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Introduction
Productivity is at the heart of economic growth and
prosperity, but is a concept poorly understood by
general audiences.
The consensus view among economists is best
captured in a commonly cited quote by Paul Krugman
who said, “Productivity isn’t everything, but, in the
long run, it is almost everything. A country’s ability to
improve its standard of living over time depends
almost entirely on its ability to raise its output per
worker.”
Despite near-universal appreciation among
economists of its importance, productivity is often
poorly explained and thus commonly misunderstood.
For instance, some assume that policies to increase
productivity are meant to get workers to work
harder: fewer breaks, tighter deadlines, and more
tasks—with increased pressure to perform and
produce. In fact, it is quite the opposite. Increasing
productivity is about increasing the capabilities of
workers so individual Canadians can add more value
with the same amount of time and resources, which
increases individual wages and thus standards of
living.

Our goal in this work was to decompose the concept of
productivity by getting at the heart of what it is: a
human desire to continuously improve—always
seeking to do better with the resources we have been
given—and to reach our full potential, both individually
and as a society.
Specifically, we set out to better understand its
influence in Canadians’ lives; why productivity growth
has waned in recent decades; why Canada’s
productivity lags that of the US; and—informed by
these lessons—determine what we can do to set a
foundation for greater opportunity and prosperity for
the next generation.
Canadians have experienced several years of low
productivity growth and, with that, a near-stagnation of
wages, all before the onset of the pandemic. If there
was ever a time to dig deeper into the concept of
productivity, that time is now.
We hope our exploration of this topic will be but a
starting point for further research, interest, and
discourse on this important issue. At the end of the
day, productivity is about improving the opportunity,
standards of living, and quality of life for all Canadians.

Part of it, too, is that there is a lack of
comprehensive analysis on issues related to
productivity which are important to Canadians.
These include questions like: Why has the standard
of living not increased like it used to? And, why do
Americans tend to earn more on average? We set
out to change this.
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A story of progress: Productivity—what it is, and
why you should care
Economists have something of an obsession with the
concept of productivity. Already this year, Canadian
economists have made for some sensational
headlines regarding the country’s productivity. Just
over the last couple of weeks alone, they have made
the following claims:
Canada’s productivity growth has been falling
behind its peers and we need to act now;
Low productivity is what is making Canada poor;
and
Fixing the “productivity problem” is essential to
paying down the federal government’s growing
debt from COVID.
So, what is all the fuss about productivity? Is it really
the be-all end-all economists are making it out to be?
In fact, productivity is not just an esoteric concept or
a directive to get people to work harder. And, if you
care about issues like poverty and spending quality
time with your loved ones, then it’s something you
care about, too.

A story of progress
The role of productivity in making our lives better is
best captured when we think back to life for our great
grandparents. A hundred years ago, the average
employed Canadian worked about 45 hours a week,
and between 30% and 40% of their wages went to food
alone. At this time, roughly 5% of Canadians lived in
extreme poverty defined as a “severe deprivation of
basic human needs.”
This meant traveling for a vacation was rare and
international travel was an option for only the very
wealthy; enjoying a small pleasure like a candy bar was
often saved for special occasions; and keeping in touch
with someone a couple of provinces away meant sitting
in a Model T—if you were fortunate enough to own one
—for about double the time it would take today or
waiting weeks for mail to be sent and returned (most
households did not have their own phone).
Fast forward to current times (for a fair comparison,
prior to COVID).
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Canadians in the workforce work an average of 33
hours a week, with an extra 12 hours of leisure a
week and about 10 more days of vacation per year.
Just 9% of the average Canadian’s wages go to
food, and less than one half of one percent live in
extreme poverty. Vacations are not just for the
wealthy; small pleasures can be enjoyed regularly;
and catching up with a friend “face-to-face” in
Manitoba or Quebec is just a phone call away. The
sum total? Average income, as measured by GDP
per capita, increased from $9,300 in 1920 (in
today’s dollars) to about $60,000 today.
Underpinning all this growth and improvement in
living standards was an increase in productivity.
This is what economic progress looks like. It is not
about money; it is about the quality of life and
freedom of choice that comes with it. At the heart of
this progress is that all-important concept:
productivity. Productivity growth is therefore an
obsession with reason. It is not dry and humanless,
as it sometimes sounds. On the contrary, it is a
fundamental part of being human: it represents a
desire to continuously improve and advance, always
seeking to do better with the abilities and resources
we have been given.

