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At first glance, manufacturing business leaders have cause for 

optimism. Sales last year grew by an estimated 6.1% to reach 

an all-time record of about $651 billion. The industry added 

30Σллл ƧƻōǎΣ ŀƴŘ ǘƘŜ ǎŜŎǘƻǊΩǎ ǳƴŜƳǇƭƻȅƳŜƴǘ ǊŀǘŜ ǇƭǳƳƳŜǘŜŘ 

to 2.7%. 

The news is a testament to continued successful strategy by 

executives across the country. Many have taken advantage of 

lower trade barriers by diversifying into new markets. As a 

group, manufacturers have committed to research and 

development and adopted new technologies early and often. 

Industry 4.0 has galvanized the sector and promised a future 

of smart, connected factories. 

Below the economic surface, however, thŜ ǾƛŜǿ ƛǎƴΩǘ ǉǳƛǘŜ ŀǎ 

rosy. Canada lags behind numerous countries on several key 

metrics, and storm clouds loom on the horizon, from trade to 

tax. 

This new report from CME confronts one of those issues 

head-on: tax reform.  

Canadian manufacturers once held a corporate tax advantage 

over their U.S. competitors. This edge helped them offset 

business challenges that are specific to Canada. When the 

U.S. enacted tax reform in early 2018, it eliminated the 

Canadian tax advantage by lowering the U.S. corporate tax 

rate from 35% to 21%, among other measures. 

To level the playing field, this report argues, governments in 

Canada need to lower their top corporate income tax rate τ 

both federally and provincially τ by 2%. Finance also needs 

to adopt accelerated capital cost allowance provisions similar 

to those available in the U.S.  

For business leaders, tax is just one factor that affects 

strategy. As a result, Canadian policy-makers need to ensure 

that our national mix of business policies fosters  
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growth. Canadian businesses need support when competing 

with foreign companies τ either south of the border or 

overseas. Those that cannot compete may decide to move 

operations to jurisdictions that are more welcoming to their 

business.  

This report adds an important voice to the public debate 

around policies that support the Canadian businesses that 

ǎǇǳǊ ƻǳǊ ŜŎƻƴƻƳȅΦ !ǎ /ŀƴŀŘŀΩǎ ƭŀǊƎŜǎǘ ǘǊŀŘŜ ŀƴŘ ƛƴŘǳǎǘǊȅ 

association, CME is well-positioned to advocate on these 

critical topics. 

9ǾŜƴǘǎ ƻŦ ǘƘŜ Ǉŀǎǘ ȅŜŀǊ ǎƘƻǿŜŘ ƻǳǊ ŜƭŜŎǘŜŘ ƭŜŀŘŜǊǎΩ 

ǿƛƭƭƛƴƎƴŜǎǎ ǘƻ ƭƛǎǘŜƴ ǘƻ ǘƘŜ ǇǳōƭƛŎΩǎ ŎƻƴŎŜǊƴǎΦ Lƴ WǳƭȅΣ ǘƘŜ 

government proposed landmark changes that would limit the 

effectiveness of entrepreneurial tax planning. The proposed 

rules unleashed a wave of feedback from concerned 

Canadians that covered many months and two revisions. 

While the final rules remained far from ideal, they were an 

improvement on initial proposals. The government had 

adjusted its position based on informed input from a host of 

Canadian groups, including BDO and CME. 

At BDO, the concerns of Canadian business are our concerns. 

Every day in communities across the country, BDO offices 

assist companies to grow and strengthen their business 

domestically and globally. Our professionals bring deep 

industry expertise to all their work τ in manufacturing and 

beyond.  

We are proud to join with CME in making recommendations 

ǿŜ ŦŜŜƭ ŀǊŜ ƴŜŜŘŜŘ ǘƻ ǇǊƻǇŜƭ ƻǳǊ ƴŀǘƛƻƴΩǎ ŜŎƻƴƻƳȅ ŦƻǊǿŀǊŘΦ 

By working together τ with business and government 

aligned τ we can achieve the goal of doubling manufacturing 

output and value-added exports by 2030. 
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Who We Are 
About Canadian Manufacturers & 

Exporters 

Since 1871, Canadian Manufacturers & Exporters has 

been helping manufacturers grow at home and thrive 

around the world. In 2016, CME released Industrie 2030 

ς a roadmap for doubling Canadian manufacturing 

activity by 2030. Our focus is to ensure the sector is 

dynamic, profitable, productive, innovative and 

growing.  We aim to do this by strengthening the labour 

force, accelerating the adoption of advanced 

technology, supporting product commercialization, 

expanding marketplaces and, most importantly, 

ensuring a globally-competitive business environment.  

CME is a member-driven association that directly 

represents more than 2,500 leading companies who 

account for an estimated 82 per cent of manufacturing 

ƻǳǘǇǳǘ ŀƴŘ фл ǇŜǊ ŎŜƴǘ ƻŦ /ŀƴŀŘŀΩǎ ŜȄǇƻǊǘǎΦ   

For more information on how CME can help your 

company grow and how you can get involved in our 

business solutions network, please contact: 

policy@cme-mec.ca 

 

About Mike Holden, Chief Economist, 

Canadian Manufacturers & Exporters 

.ŀǎŜŘ ƻǳǘ ƻŦ /ŀƭƎŀǊȅΣ aƛƪŜ ƭŜŀŘǎ /a9Ωǎ ŜŎƻƴƻƳƛŎǎΣ 

research and analysis services and is a senior member 

ƻŦ ǘƘŜ ƴŀǘƛƻƴŀƭ ǇƻƭƛŎȅ ǘŜŀƳΦ aƛƪŜΩǎ ǊŜǎǇƻƴǎƛōƛƭƛǘƛŜǎ 

include ongoing economic analysis commentaries and 

publications, directing major research projects, and 

policy development.  

aƛƪŜ ǿŀǎ ǘƘŜ ƭŜŀŘ ŀǳǘƘƻǊ ƻƴ /a9Ωǎ ǊŜŎŜƴǘ ƳŀƧƻǊ 

studies on tax competitiveness, women in 

manufacturing, and the 2018 manufacturing economic 

ƻǳǘƭƻƻƪΦ IŜ ŀƭǎƻ ŘƛǊŜŎǘǎ /a9Ωǎ ōƛŀƴƴǳŀƭ aŀƴŀƎŜƳŜƴǘ 

Issues Survey and was a member of the team 

ǊŜǎǇƻƴǎƛōƭŜ ŦƻǊ ǘƘŜ ŘŜǎƛƎƴ ŀƴŘ ŜȄŜŎǳǘƛƻƴ ƻŦ /a9Ωǎ 

Industrie 2030 initiative. 

Mike.holden@cme-mec.ca  

mailto:policy@cme-mec.ca
mailto:Mike.holden@cme-mec.ca
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Executive 

Summary  
A competitive business environment is critical to the 

long-term success of the Canadian economy. Good 

tax and regulatory policy encourages capital 

spending, attracts foreign direct investment, and 

drives export growth.  

However, Canada’s business environment has 

been gradually deteriorating in recent years. A wide 

range of tax and regulatory measures are adding to 

the cost and uncertainty of doing business here at 

home. Meanwhile, tax reform south of the border 

has eliminated Canada’s previous tax advantage 

over the US and is threatening our competitiveness 

even further. 

That tax advantage was critical for Canada 

because it helped to compensate for the fact that 

we are a smaller, less attractive market; and that 

the non-tax cost of doing business here is higher. 

