaliatory tariffs.

- We dropped the planned digital services tax.

However, there are other options:
- We can make strategic pledges around restricting transshipments of goods from third countries.

- The development of critical minerals could be offered.

- We can provide guarantees for Canadian direct investments in the US.

- We can promise to purchase more US government securities.

- We can examine the potential for duty-free quotas

- We can trade defence purchases for tariffs

- We can offer to allow more US airlines access to smaller Canadian centres.

So, we are not without options in this negotiation. However, our expectations should be realistic given
Trump’s stated goals. He wants companies, especially strategic industries, to reshore. He wants ‘fair trade’
and expects to raise permanent tax revenues. So, no tariffs probably isn't an option. 10% tariffs could be here
to stay. This is especially true if Trump wants companies to make strategic, long term capital investments.

Consequently, we need to take our time in these negotiations to get it right. And getting it right has to
include some reference to our upcoming review of the CUSMA to resolve the uncertain decision-making
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environment that has paralyzed investment decisions. We may have to make some concessions but a solid
understanding of the ground rules between ourselves and the US will allow businesses to once again plan
for the future.

Summary

I think the Carney Liberals understand the problems, but the liberals in them still feel government knows
best when it comes to job creation, environmental issues and redistribution of wealth. We desperately need
investments to improve our productivity, which conflicts with current government deficits and our generally
overbearing tax structure. There are solutions as the Chrétien government found out in 1995. We'll see
if Mr. Carney has the courage to implement the kind of policies that can put us back on the right path.
Certainly, a sign of that would be implementing or correcting some of the issues identified in this paper.

There is no doubt that we are fiscally constrained, and it will take time to fix this. However, there are other
things that are within our control:
1) Take advantage of what we've got and start with resources. We can lessen our dependence on US trade
and stimulate our economy by building pipelines and port facilities. Carney needs to facilitate and
streamline the approval and permitting process.

2) Revisit the Equalization payments that inefliciently direct capital.
3) Eliminate interprovincial trade restrictions.

4) Eliminate burdensome regulations, permitting and the layers of bureaucracy that are costly and slow
commerce down. Reduce the size of government.

5) Legislate caps on civil service spending and implement an employee productivity evaluation.
6) Help immigrants become more productive by standardizing foreign credentials assessment.
7) Revisit the wealth redistribution mentality that discourages entrepreneurship.

8) Create investment incentives to attract foreign or domestic capital. Not subsidies.

9) In the absence of comprehensive tax reform, address the most distorted tax rates to become more
competitive and eliminate some of the unnecessary programs.

Tariffs, trade and bloated government deficits fill the headlines. These are certainly the strategic issues that
have to be addressed in the long term. But there are a lot of tactical issues that we can implement if we have

the will and the leadership.

Credits: This analysis draws heavily on research and publications from the C.D. Howe Institute and The Fraser Institute. While
these sources provide valuable insights and data, it is important to note that they reflect the perspectives and methodologies of
their respective organizations.

Cumberland Private Wealth Management Inc. is a leading independent investment firm that provides discretionary
investment and wealth management services for high net worth individuals, their families and foundations. All of
Cumberland’s investment mandates are centered on building and preserving our clients’ financial wealth. Founded in 1997,
the firm is privately-owned by its employees.

Cumberland Private Wealth Management Inc. 99 Yorkville Avenue, Suite 300, Toronto, Ontario, Canada M5R 3K5
www.cumberlandprivate.com 1.800.929.8296
9