Looking to the future
While looking back 100 years paints a pretty rosy
picture of an improving life in Canada, there is no
doubt that challenges remain and there is still room
for improvement. About 7% of Canadians earn less
than what has been defined as the “low-income cutoff” (families that allocate 20 percentage points
more of their income than the average family on
basic necessities); there remains a large
“connectivity gap” in access to reliable, high-speed
internet connection (something now a necessity for
most work and education); and Canadians’ earnings,
on average, have been stagnant over the last five
years.
If we want our children and the next generation to
have more and greater opportunity for a fulfilling life,
the answer is the same as what got us from where
we were in 1920 to today: productivity growth.
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So, what exactly is productivity
and how does it affect our
standard of living?

How do we measure a concept
like productivity in a modern
world?

Economists define productivity differently from how
it is sometimes used conversationally. When a friend
asks if you had a productive day, you might answer
based on how hard or how long you worked that day.

Though there are many ways to measure a
country’s productivity, our analysis focuses on one
of the most common measures: labour productivity.
Labour productivity is the value of goods or services
an average worker produces in an hour.

Productivity in the economic sense is actually the
opposite: it’s about being able to do the same
amount of work with less time, energy, or resources.
Alternatively, you could think of it as doing more with
the same amount of time, energy, or resources.
As an example, it used to take over 100 hours of
labour to produce a car. Now, it takes just 30. This
improvement is thanks to the ingenuity of individuals
who figured out how to utilize tools and software
(e.g., robots) to do the literal heavy lifting of the
process. Now, instead of a production line of
workers, humans work side-by-side with robots as
an integral part of the production process.
This example highlights two important ways in which
productivity growth increases our standard of living.
First, when we can produce more cars in fewer
hours, it lowers the cost of each vehicle and makes
them more affordable to more people. Second, each
individual worker produces more cars in a given
week and is therefore more valuable than the
individual workers on the production line 100 years
earlier. This drives up wages as each worker is
“worth” more.
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For some types of work, this might be
straightforward. For instance, we could pretty easily
calculate the productivity of a hair stylist by taking
the dollar value of services they provide in a typical
day divided by the number of hours they work per
day.
For other work, it’s less obvious. Imagine an
individual who plays a supporting role for a company
—say, HR, finance, accounting, or someone who
works to increase user engagement at a social
media company. In cases like these, the best way to
think about increasing productivity is whether or not
these individuals have the tools and knowledge to
complete the same amount of work in less time.
Though it’s conceptually important to understand
what a productivity increase would look like for each
of these workers, it is not necessary to calculate the
individual productivity of each. This is because the
economic value of all workers in Canada in
aggregate can be estimated by Canada’s total GDP,
which can then be divided by the total number of
hours worked to give us our measure of
productivity.
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How does a country increase its
productivity?
As Charles Wheelan says in Naked Economics,
“Fostering productivity growth is like raising children:
we know what kinds of things are important even if
there is no blueprint for raising an Olympic athlete or
a Harvard scholar.” The “kinds of things” that are
important are the following, which we will discuss in
greater detail later:
Human capital—the whole of the knowledge,
skills, experience, and ingenuity of the workforce
Physical capital—all of the things—tools and
technologies—that help workers to do their job
(e.g., cash registers, computers, software, trucks,
excavators, AI)
Political institutions—this includes all of the ways
in which institutions can support the growth of
human or physical capital