Our one advantage is now gone.  

Even when Canada did have a tax advantage over 

the US, it was clearly not enough to offset those 

other cost gaps. Our businesses have been 

struggling to compete globally and foreign 

investment is passing us by: 

Á Capital investment growth in Canada since 

2011 is two and a half times lower than the 

OECD average and more than three times 

slower than in the US. 

Á FDI flows into Canada in 2016 were down 

by 50 per cent compared to the pre-

recession average in 2005-2007. Meanwhile 

global investment flows increased by 20 per 

cent and investment in the US was up more 

than 110 per cent. 

Á Canada’s manufactured goods exports are 

growing at less than the rate of inflation and 

our trade deficit in manufacturing has 

ballooned to a record $136 billion.  

 

 

 

 

 

Á In 2013, US businesses invested $40.6 

billion in Canada, while $25.7 billion of 

Canadian capital flowed south. By 2017, US 

investment in Canada had dropped by 

nearly half, while Canadian investment in 

the US has more than tripled.  

These trends will only get worse unless Canada 

takes immediate steps to restore its tax advantage 

over the US. CME recommends that: 

Recommendation 1: The federal and provincial 

combined corporate tax rates should be 

immediately lowered from about 28 per cent to 

20 per cent. The reduction should be evenly 

split between the two levels of government; and  

Recommendation 2: The Government of Canada 

match the accelerated capital cost allowance 

provisions now in place in the United States, 

giving businesses an immediate 100 per cent 

tax write-off on qualifying capital asset 

purchases. 

These immediate steps will help buy Canada the 

time it needs to pursue more fundamental tax 

reforms. Canada needs to reshape its entire tax 

system to focus on encouraging investment, 

innovation and growth. Doing so requires 

developing a tax structure that:  

Á Encourages investment in productivity-

enhancing machinery, equipment, software 

and technology; 

Á Attracts foreign direct investment to 

Canada; 

Á Encourages innovation and 

entrepreneurship; 

Á Rewards companies for growing, not for 

being small;  

Á Supports workplace training and upskilling; 

and 

Á Enables exports. 
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However, such a tax system cannot be developed 

overnight. It requires thorough analysis, extensive 

consultations and meticulous planning and design. 

For this reason, CME recommends that: 

Recommendation 3: The Government of Canada 

should appoint a Royal Commission on 

Taxation chaired and staffed by tax and 

economic policy experts to review Canada’s tax 

system. The Commission should be tasked with 

making wholesale reforms that modernize and 

simplify  

 

 

 

 

 

 

 

 

 

. 

 

 

 

 

 

 

 

 

 

 

 

 

Canada’s tax code. The overarching goal of 

these reforms should be to create a tax system 

that encourages innovation, investment and 

economic growth.  

CME firmly believes that Canada can once again 

become an attractive place in which to do business. 

However, doing so requires bold thinking and 

conviction. Our future prosperity depends on 

getting this right. 
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Introduction 

A competitive business environment is critical to the 

success of manufacturing in Canada. Good tax and 

regulatory policy encourages local companies to 

invest in their future; it attracts new manufacturing 

opportunities and new foreign investment; and it 

puts our businesses in a position to compete and 

succeed in global markets. For this reason, tax 

competitiveness is one of the five pillars of 

Canadian Manufacturers & Exporters’ (CMEs) 

Industrie 2030 initiative – a national strategy to 

double manufacturing output and value-added 

exports by 2030.  

However, recent trends indicate all too clearly that 

Canada is heading in the wrong direction. Our tax 

system has been steadily growing more 

complicated and burdensome over the decades. 

Now, a wide range of tax and regulatory policy 

measures are adding to the cost and uncertainty of 

doing business in Canada.  

Meanwhile, other countries are moving in the 

opposite direction. Leading the way, of course, is 

the United States where significant tax reforms 

have eliminated Canada’s business tax advantage 

and widened the gap between personal income 

taxes in the two countries.  

Even prior to US tax reform, there were troubling 

signs for the Canadian economy. Capital 

expenditures in this country have been stagnant 

and lag most other OECD countries. Our share of 

global foreign direct investment (FDI) has been 

steadily declining, and investment in Canada and 

the US had been heading in opposite directions. On 

top of that, flat exports and a ballooning trade  

 

 

 

 

 

deficit indicate that our manufacturers are 

struggling to compete in global markets. With 

Canada’s tax advantage now gone, CME is 

concerned that these trends will only accelerate.   

Our country is at a fork in the road. One path leads 

to the continued gradual and inexorable decline in 

our economic growth, competitiveness, standard of 

living, and ability to sustainably finance public 

services. The other path requires a bold rethink of 

tax policy in Canada. 

CME believes the time has come for fundamental 

tax reform in Canada. We need to reverse our poor 

investment record and restore our reputation as an 

attractive place in which to do business. To do that 

requires refocusing our tax system on achieving 

key strategic national objectives: encouraging our 

businesses to grow; fostering innovation and 

entrepreneurship; and, above all, bringing more 

investment to Canada. Only in this way can we 

generate the wealth needed to create a prosperous 

society for all Canadians. 

The most valuable insight into how Canada should 

reform its tax system comes from those Canadians 

most directly responsible for economic growth: our 

business leaders, innovators and entrepreneurs. 

For this reason, CME conducted a survey of 

manufacturers and other businesses, asking them 

for their perspective on Canada’s tax 

competitiveness and reform priorities. The survey 

was open from January 23rd to March 12th 2018 

and attracted 315 responses.  

Leveraging these survey results, as well as our own 

research and extensive consultations with tax 

experts, this paper makes the case for why tax 

reform is urgently needed and lays out specific 

reform and actions.

 

 

 

 

 



8 
 

Canada’s  

Eroding Tax  

Competitiveness   
One of the most common tools used to compare 

business taxes around the world is the marginal 

effective tax rate on new capital investment 

(METR). Essentially, the METR is a summary 

measure of all the various taxes, credits and 

deductions that affect business profitability and, at 

the margin, future business investment.1 

Canada’s METR on capital is in the middle of the 

pack compared to other OECD countries. Our 

average METR (not including transfer taxes) in 

2017 was 20.2 per cent. This figure compares 

favourably with our G-7 counterparts, but places 

Canada slightly above the OECD average of 17.3 

per cent.  

 

However, Canada has been trending in the 

opposite direction compared to most of these 

countries. The METR on new investment in Canada 

is up from 18.3 per cent in 2012. Meanwhile, the 

OECD average has fallen from 18.1 per cent to  

17.3 per cent in 2017, and the G7 average has 

fallen from 30.2 per cent to 26.2 per cent.  

                                                           
1 1   For more details on the METR and how it affects business 
investment, see: P Bazel, J. Mintz and A. Thompson 2017 Tax 
Competitiveness Report: The Calm Before the Storm, 
(February 2018). Available at: 

The larger issue is not how Canada’s tax 

competitiveness lined up in 2017; it is what lies 

ahead. US tax reform which took effect in 2018 

dramatically lowered corporate taxes and, 

therefore, the METR on capital in that country, from 

34.6 per cent in 2017 to about 18.8 per cent. 

Canada previously had a significant tax advantage 

over the US. We now have a modest tax 

disadvantage.  

 

Moreover, it is not just the US that is lowering 

business taxes. The UK is planning to lower its 

corporate tax rate from 19 per cent to 17 per cent 

by 2020. France is planning to reduce its OECD-

leading corporate tax rate from 33.3 per cent to 

25.5 per cent beginning in 2019.  These moves will 

https://www.policyschool.ca/wp-
content/uploads/2018/02/2017-Tax-Competitiveness-Bazel-
Mintz-Thompson-final.pdf. All METR data presented here are 
taken from that paper.   

Canada is bucking global tax 
trends

(change in METR, 2012-2017)

Canada US 2017 US 2018

Canada's tax advantage over the 
US has been eliminated

(METR on investment, in %) 

Note: These figuresinclude transfer taxes.

https://www.policyschool.ca/wp-content/uploads/2018/02/2017-Tax-Competitiveness-Bazel-Mintz-Thompson-final.pdf
https://www.policyschool.ca/wp-content/uploads/2018/02/2017-Tax-Competitiveness-Bazel-Mintz-Thompson-final.pdf
https://www.policyschool.ca/wp-content/uploads/2018/02/2017-Tax-Competitiveness-Bazel-Mintz-Thompson-final.pdf
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What about studies that rank Canada as being one of the most tax-competitive countries 

in the world? 

Several reputable accounting agencies publish reports that suggest that Canada is one of the most business tax-

competitive countries in the world. Two of the more widely-ŎƛǘŜŘ ƻŦ ǘƘŜǎŜ ŀǊŜ tǿ/Ωǎ tŀȅƛƴƎ ¢ŀȄŜǎ ǊŜǇƻǊǘ ŦƻǊ ǘƘŜ 

²ƻǊƭŘ .ŀƴƪΤ ŀƴŘ YtaDΩǎ /ƻƳǇŜǘƛǘƛǾŜ !ƭǘŜǊƴŀǘƛǾŜǎ ǎǘǳŘȅΦ Iƻǿ Řƻ ǘƘŜ ŦƛƴŘƛƴƎǎ ƛƴ ǘƘŜǎŜ ǊŜǇƻǊǘǎ ǎǉǳŀǊŜ ǿƛǘƘ ǘƘŜ 

ŜǾƛŘŜƴŎŜ ǘƘŀǘ /ŀƴŀŘŀΩǎ ōǳǎƛƴŜǎǎ ǘŀȄ ōǳǊŘŜƴ ƛǎ ŀōƻǾŜ ǘƘŜ h9/5 ŀǾŜǊŀƎŜ ŀƴŘ ŘŜǘŜǊƛƻǊŀǘƛƴƎΚ 

While there are many contributing factors, the answer lies primarily in the fact that these reports focus on the tax 

burden facing start-up companies. To make their determinations, both KPMG and PwC use the following general 

approach: they create models of fictional start-up companies and then examine the tax and other business costs 

those model companies would incur in each location (if they actually existed). 

Start-up companies in Canada benefit from our generous small-business tax deductions, which do not exist in the 

¦ƴƛǘŜŘ {ǘŀǘŜǎ ƻǊ Ƴŀƴȅ ƻǘƘŜǊ ƧǳǊƛǎŘƛŎǘƛƻƴǎΦ CƻǊ ǘƘƛǎ ǊŜŀǎƻƴΣ /ŀƴŀŘŀΩǎ ŎƻƳǇŀǊŀǘƛǾŜ ǘŀȄ ōǳǊŘŜƴ ŀǎ ƳŜŀǎǳǊŜŘ ƛƴ ǘƘŜǎŜ 

studies is very low.  

This approach is critically important for comparing the tax climate for new businesses, but the tax competitiveness 

issue facing Canada is about attracting new domestic or foreign investment from established companies. The small 

business tax rate is not an important consideration in such cases. 

erode Canada existing METR advantage over 

those countries as well. 

Meanwhile, Canada is moving steadily in the 

opposite direction. Over the past three years, 

provincial corporate tax rates have risen in BC, 

Alberta, New Brunswick and Newfoundland and 

Labrador. Canada Pension Plan premiums are 

rising, and escalating carbon pricing plans are 

being rolled out across the country. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

At the same time, government policy decisions are 

raising labour and energy costs, and businesses 

are no longer confident that major resource projects 

can be approved in a timely manner. 
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Why Canada 

Needs to 

Restore Its Tax 

Advantage 

Over The US    
Opponents of corporate tax reform point out that a 

country’s tax regime is just one of several factors 

that businesses consider when deciding where to 

set up operations. This is true. Wage rates, a 

skilled workforce, transportation and infrastructure 

networks, market size (and growth potential), and 

political stability/property rights are among the other 

important considerations that can sway investment 

decisions.        

 

 

 

 

 

 

 

 

Canada may have a skilled workforce, a stable 

political and legal system and adequate 

infrastructure networks, but these features are 

common to literally every other advanced 

industrialized economy in the world; in no way do 

they constitute a uniquely Canadian advantage or a 

reason to invest here. 

 

0 20 40 60 80 100

Cost of air travel

Construction costs

Overall tax burden

LƴǘŜǊƴŜǘ ŀƴŘ ŎŜƭƭǳƭŀǊ ƴŜǘǿƻǊƪ ǉǳŀƭƛǘȅΧ

Labour costs

Energy and utility costs

¢ǊŀƴǎǇƻǊǘŀǘƛƻƴ ƛƴŦǊŀǎǘǊǳŎǘǳǊŜ ǉǳŀƭƛǘȅΧ

¢ŀȄ ƛƴŎŜƴǘƛǾŜǎ ŦƻǊ ŀŘƻǇǘƛƴƎ ƴŜǿΧ

/ƻǎǘǎ ŀǎǎƻŎƛŀǘŜŘ ǿƛǘƘ ŜƴǾƛǊƻƴƳŜƴǘŀƭΧ

/ƻǎǘǎ ŀǎǎƻŎƛŀǘŜŘ ǿƛǘƘ ƘŜŀƭǘƘ ŀƴŘΧ

Project approval timelines

¢ŀȄ ƛƴŎŜƴǘƛǾŜǎ ŦƻǊ wϧ5Σ ƴŜǿ ǇǊƻŘǳŎǘΧ

The cost of employee benefits

Availability of financing

Labour force quality

Where does Canada have an 
advantage over the US?

(% of respondents)

Disadvantage Unsure Advantage
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Canada’s Disadvantage in Project Approval Timelines 

Not all business costs are financial; some are tied to the lengthy regulatory and approval processes 

businesses endure in Canada.  

Canada has a poor and deteriorating reputation when it comes to getting projects approved and built in a 

timely manner. The clearest evidence of this is the Kinder Morgan Trans Mountain pipeline project. Kinder 

Morgan filed its original application to the National Energy Board in December 2013. It received approval after 

completing a 29-month review process. However, more than four years later, the company still had no certainty 

that it could proceed and was on the cusp of walking away from the project. Federal intervention was needed 

to ensure that a simple pipeline twinning project on an established right-of-way could go ahead.  

This regulatory timeline issue is not just limited to controversial energy infrastructure projects. According to the 

World Bank, Canada ranks second worst in the entire world for the time it takes to obtain construction permits. 

Only Slovakia (286 days) has a worse record than Canada’s 249 days. By comparison, it takes between 73 

and 89 days to complete the same task in the United States. In other words, businesses can get shovels in the 

ground six months sooner if they invest in the US instead of Canada.  

Canadian businesses are acutely aware of these challenges. According to the results of our Tax Competitiveness Survey, 

73 per cent of respondents agreed that it is getting harder and harder to get anything built in Canada. More concerning 

still, almost 90 per cent say that Canada is losing out on new investment because our regulatory burden is growing 

larger, longer and less business-friendly. 