Doesn’t productivity reduce the
number of jobs available?
The biggest misconception with productivity is the
assumption that if workers become more productive,
fewer people will be needed to work and more
individuals will be out of a job. This is known as the
“lump of labour fallacy,” an idea that the amount of
work in an economy is fixed over time. Productivity
growth can and does cause a shift in demand for
specific jobs and industries over time, but it does not
lead to lower overall employment. In our auto plant
example above, there may be fewer workers on the
assembly line than there were 100 years ago, but there
are more people employed in programming, software
development, and robot repair and maintenance.
Similarly, in the 1920s, about 33% of the workforce
worked in agriculture. Now, that number is under 2%.
But, instead of massive unemployment, the result
instead has been lower food prices; higher incomes;
and the creation of new industries, products, and
services. For instance, there has been an explosion of
work and jobs that support digital connection and the
development of social media platforms and phone apps.
App development may seem trivial next to having food
on your plate—and it is—but the point is that we can
now afford to devote time to making those apps
because our farmers have become so productive.
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Gains can be unequally shared or
come at a cost to the
environment
Nonetheless, productivity growth can displace some
workers whose skills become redundant or
unneeded. That can contribute, at least temporarily,
to widening inequality. For instance, the invention of
the automobile increased the productivity of many
types of work, from delivering mail to stocking
grocery stores. However, this “creative destruction”
meant most blacksmiths and stable hands soon
found themselves out of a job because demand for
horses plummeted. While there were new types of
work emerging, their specific skillsets were
rendered obsolete—a blow to anyone whose pride
and identity is closely tied to their work.
Furthermore, productivity growth can come at the
expense of the environment. If greater production
corresponds with higher GHG emissions and poorer
air quality, individuals and industries will eventually
be harmed, if not immediately then down the road.
This means it is essential that a policy framework to
increase productivity consider the broader impacts
on society—including the impact on those who could
be displaced and on the environment—as opposed
to just increasing productivity at all costs.

An investment in Canadians’
future
While the benefits are seldom evenly distributed, an
investment in productivity is an investment in
Canadians’ future. If we care about decreasing
poverty and raising the standard of living over time,
we should think deeply about how we can invest in
productivity growth, in a way that benefits all
Canadians. But big questions remain: Why has
productivity growth been lagging globally? Is Canada
trailing behind? And if so, what does Canada need to
do to turn things around? Next, we turn to these
crucial questions.

6

When trends aren’t a straight line of progress: Why
global progress has stalled
A global view
While it is tempting to dive into Canada’s own
performance next, it is difficult to fully understand it
outside of the global context. Therefore, we must
first dig into something economists have been
waving red flags about for years: The Global
Productivity Slowdown. We assess the causes of this
slowdown based on available research and consider
how COVID and digitization could either upset or
exacerbate this trend.

When unstoppable progress
stalled

Since 1970, the biggest period of human ingenuity was
what some call the Third Industrial Revolution which
reached critical mass in the 1980s. Thanks to
cordless phones, personal computers, and the
internet, it was the start of faster, easier, and cheaper
information sharing across the globe. This period also
introduced electronics—from the Walkman cassette
recorder to the Gameboy by Nintendo—into our daily
lives.
Yet, except for a short bump in the 1990s, these
changes did not translate into large-scale, long-lasting
productivity gains.

What happened to productivity?

Generations of Canadians and millions across the globe
today enjoyed the benefits of strong productivity
growth as the result of the Second Industrial
Revolution. This period—fueled by wide-spread access
and use of electricity, the introduction of mass
production techniques to produce household products,
better business management strategies, and greater
educational attainment of the workforce—ignited rapid
and sustained productivity growth for decades across
advanced economies, with increases of roughly 3% per
year from 1920 to 1970.

Why haven’t we seen the same strong gains in
productivity more recently as we saw in the past?
Many families now find that they need two adults
working full time, often with side gigs, just to afford a
middle-class lifestyle and might not feel that they
are better off than their parents.