 

In fact, Canada has historically used its business 

tax advantage over the US to compensate for two 

major shortcomings: we are a smaller and less 

attractive market; and the overall business cost 

structure in Canada is higher than in the US. 

This challenge was highlighted by the results of 

CME’s Tax Competitiveness Survey. Businesses 

were given a list of 15 cost factors or investment 

considerations and asked where they thought 

Canada had an advantage over the US.  

In not a single instance did a majority of 

respondents believe Canada had an advantage. 

The best results were for labour force quality and 

the cost of employee benefits, where, respectively, 

46 per cent and 43 per cent of respondents thought 

Canada compared favourably to the US.  

In all other cases, survey respondents saw a cost 

disadvantage to operating in Canada. At the 

extreme end, not a single individual thought that 

Canada had an advantage in the cost of air travel. 

Similarly, only four per cent thought that Canada 

had better tax incentives for adopting new 

machinery, equipment and technologies; and about 

the same share thought that our construction costs 

were competitive. In addition, less than 10 per cent 

of respondents thought that Canada had an 

advantage in any of the following areas: 

Á Labour costs; (9.5%) 

Á Internet and cellular network quality and 

costs (8.5%); 

Á Project approval timelines (7.6%); 

Á Costs associated with environmental 

regulatory compliance (9.5%);  

Simply put, the cost structure in this country is 

higher than it is south of the border. Geography, 

climate, government policy, infrastructure, and 

population distribution and density all contribute to 

the challenge of doing business in Canada. Until 

recently, our tax advantage was the one area that 

helped to offset those challenges. That one 

advantage is now gone.  
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Consequences 
of an 
Uncompetitive 
Tax 
Environment 
Even when Canada had a tax advantage over the 

US, it was clearly not enough to fully offset the cost 

disadvantages described above. As a result, 

Canada has for years been struggling with three 

concurrent and interconnected challenges: our 

businesses have been underinvesting in capital, 

machinery and equipment; foreign direct 

investment in Canada has been drying up; and our 

value-added exports have been stagnant while our 

trade deficit in manufacturing is ballooning.  

Making matters worse, Canadian governments 

appear to be indifferent to these problems. Even as 

the business community expresses its growing 

concerns about Canada’s tax environment and the 

long-run implications for the Canadian economy, 

government leaders remain more focused on the 

distribution, rather than the creation of wealth. 

However, these trends cannot be ignored. They 

have dragged down economic growth in Canada 

and led to the loss of billions of dollars of foregone 

investment, to say nothing of the jobs that would 

have resulted from that investment.  If these 

challenges existed before US tax reform, they will 

be accelerated by those reforms unless direct 

action is taken.  

 

 

 

 

 

 

 

 

 

 

 

1. Businesses are underinvesting in their 

operations  

Business investment in new facilities, machinery, 

equipment and technologies is critical to driving 

productivity gains and expanding production. 

Those, in turn, are critical to export competitiveness 

and attracting foreign direct investment. 

However, Canada has one of the worst records in 

the entire OECD when it comes to business capital 

spending. In US-dollar terms, gross fixed capital 

formation in Canada rose by 8.8 per cent over the 

last five years. The average across the OECD was 

21.2 per cent and the average across the G-7 was 

21.8 per cent. Among the G-7, only Italy performed 

worse than Canada.  

 

 

30.4
28.1 26.2

21.8 21.2 20.9

15.6

8.8
6.6

Growth in business capital 
investment - most recent five 
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This lack of business investment is impacting 

productivity growth in Canada. From 2002 to 2016, 

labour productivity in Canadian manufacturing 

increased by an estimated 19.1 per cent – the 

weakest growth in the G-7 except, once again, for 

Italy. By comparison, manufacturing productivity in 

the US has risen by 48 per cent over that same 

period. Meanwhile, productivity growth is 

approaching 80 per cent in Ireland, 96 per cent in 

South Korea and 118 per cent in Taiwan.4 

The only consolation for Canada is that the 

productivity gap with the US and other G-7 

countries has narrowed slightly in recent years as 

productivity in those nations has stagnated. 

However, this is precisely one of the reasons why 

tax reform was initiated in the US. A spike in 

business investment is likely to trigger new 

productivity gains south of the border and Canada 

could find the productivity gap widening once again.  

The other result of Canada’s poor record on 

business investment is that companies are 

increasingly bumping up against capacity 

constraints because they have not been building 

new plants or expanding existing facilities. Capacity 

utilization in manufacturing has been rising steadily 

for three years and is now sitting at a 17-year high 

of 86.1 per cent. In some industries, it is well over 

90 per cent. Generally speaking, when an industry 

hits 80 per cent capacity, it signals approaching 

capacity constraints and the need to start planning 

investments in new facilities or expanding existing 

ones. This is not happening. Without new 

investment, Canada’s ability to expand 

manufacturing production will be severely limited, 

leading to slower overall economic growth. 

 

 

Why are Canadian companies not investing in their 

domestic operations? One of the main reasons is 

that they see Canada’s tax competitiveness 

deteriorating and expect that trend to continue. A 

full 92 per cent of Tax Competitiveness Survey 

respondents think that governments are looking for 

reasons to increase their tax bill.  

This expectation plays a critical role in affecting 

investment decisions. From initial planning to 

project execution is typically a 2-3 year process. If 

businesses anticipate future tax increases, they will 

factor that expectation into their decisions on where 

to make their next big investment. Perception 

matters just as much as the current reality. 

 

                                                           
4 Productivity data is taken from the ConferŜƴŎŜ .ƻŀǊŘΩǎ 
international comparisons of manufacturing productivity and 
unit labour costs trends. Data available at: 

https://www.conference-
board.org/ilcprogram/index.cfm?id=30139 
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2. Canada is losing out on foreign 

investment  

Canada’s eroding business climate is having a 

dramatic impact on our attractiveness as an 

investment destination. Even as global investment 

increases, the amount coming to Canada is drying 

up. According to data from the United Nations 

Conference on Trade and Development 

(UNCTAD), FDI flows into Canada in 2016 were 

down by 50 per cent compared to the pre-recession 

average in 2005-2007. Meanwhile global 

investment flows over that period increased by 20 

per cent. Before the recession, Canada attracted 

about 4.6 per cent of global FDI. In 2016, just 1.9 

per cent of investment came to Canada.  

 

More concerning still, there was a dramatic influx of 

investment into the United States over that same 

period; FDI flows south of the border increased by 

more than 110 per cent. From 2005-2007, the US 

attracted about 12.7 per cent of global investment. 

In 2016, that share had risen to over 22 per cent.  

The issue is much the same in terms of new 

greenfield projects. Globally, new greenfield 

investment activity around the world increased by 

7.3 per cent in 2016 compared to the 2005-2007 

average. In the US, meanwhile, investment rose by 

41 per cent. In Canada, however, it fell by 40 per 

cent over that same period.  

 

As noted above, the US is a larger, more attractive 

and more cost-competitive investment location 

compared to Canada. While this has historically 

always been the case, our eroding tax 

competitiveness is contributing to a dramatic shift in 

direct investment flows between the two countries; 

established businesses in North America are 

increasingly choosing to spend their next 

investment dollar in the United States. 

In 2013, Canada was a net beneficiary of direct 

investment flows between the two countries. US 

businesses invested $40.6 billion in Canada, while 

$25.7 billion of capital flowed south. Just four years 

later, the difference is stark. US investment in 

Canada has dropped by nearly half (to $23.1 

billion), while Canadian businesses are rapidly 

funnelling cash into US-based operations. 

Canadian investment in the United States has more 

than tripled in just four years – reaching $81.9 

billion in 2017. 

19.7

110.3

-50.1
World United States Canada

Foreign direct investment flows
(% change from 2005-2007 avg to 2016)

7.3

41.2

-40.1

World United States Canada
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The crux of the matter is this: These trends all pre-

date US tax reform. Canada used to offer a 

business tax advantage that partially compensated 

for the numerous other advantages that the United 

States had to offer. It was clearly not enough and 

now it is gone. Unless Canada takes action to 

improve business tax competitiveness, the capital 

exodus will only accelerate.  

3. Value-added exports are stagnant 

Canadian manufacturers have struggled in recent 

years to expand their global market presence. 

Since 2000, manufactured goods exports have 

risen by an average of only 0.7 per cent per year – 

well below the rate of inflation over that period. 

Meanwhile, exporters of raw materials and other 

non-manufactured goods have been far more 

successful. Foreign sales of those goods have 

increased by an average of 4.1 per cent over the 

last 17 years.  

 

The result is that Canada has a large and growing 

trade deficit in manufactured goods. In 2000, 

Canada’s manufacturing trade balance was roughly 

even – our trade surplus with the United States was 

offset by a trade deficit with Asia and other markets 

around the world. Since then, however, our positive 

trade balance with the US has eroded and our 

negative balance with other countries has 

ballooned. In 2017, Canada’s manufacturing trade 

deficit reached a record $136 billion. 

 

This imbalance is the result of a combination of 

factors. The erosion of Canada’s preferential 

access to the US market; a lack of meaningful 

market access gains in new trade agreements; and 

unfair trading practices flooding the Canadian 

market with underpriced goods have all played a 

role. 

However, the role of our declining record on new 

investment and productivity growth, as well as our 

high cost base, cannot be ignored. US businesses 

are outcompeting Canada in foreign markets in part 

because their lower after-tax cost structure allows 

them to submit more competitive pricing quotes to 

win new/future business. Our widening trade deficit 

in manufacturing can only be reversed if our 

domestic business cost structure improves.  
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The Need for 

Immediate Tax 

Changes in 

Canada 
The challenges described above – stagnant capital 

investment; declining FDI and a deteriorating trade 

position – all pre-date US tax reform. In other 

words, they existed at a time when Canada had a 

business tax advantage over the US. Now that that 

advantage is gone, there is nothing left to 

compensate for our higher cost structure. Canada’s 

other selling points – a growing economy, a stable 

political and legal system, and access to a skilled 

workforce – are common to every other 

industrialized country in the world. In no way do 

they distinguish Canada from our competitors. 

Canada needs to act immediately to restore its 

business tax advantage over the US. The business 

community has clear views on the specific tax 

changes that are needed. CME’s Tax 

Competitiveness Survey offered businesses a 

range of potential tax changes and asked them to 

list their top three in terms of which would have the 

greatest positive impact on their operations. A full 

72 per cent of those surveyed chose a general 

reduction in the combined federal/provincial 

headline corporate tax rate.  

The second most popular response was to match 

US tax reform provisions that allow businesses to 

directly expense qualifying asset purchases – 

providing an immediate 100 per cent tax write-off. 

Sixty-one per cent of respondents identified this 

step as one of their top priorities.  

 

 

 

 

 

 

 

 

 

At the opposite end of the spectrum, businesses 

were least interested in specific targeted tax 

changes. Less than five per cent prioritized 

expansion of the Strategic Innovation Fund. Only 

six per cent called for the introduction of a patent 

box system that would grant tax credits to income 

generated from qualifying intellectual property; and 

nine per cent prioritized expansion of the Canada 

Job Grant. This is not to suggest that these 

programs do not have value; simply that changes 

elsewhere are more urgently needed.  

Canada needs to take immediate action to stem our 

declining tax competitiveness relative to the US. 

Based on our survey results: 

Recommendation 1: The federal and provincial 

combined corporate tax rates should be 

immediately lowered from about 28 per cent to 

20 per cent. The reduction should be evenly 

split between the two levels of government.   

The average corporate tax rate worldwide sits at 

about 23 per cent today. This reduction would 

restore Canada’s tax advantage over the US and 

would ensure our continued competitiveness with 

other jurisdictions around the world.  
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Recommendation 2: The Government of Canada 

should match the accelerated capital cost 

allowance provisions now in place in the United 

States, giving businesses an immediate 100 per 

cent tax write-off on qualifying capital asset 

purchases.  

 

 

 

The 100 per cent bonus depreciation in the US is a 

temporary measure. However, it will have a 

significant effect on business investment in that 

country. Matching these provisions will not give 

Canada an advantage over the US; it will simply 

level the current playing field. 
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Reduce federal/provincial corporate tax rates from
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Provide businesses with an immediate 100% tax write-
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Simplify the tax code
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Provide businesses with an immediate 100% tax write-
off on employee training costs
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Introduce a patent box system providing tax relief on
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Expand the size and scope of the Strategic Innovation
Fund

Which of the following tax changes would have the greatest positive 
impact on your business? 

(select up to three)
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Arguments 

Against 

Corporate Tax 

Cuts 
Although the need for corporate tax cuts is urgent, 

it goes against prevailing public sentiment. 

Governments across the country are increasing 

taxes on the business community largely on the 

belief that corporations need to “pay their fair 

share.” This belief has led to the public circulation 

of several misleading or outright false claims about 

the (lack of) social and economic benefits that 

result from lowering corporate taxes. Some of the 

more common such claims are discussed below.   

1. Corporate tax cuts only result in 

businesses stockpiling cash 

 

One of the widespread criticisms of corporate tax 

cuts is that as tax rates have fallen since the early 

2000s, the result has been huge growth in business 

cash reserves. In other words, corporations are 

hoarding the extra cash from lower taxes and not 

putting that money to any productive use.  

It is true that the amount of cash (and deposits) 

held by businesses has risen over time. At the end 

of 2000, before the decline in CIT rates, businesses 

in non-financial industries held about $75.5 billion in 

cash reserves. By the end of 2017, that total had 

risen to almost $404 billion – an increase of 435 per 

cent.  

There are several reasons for this increase, none of 

which has to do with corporations hoarding “dead 

money.” First, through inflation and growth, the 

overall size and value of business operations has 

also expanded over that time. Expressed as a 

percentage of total corporate assets, the increase 

in cash reserves is much smaller – from about 4.4 

per cent of total assets in early 2000 to about 8.0 

per cent by the end of 2017.  

 

 

 

 

 

 

 

 

 

The remainder of the increase in cash is the result 

of a general change in corporate asset mixes over 

time. While cash reserves have risen, there has 

been a corresponding decline in accounts 

receivable and in inventory levels. In other words, 

businesses are more agile today than they were 17 

years ago. The extra cash on hand is there in case 

production needs to increase suddenly, and 

because of faster, more efficient payment systems. 

2. Corporate tax cuts have no impact on 

employment 

Economic theory suggests that there is a direct link 

between business profitability and employment; as 

after-tax profits increase, companies have more 

money to invest in expanding their operations or to 

distribute in dividends to investors who finance 
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business growth elsewhere. As businesses grow, 

they hire more people. 