The workforce also began to better reflect the diversity
of the customers it served as women entered the
workforce in droves and legislation and policies were
put in place to limit racism and discrimination. The
productivity gains due to more education, new
technologies, and greater inclusion translated to
increased wages and standards of living along with
more paid leave and leisure time.

1. We’re not measuring productivity accurately;
2. “Easy gains” have already been exhausted; and
3. The Financial Crisis caused a further slowdown.

There is no shortage of theories, and it’s worth
noting that many economists contend we just don’t
know for sure. We synthesize the most noted ideas
into three overarching themes:

Then, what felt like an unstoppable trend of upward
progress stalled. Since 1970, productivity has
increased by just 1-2% per year in most countries.
Median earnings have not grown with the same vigour,
and inequality has risen in many countries, along with
social tensions. These trends have given rise to
populist movements, policies of protectionism over
free trade, and an emphasis on nationalism over global
cooperation.
Research Paper | Productivity: Unlocking Canadian Potential
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We’re not measuring productivity
accurately.
Why productivity growth might actually be higher
Some economists believe that there has been a
substantial increase in productivity over the last few
decades. We’re just not capturing it adequately in our
measurements.
As a reminder, productivity is calculated by taking the
value of all goods and services produced—as measured
by GDP—divided by the total number of hours worked.
In other words, how much value was produced (output),
given the number of labour hours put into making it
(input)?
The problem is the methodology for most key
measures of the economy—including GDP—was
largely determined in the 1930s and thus they measure
the world as it was then (predominantly local supply
chains which produced physical products) better than
the world as it is today (increasingly, global supply
chains, with greater emphasis on services and
intangible assets).
For instance, most innovations of the Third Industrial
Revolution—for example, a cell phone—have improved
in quality and grown in functionality since introduction,
but with the automation of factories and global supply
chains, have also dropped in price. Meanwhile, other
valuable services such social media platforms and
Google are essentially free to the consumer. If the
measurement of GDP does not make adequate
adjustments for this, it will seem like the workforce is
creating less “value” when it is actually creating more.
However, even the highest estimations of this
phenomenon find that it explains just a fraction of the
global productivity slowdown.

Why productivity growth might actually be lower
Another argument over mismeasurement comes to the
opposite conclusion: the decline in productivity is
actually even greater than it appears. The dispute here
is over the “input” measure—we are undercounting
hours worked.
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Thanks to the internet, it is easy to work a couple
more hours after you put the kids to bed or to catch
up on work emails periodically throughout your
vacation, yet this is unlikely to be fully captured in
the data. This undercounting would inflate our
productivity measures. While something to
consider, this theory has not been corroborated by
research.

“Easy gains” have already been exhausted.
Gains in human capital have stagnated
More education leads to greater productivity and
wages, in addition to yielding positive benefits for
society at large. Though educational attainment
increased substantially from 1920 to 1970, it has
moderated since.
From 1920 to 1970, the share of the world’s
population over 15 with formal, basic education
increased from 38% to 63%. This measure,
unsurprisingly, goes hand-in-hand with increases in
literacy, a critical skill for most jobs. Since 1979,
these have continued to grow but at a slower rate.
Specifically, educational attainment in many
advanced economies seems to have plateaued since
about 1980. For instance, in the US, the mean
number of years of schooling increased from about
seven in 1920 to 11 in 1970 (a 70% increase) but has
been stuck between 12 and 13 since 1980.
At the same time, there is an open question of
whether educational institutions—the general
structure of which came about in the late 1800s—
have sufficiently adapted to the skills needed in
today’s economy: to synthesize large amounts of
information, manage distractions and information
overload, and pivot into new jobs and careers. That
is to say, the quality and relevance of education
matters more than the number of years of
schooling.

Limits of structural transformation
To realize the biggest gains of productivity, an
economy needs a healthy dose of dynamism, where
workers can seamlessly transition from one
industry to another in response to changing needs.
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A key dynamic which drove the increase in overall
productivity from 1920 to 1970 was a change in the
composition of the workforce from agriculture to
manufacturing. This transition from an industry with
relatively low labour productivity to an industry with
relatively high productivity meant large overall gains.
It also ignited another productivity-enhancing trend:
people increasingly moved from rural areas to urban
centres—hubs for collaboration, knowledge-sharing,
and research and innovation. These trends are not just
true of advanced economies; most emerging
economies have done likewise.
The current labour force transition—from
manufacturing into services—does not come with the
same gains, in part because, at least so far, there are
fewer opportunities for standardization within this
work. Meanwhile, the growth of cities continues but at
a slower pace.
In other words, the big transformational gains from
agriculture to manufacturing—and rural to urban—may
have already been realized. Meanwhile, the transition to
services may not only come with smaller overall gains,
but it also creates a divide between the opportunities
available for those with greater physical versus mental
skills, building disenfranchisement within segments of
the population and fraying social cohesion.

The Financial Crisis caused a further
slowdown.
Dampening capital investment
The Financial Crisis, which began in 2008, further
dampened progress in what consulting firm McKinsey
calls the Second Wave of the Productivity Decline (the
first wave followed the short boom in the 1990s). That
crisis—like most economic downturns—scarred the
global economy with increased uncertainty, strained
balance sheets, and weak consumer demand. And its
impact lingered for years.
Importantly, for several years following the crisis,
businesses did not invest in the tools and equipment
that make workers’ jobs easier at the same pace as
they did before. Two forces were at play.

Research Paper | Productivity: Unlocking Canadian Potential

First, increased risk-aversion meant businesses
hired back workers after the crisis but invested little
in physical capital (computers, software, machines)
which help workers do their jobs better. Besides,
consumers were reluctant to spend, so businesses
wanted to keep costs low. Moreover, weak balance
sheets meant it was more difficult for many
businesses to borrow the money necessary to make
these investments.
The effect was that the “capital intensity,” or the
amount of tools and technology per worker,
increased at its slowest rate since WWII. This factor
is a big one; it alone may account for more than half
of the decline in productivity in recent years.
Though the Financial Crisis did not affect all
countries the same, the decline in capital has been
near universal across developed countries. This may
be because of “spillover effects” where trends
among large players like the US—which was most
directly affected—impact other economies.

A growing divergence between strong and weak
businesses
Though this trend likely began prior to the Financial
Crisis, the legacy of record-low interest rates and
government bailouts made it worse. It allowed low
productivity firms to shuffle along instead of giving
way to newer, more vibrant start-ups. These low
productivity businesses lag in technology adoption
and better management practices, weighing down
productivity and limiting the competitiveness of the
industry. This is why economists are often wary of
bailouts and other market distortions because,
though they may protect jobs in the short run, they
can ultimately come at great cost to society in the
long run.
As a result, there has been a divergence between
high- and low-productivity firms. This also helps to
explain the rise in income inequality. Highly
productive businesses tend to pay their workers
more while low productivity firms pay less.
Essentially, household incomes are dependent on a
business’s ability to grow through greater
productivity.
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What's next?
Some believe progress has simply yet to
materialize. After decades of low growth, we will
soon see the impact of what is known as the Fourth
Industrial Revolution—digitization and technological
advancements such as 5G, Big Data, Machine
Learning, and 3-D printing, to name a few. It will
simply take time for businesses and workers to
learn about and invest in these new technologies
and figure out the best ways to use them to
improve their work.
Furthermore, The Economist says COVID could be
the upset needed to encourage adoption and use at
the scale necessary to realize gains. It is easy to
identify examples that confirm this theory: data
visualization and sharing has accelerated with
sources like Johns Hopkins coding COVID data in a
way that informs policy and educates the public;
.grandparents are now well versed on Zoom and
Facetime to communicate with grandchildren; and
doctors have learned to maximize their time by
prioritizing certain cases in person and others
online.
But support will be needed to embolden these
opportunities while limiting the counterproductive
trends at play—school and work interruptions,
mental health issues, and physical ailments that
have gone unaddressed, to name a few. Countries
that harness these transformational opportunities
while limiting their harmful effects will have the
strongest recovery which gives way to long-lasting
improvements in income and quality of life for all.
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It’s not about winning but we can’t help but notice
we’re losing: Why Canada lags behind the US
Now, we circle back to a puzzling question: It’s been
well documented that Canadians are less productive
than Americans and have been for decades, but why
is this so?