Some critics dispute this view, suggesting that 

corporate tax cuts since 2000 have not resulted in 

additional job creation in Canada. The evidence, 

however, upholds the economic theory. The chart 

below plots year-over-year growth in corporate 

profits against employment growth. There is a clear 

relationship between the two; with a small time lag, 

employment growth generally follows movements in 

corporate profitability.  

 

The relationship is most evident during recession 

and recovery periods when wide swings in 

profitability have the biggest impact on hiring 

activity. Even more recently, however, the 

connection is evident. Sluggish profit growth since 

2012 corresponded with a period of disappointing 

job creation. It was only as corporate profits began 

to recover in 2016 that Canada saw a 

corresponding upswing in employment growth. 

3. Tax cuts have not increased capital 

investment  

As noted above, Canadian businesses underinvest 

in capital compared to their global competitors. This 

chronic underinvestment has been interpreted as 

an indictment of the value of corporate tax cuts: if 

corporate tax cuts in the 2000s did not trigger an 

investment boom, why would it be different this 

time?   

The evidence clearly shows that there is, in fact, a 

very close relationship between after-tax profits and 

capital spending in Canada. That relationship holds 

true for both investment in structures, as well as in 

machinery and equipment. In fact, the only period 

in the past 25 years where that association failed to 

hold was in the late 1990s at the height of the tech 

bubble.  

 

This general relationship suggests a more troubling 

conclusion. If after-tax profits determine investment 

and investment is lagging, then it follows that 

Canadian businesses underinvest because they 

are not profitable enough. Corporate tax cuts have 

helped business investment, but more needs to be 

done to improve business conditions in Canada.  

4. Corporate tax cuts reduce government 

revenues 

Intuitively speaking, it stands to reason that 

lowering corporate taxes would negatively impact 

government revenues and thus the ability to finance 

important public services. Corporate income taxes 

are, after all, a significant source of government 

revenue, adding about $42 billion to federal coffers 

alone every year. 

However, the evidence on the impact of corporate 

tax cuts comes to the opposite conclusion. Even 

though corporate tax rates fell through the 2000s, 

not only did federal CIT revenues increase, but 
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even the share of government income coming from 

corporate taxes went up.  

In the mid-1990s, the federal corporate income tax 

rate (including the corporate surtax) was 28.84 per 

cent. At that time, corporate taxes accounted for 

about 11 per cent of federal government revenues. 

As CIT rates were cut in the 2000s, the share of 

federal revenues coming from corporations 

increased to 17.2 per cent just before the global 

financial and economic crisis in 2008-2009.  

 

Business tax revenues dipped in in the aftermath of 

the crisis as corporate profits plunged. Since that 

time, they have been recovering. However, the rate 

of recovery has been slow, owing to weak 

corporate profit growth over the last five years. 

Even so, the federal government collected about 

14.4 per cent of its total revenue from corporate 

taxes (at a rate of 15 per cent) last year – more 

than in the mid-1990s when corporate tax rates 

were almost twice as high.  

 

 

 

 

 

Obviously, there is a limit to how far corporate 

taxes can be cut without causing government 

revenues to fall. However, the evidence suggests 

that that point has not yet been reached.  

5. Corporate tax cuts just end up in the 

pockets of wealthy CEOs 

There is no denying the fact that executives 

compensation at large companies has soared over 

the past 20 years. However, this trend has little or 

nothing to do with corporate taxation. First, salaries 

are set by corporate boards and while company 

profitability may play a role in determining bonuses, 

there are plenty of examples of CEOs who have 

earned lucrative incomes despite average or even 

poor results. This is a corporate governance issue, 

not a corporate tax issue. 

Second, personal compensation is taxed through 

the personal income tax system. High executive 

salaries do not represent foregone government 

revenues. In fact, they are taxed at higher rates 

than corporate income. Finally, while the trend of 

inflating salaries was taking place at the same time 

as business taxes were falling, the two are not 

connected. Rising executive compensation 

predates income tax cuts and has since continued, 

even though federal corporate tax rates in Canada 

have been unchanged since 2012.  
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Towards 

Longer-Term 

Tax Reform   
The immediate business tax changes 

recommended earlier are only a stopgap solution to 

Canada’s broader competitiveness problem. A 

simple cut to corporate taxes and enhanced capital 

cost allowances are not the silver bullet solution to 

the litany of economic challenges facing this 

country. They merely buy Canada the time it needs 

to pursue more fundamental tax reforms.  

1. Other Tax Issues 

On top of the issues described above – slow capital 

investment growth, declining FDI, and stagnant 

value-added exports – there are two others that 

need to be part of the discussion around 

comprehensive tax reform.  

a. Personal income taxes 

The first of these is the growing gap in personal 

income taxes between Canada and the US. 

According to our survey results, high personal 

income taxes affect businesses in three ways. They 

deter innovation and entrepreneurship; they 

discourage foreign investment; and they contribute 

to labour shortages by making it more difficult to 

attract and retain top talent.  

Nearly 69 per cent of survey respondents believe 

that high personal income taxes deter innovation 

and entrepreneurship. Entrepreneurs and 

innovators take risks. They forego income and 

security in the short term in the hopes of a payoff 

down the road – a payoff that creates jobs, 

economic growth and revenue for governments. 

The problem is that the higher personal income 

taxes rise, the smaller that payoff becomes. If the 

potential benefits are outweighed by the ongoing 

risks, innovation and entrepreneurship will be 

stifled. Or, alternatively, that activity will migrate to  

 

 

 

 

 

a jurisdiction where the rewards are higher. In that 

case, Canada will lose out not only on the 

innovation potential, but the resulting tax revenue 

as well. 

In a similar vein, 58 per cent of survey respondents 

believe that high income taxes discourage foreign 

companies from setting up in Canada. Industry 

leaders are effectively being asked to take a pay 

cut to come to Canada and they worry about being 

able to bring skilled workers here for the same 

reason; more than half of survey respondents said 

that high income taxes force them to raise wages to 

compensate workers for the loss in take-home pay. 

Finally, businesses are concerned about the impact 

of high personal taxes on their ability to attract and 

retain top talent. A full 60% of survey respondents 

agreed that high personal income taxes make it 

difficult to attract talent from other countries. This is 

especially true in high-tech industries where wages 

in the US are far higher than in Canada while taxes 

are lower. Meanwhile, just over half of respondents 

said that Canada is losing the best and brightest in 

our talent pool because of the draw of lower taxes.  

b. Tax system complexity 

Canada’s tax code is becoming increasingly 

complex. Both on the personal as well as the 

corporate side, the trend has been towards a 

growing number of boutique credits, exemptions, 

deductions, and even tax increases, aimed at 

achieving narrow policy goals or incentivizing 

certain types of behaviour. While CME has certainly 

advocated for tax changes of this type in the past – 

and will continue to do so in future – our objective 

has always been the broadest of policy and 

economic goals: to boost investment, growth and 

productivity. Working for change within the existing 
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tax system does not mean that the system itself 

cannot be improved.  

Indeed, there is still a place for targeted tax 

measures to encourage certain types of activity, but 

the breadth and range of existing tax measures is 

growing ever more onerous. This increasing 

complexity is perhaps best illustrated by the 

evolution of the Income Tax Act itself. In 2017, 

Canada celebrated (perhaps using the term 

loosely) the 100th anniversary of the Income Tax 

Act. The original 1917 document was 43 pages in 

length. The most recent version of the Income Tax 

Act is about 3,200 pages long. Although, to be fair, 

the former document was English-only while the 

latter was bilingual.  