A difference in industrial composition, for the most
part, can also be ruled out as a major driver. In fact,
the Canada-US productivity gap is seen across
almost all industries.

To be sure, it is not a competition; productivity
growth can and does occur in both countries over
time. Still, it is important to ask what explains the
gap, because answering this question could reveal
some insights to help us to unlock our own potential.
Therefore, we seek to explain the persistent wedge
between the two countries.

Finally, the share of the population living in urban
areas is surprisingly similar between the two.
Though there is greater proximity to a larger
number of major cities in the US than in Canada—
which could have some synergies for innovation—
this factor has not been extensively researched to
date.

The US-Canada productivity gap

What does contribute to the gap?

To put the difference in perspective, Canadians make
around $54,000 CAD per year on average while their
American counterparts make around $67,000 CAD. In
other words, by traveling just a few hours south,
incomes increase almost 25% on average. What is it
about the US or Americans that is different?

Businesses’ investment in tools and technologies for
employees, the skills and ability of the workforce,
innovation, and business size are all essential in
explaining the labour productivity gap.

Part of the gap is unrelated to productivity: Americans
work more hours than we do—about 3.5% more. If
Canadians worked the same number of hours as
Americans, they would instead make closer to
$56,000. That closes the gap a little, but the remaining
20%-point disparity is due to a difference in the value
of output produced per hour worked (i.e., productivity).
While the average American worker produces $66 of
value per hour, the average Canadian workers
produces just $50 of value per hour. What enables
Americans to work not harder but rather smarter than
Canadians?

Perhaps the biggest factor is the notable difference
in the amount spent on machines, tools, and
technologies (capital) per worker—what economists
call “capital intensity.” As of the first half of 2019,
Canadian businesses spent about $13,000 per
worker on capital, while their US counterparts spent
$20,500. The gap is especially notable in spending
on information and communications technology
(ICT) capital where Canada spends at a level of less
than 50% of the US.

What doesn’t explain the gap?
Much research has focused narrowly on differences
in taxes as the key driver. Some have even gone so
far as to say that lowering taxes alone will eliminate
the gap entirely. Interestingly, though it is likely one
component of a bigger puzzle, research has not
conclusively proven that tax differences are a
primary driver of the gap.
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Greater investment in tools and technology

However, focusing narrowly on this factor by itself
ignores the important interplay with the others. For
instance, if individuals and businesses do not know
about or know how to adopt and use the tools or
technologies effectively, just telling Canadian
businesses to “buy more capital” does little to
address the problem.
Underlying the gap in capital is both a skills and
innovation gap between the US and Canada. These
gaps have been found to be important contributors
to the difference in business investment of
machinery and equipment and ICT.
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Difference in skills and education

More emphasis on innovation

The skills gap isn’t obvious at first blush. In terms of
years of schooling, Canada and the US have equally
educated populations so it is easy to dismiss that as
a contributing factor. However, there are some
important differences: as of 2019, the proportion of
the population with a Bachelor’s degree or higher is
38% in the US versus 33% in Canada; while 2% of
the population aged 25-64 have received a PhD in
the US, this number is less than 1% in Canada.