This is not to suggest that we should turn back the 

clock on 100 years of tax evolution. However, the 

weight of 3,200 pages of tax code is affecting our 

businesses. More than 82 per cent of respondents 

to our Tax Competitiveness Survey disagreed that 

Canada’s tax system is simple, and the compliance 

burden is low. On top of that, nearly 88 per cent 

believe that the tax system is growing more 

complex, and 85 per cent think that complying with 

tax requirements is growing more costly and time-

consuming. 

2. Outcomes Based Taxation 

The fundamental tax reform that Canada needs is 

about reshaping our tax system to achieve key 

strategic public policy goals. Specifically, Canada 

needs its tax structure to encourage investment, 

innovation and growth. These are the instruments 

by which wealth and jobs are created. They are the 

foundation upon which our public and social 

services are based.  

Taxation is an enormously complex subject and 

reform options are virtually endless. As a first step, 

it is therefore critical to identify the specific 

objectives and behavioural incentives that we want 

our tax structure to pursue. Based on our research,  

 

 

 

survey results and consultation with member 

businesses, CME has developed a list of those 

objectives. Reform needs to be focused on creating 

a tax system that drives specific outcomes:  

Á Investment in productivity-enhancing 

machinery, equipment, software and 

technology; 

Á Attracts foreign direct investment to 

Canada; 

Á Encourages innovation and 

entrepreneurship; 

Á Rewards companies for growing, not for 

being small;  

Á Supports workplace training and 

upskilling; and 

Á Growth in wealth creating, value added  

exports. 

In addition to these economic goals, tax 

modernization is also needed to adapt to the 

increased digitization of the global economy, as 

well as ongoing tax evasion issues such as the loss 

of revenue to offshore tax havens.  

3. A Royal Commission on Taxation 

Such a tax system cannot be developed overnight. 

It requires thorough analysis, extensive 

consultations and meticulous planning and design. 

Moreover, it is too complex and divisive a subject to 

be left in the hands of non-experts or those with 

vested political interests. An expert, independent 

body is needed; one chaired by and staffed with tax 

and economic policy experts. That body needs a 

clear mandate and the time and resources 

necessary to do the job right. CME recommends 

that: 
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Recommendation 3: The Government of Canada 

should appoint a Royal Commission on 

Taxation chaired and staffed by tax and 

economic policy experts to review Canada’s tax 

system. The Commission should be tasked with 

making wholesale reforms that modernize and 

simplify Canada’s tax code. The overarching 

goal of these reforms should be to create a tax 

system that encourages innovation, investment 

and economic growth.  

Although it has been 56 years since the last Royal 

Commission on Taxation, there have been other 

reviews of business taxation in Canada since. 

These efforts include the 1997 Report of the 

Technical Committee on Business Taxation, and 

the 2008 report by the Advisory Panel on Canada’s 

System of International Taxation.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

There are several important differences between 

our proposed Royal Commission and these studies. 

First, the Royal Commission would not be limited to 

business taxes, but the competitiveness of the 

entire Canadian tax system. Second, it would focus 

on wholesale rather than incremental reform, with 

an emphasis on tax simplification. Third, it would 

engineer the entire tax system around supporting 

economic growth and investment.  

Finally, the success of a Royal Commission on 

Taxation depends entirely on getting its 

recommendations adopted. A Royal Commission 

report has little value if it ends up gathering dust on 

a shelf. The federal government needs to provide 

such a Commission with a clear scope and 

mandate, with the expectation that its final 

recommendations will be fully adopted.   
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Conclusion 
The need to act on tax competitiveness in Canada 

is urgent. Our global investment attractiveness is 

eroding as a range of tax, policy and regulatory 

measures steadily add to the cost of doing 

business in this country. Until recently, these 

measures were merely chipping away at Canada’s 

existing business tax advantage over the United 

States. With recent tax reforms south of the border, 

that advantage is now gone, and the two countries 

are trending in opposite directions.   

Even prior to US tax reform there were signs of 

trouble. Hundreds of billions of dollars of potential 

investment have evaporated in recent years and 

gone elsewhere. Canadian businesses have been 

underinvesting in new capital, machinery and 

equipment. Our share of global foreign direct 

investment is declining. Canadian investment in the 

US has been rising, while US investment in Canada 

has slowed to a crawl.  

These trends will only accelerate unless steps are 

taken to restore our tax competitiveness. Our 

previous tax advantage over the US was critical to 

offset the numerous other disadvantages to doing 

business in this country – our small market, sparse 

population, cold climate, and relatively high cost 

structure. Canada is now in the position where that 

tax advantage is gone, but our shortcomings 

remain.  

The business community is worried about these 

developments. Our survey results indicate that, 

unless Canada responds, US tax reform will lead to 

more Canadian businesses making their next big 

investment in the United States instead of here at 

home, and a further reduction in foreign investment 

coming to Canada.  

 

 

 

 

 

 

 

 

 

More concerning still, our political leaders do not 

recognize the problem. They have adopted a wait-

and-see approach to US tax changes and point to a 

modest recovery in capital spending and Canada’s 

strong GDP growth in the first half of 2017 as 

evidence that all is well. This is the wrong 

approach; it will only lead to more lost investment 

and foregone economic growth.  

Canada needs to take immediate action to restore 

our tax advantage over the United States. In the 

short term, two specific steps are required. First, 

Canada should lower its headline corporate income 

tax rate by a combined eight percentage points 

federally and provincially. Second, the federal 

government should match the recently-introduced 

US capital cost allowance provisions that allow for 

an immediate 100 per cent write-off for qualifying 

capital asset purchases.  

These immediate steps will buy Canada the time 

required to implement longer-term fundamental tax 

reform. Canada needs to simplify and modernize its 

entire tax system. That system needs to be built on 

the foundation of achieving key strategic economic 

outcomes: encouraging innovation, investment and 

growth. For this reason, Canada needs to establish 

a Royal Commission on Taxation chaired and 

staffed by tax and economic policy experts. That 

Commission should be tasked with developing a 

competitive, modern and business-friendly tax 

system for the 21st century.  

CME firmly believes that Canada can once again 

become an attractive place in which to do business. 

It requires bold thinking and conviction. Our future 

prosperity depends on getting this right. 
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Appendix 

Survey Results 

Table
Canadian Manufacturers & Exporters’ survey on tax competitiveness was conducted online from January 23rd 

to March 18th, 2018 and attracted 315 responses. Detailed survey results are presented below. 

Do you agree or disagree with the following statements about business taxes in Canada? 

(% of respondents) Agree Disagree Unsure 

Canada's business tax burden is increasing 91.5 2.8 5.7 

The tax system is becoming more complex 87.7 4.7 7.5 

Complying with tax requirements is becoming more costly and time-
consuming 

 
84.9 

 
3.8 

 
11.3 

There is a growing gap between Canada's business tax regime and those of 
our key international competitors 

 
83.8 

 
5.7 

 
10.5 

 

Do you believe that governments are supporting your company's efforts to grow and be more 
productive/competitive? 

(% of respondents) Yes No Unsure 

Federal government 9.4 83.0 7.5 

Provincial government 17.0 74.5 8.5 

Municipal government 13.3 66.7 20.0 

Thinking about the current tax system, please rank each of the following statements on a scale of 1 to 5, 
where 1 is "strongly disagree" and 5 is "strongly agree" 

(% of respondents) 1 2 3 4 5 

The tax system is simple, and the compliance burden is low 53.8 28.3 13.2 2.8 1.9 

The total amount of tax we pay is fair and reasonable 36.8 42.5 14.2 2.8 3.8 

We have access to significant tax incentives (credits, refunds, etc) to 
invest in new capital, machinery and equipment 

 
42.5 

 
20.8 

 
29.2 

 
4.7 

 
2.8 

We have access to significant tax incentives to invest in workforce 
training 

 
33.0 

 
31.1 

 
20.8 

 
12.3 

 
2.8 

We have access to significant tax incentives to invest in innovation, 
research and new product development 

 
34.3 

 
29.5 

 
22.9 

 
10.5 

 
2.9 

Canada has one of the most competitive business tax environments in 
the world 

 
50.9 

 
28.3 

 
19.8 

 
0.0 

 
0.9 
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In which of the following areas do you believe Canadian businesses have an advantage over their US 
competitors? 

(% of respondents) Advantage Disadvantage Unsure 

Overall tax burden 7.5 81.1 11.3 

Energy and utility costs 18.1 74.3 7.6 

Labour costs 9.5 81.0 9.5 

Construction costs 4.2 83.2 12.6 

Transportation infrastructure quality and costs 13.3 67.6 19.0 

Internet and cellular network quality and costs 8.5 81.1 10.4 

Cost of air travel 0.0 84.8 15.2 

Project approval times 7.6 49.5 42.9 

Costs associated with health and safety regulations 26.7 51.4 21.9 

Costs associated with environmental regulatory compliance 9.5 61.0 29.5 

Tax incentives for adopting new machinery, equipment and 
technologies 

 
3.9 

 
62.1 

 
34.0 

Tax incentives for research, development and new product 
commercialization 

 
14.2 

 
46.2 

 
39.6 

The cost of employee benefits 42.9 43.8 13.3 

Labour force quality 46.2 25.5 28.3 

Availability of financing 19.0 34.3 46.7 

 

Recent tax reforms have widened the personal income tax gap for high-income individuals in Canada and 
the United States. With that in mind, please rank each of the following statements on a scale of 1-5, where 1 
is “strongly disagree” and 5 is “strongly agree" 

(% of respondents) 1 2 3 4 5 

High personal income taxes have no effect on our business 53.8 17.9 17.9 4.7 5.7 

We need to pay higher wages to compensate for higher taxes 11.3 16.0 20.8 32.1 19.8 

High personal income taxes make it difficult to attract top talent from 
other countries 

 
11.3 

 
11.3 

 
17.0 

 
24.5 

 
35.8 

The best and most talented workers end up moving to the US (or 
elsewhere) where taxes are lower 

 
9.4 

 
12.3 

 
27.4 

 
29.2 

 
21.7 

High personal income taxes discourage foreign businesses from setting 
up in Canada 

 
10.4 

 
8.5 

 
23.6 

 
26.4 

 
31.1 

High personal income taxes deter innovation and entrepreneurship 13.2 5.7 12.3 30.2 38.7 

 

Thinking about recent US tax reforms, do you agree or disagree with the following statements? 

(% of respondents) Agree Disagree Unsure 

More Canadian businesses will move to the US 70.8 6.6 22.6 

Canadian businesses will be more likely to make their next big investment in 
the US instead of in Canada 

83.0 3.8 13.2 

It will be more difficult to compete with US companies in the Canadian 
market 

86.8 10.4 2.8 

It will be more difficult to compete with US companies in foreign markets 
(including the US) 

78.3 7.5 14.2 

Foreign companies will be less likely to invest in Canada 80.2 4.7 15.1 

There will be no significant impact 5.9 78.4 15.7 
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Do you agree or disagree with the following statements? 

(% of respondents) Agree Disagree Unsure 

It is getting harder and harder to get anything built in Canada 72.6 11.3 16.0 

The United States is a more attractive place in which to invest than Canada 77.4 11.3 11.3 

Canada does not have a competitive business environment compared to the 
US 

 
80.2 

 
15.1 

 
4.7 

Governments today are looking for reasons to increase my tax burden 88.7 6.6 4.7 

Personal income taxes are too high 89.4 6.7 3.8 

Canada is losing out on new investment because our regulatory burden is 
becoming larger, longer and less business-friendly 

 
89.5 

 
4.8 

 
5.7 

 

If your company has made investments in the US in the last five years, what were the reasons for investing 
there and not in Canada? (Select up to three) 

(% of respondents)  

Our company has not invested in the US in the last five years 50.3 

We were offered significant tax holidays, incentives, etc. 14.1 

US governments worked hard to make us feel welcome and accommodate our needs 16.7 

The location was close to our target market 32.1 

Uncertain access to the US market made it a safer bet to invest there instead of in Canada 12.8 

The regulatory burden and approval timelines were lower than in Canada 12.8 

US workers are more productive 2.6 

Labour costs were lower 17.9 

We had better access to skilled workers 5.1 

We had better access to innovative new technologies and ideas 1.3 

Economic growth prospects in the US are better than in Canada 30.8 

 

Which general approach to incentivizing investment in your business do you think is the MOST effective? 

(% of respondents)  

General tax cuts 67.0 

Indirect supports (accelerated capital cost allowance, SR&ED, etc.) 20.8 

Direct government supports (Strategic Innovation Fund, Atlantic Innovation Fund, Canada Small 
Business Financing Program, etc.) 

 
12.3 

 

Which of the following general tax changes do you think would be most helpful in encouraging your 
company to expand production/operations in Canada? (Rank these in order of priority) 

 

(% of respondents) 1 2 3 4 5 6 

Lower the headline federal/provincial corporate tax rate 53.8 14.2 14.2 7.5 5.7 4.7 

Provide more tax support for investment in facilities, machinery, 
equipment and technologies 

 
23.6 

 
34.0 

 
21.7 

 
9.4 

 
4.7 

 
6.6 

Improve tax simplicity and lower the compliance burden 13.2 23.6 22.6 16.0 23.6 0.9 

Provide more tax support for R&D and new product development 3.8 11.3 20.8 27.4 24.5 12.3 

Provide more tax support for workforce training and skills 
development 

 
3.8 

 
12.3 

 
17.0 

 
30.2 

 
25.5 

 
11.3 

Make CRA audits faster and less burdensome 1.9 4.7 3.8 9.4 16.0 64.2 
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Which of the following specific tax changes do you think would have the greatest positive impact on your 
business? (Select up to three) 

(% of respondents)  

Reduce federal/provincial corporate tax rates from about 28% to 20% 71.7 

Allow businesses to directly expense asset purchases, providing an immediate 100% tax write-off 60.4 

Allow businesses to directly expense employee training costs, providing an immediate 100% tax 
write-off 

 
20.8 

Establish a federal manufacturing and processing income tax rate of 10% (compared to the 
general corporate rate of 15%) 

 
44.3 

Simplify the tax code 33.0 

Expand existing tax credits for investment in new machinery and equipment 22.6 

Expand the Canada Job Grant 8.5 

Expand the size and scope of the Strategic Innovation Fund 4.7 

Reform provincial sales taxes (if applicable) 9.4 

Lower property taxes 15.1 

Expand the SR&ED program to support research, innovation and new product commercialization 20.8 

Introduce a patent box system that would provide tax relief on income generated from qualifying 
intellectual property 

 
5.7 

Introduce a 100% offsetting credit on purchases of new machinery, equipment and technology for 
every dollar in carbon taxes paid 

 
15.1 

 