Relatedly, the innovation gap is also believed to
contribute to the lack of business investment. This
is seen in both the “input” of innovation and the
“output”. R&D spending, a proxy for input,
represents 2.7% of US GDP but only 1.6% of Canada
GDP.

A compounding factor is the persistent emigration
from Canada of people with specific highly
productive skill sets. In particular, tech talent
developed in Canada is likely to move south of the
border upon graduation. With 25% of STEM
graduates from top universities working abroad,
Canada is left with persistent skill shortages in these
areas.
Additionally, the larger presence of research
universities in the US compared with Canada creates
a fertile environment for not just generating new
ideas but also incorporating these ideas into
practice.

Unsurprisingly, output of innovation is similarly
imbalanced: the US produces roughly double the
number of patents per person than Canada which,
as many have noted, lacks a strategy to ensure
Canadians benefit from intellectual property
developed domestically.

Greater proportion of large corporations
Finally, compared to the US, Canada is home to a
relatively large number of small companies (those
with less than 500 employees), and comparatively
few large businesses. Small businesses are, on
average, less productive than larger companies.
According to research by Statistics Canada, the
greater prominence of small businesses explains a
large part of the productivity gap between the two
countries.
In addition to greater efficiencies of production and
management, bigger businesses may also be better
suited to invest in the scale of R&D and take the
financial risks necessary to drive major change.
Why we see more small businesses in Canada is less
clear. One thought is there may be barriers—trade,
financing, institutional, regulatory, or taxation, among
others—limiting the ability of small firms in Canada
to grow. This is an area worth investigating further
to ensure Canadians can scale and commercialize
their ideas into valuable products and services.
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What does this mean for
Canada?
While we may be envious of the higher productivity
in the US, there is more to the story. The lesserknown truth is that growth over the last few decades
has not greatly benefited the average worker. Since
1970, productivity in the US has more than doubled
while workers’ wages have increased by just 15%.
This “decoupling” of productivity and wages has
occurred across most OECD countries, including
Canada; however, it has been more prominent in the
US. This is an important consideration for Canada’s
own policies.

Research Paper | Productivity: Unlocking Canadian Potential

This exercise provides some insights into the
important interplay of human capital, business
investment, innovation, and business size and has
also raised several questions for further analysis,
such as why Canadian firms are smaller.
But it also serves as a cautionary tale that
productivity growth does not always drive the
increase in wages that we expect. In developing
policies to encourage greater productivity, therefore,
we cannot lose sight of our ultimate aim of this work:
improving the lives of Canadians, generation after
generation.
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Building a better Canada for the next generation:
What should Canada do to enable growth
Productivity is about expanding our human potential
—individually and collectively—to create more and
better, with a limited amount of time and resources.
Now we turn to perhaps the most important question
of this work: what can Canada do to improve?
As we stated, productivity growth is not, and has
never been, fully elusive. We began this paper with a
quote from Charles Wheelan: “Fostering productivity
growth is like raising children: we know what kinds of
things are important even if there is no blueprint for
raising an Olympic athlete or a Harvard scholar.”
After a deeper dive into this topic and its trends, we
concede that we still lack a precise blueprint for
Canada. But what we do have is a better
understanding of exactly the “kinds of things” which
are likely to be most influential. From this, we can set
out a framework for capitalizing on these pieces. Of
note, some key lessons uncovered from work to date
which help to guide this framing include the following:
What has driven productivity growth has
changed—technology adoption is increasingly
important with high returns to businesses who
do this well and to workers with the relevant
skillsets and knowledge.
Canada shows relative weakness in areas most
important in the knowledge economy—these
include developing highly productive workers and
new ideas in Canada, as well as enabling business
growth, as larger businesses are shown to be
more likely to invest and innovate.
Focusing on any one component in isolation is
inadequate—factors that affect productivity tend
to influence each other, so addressing one
without simultaneously addressing the others
produces limited results.
Productivity growth does not necessarily
translate to growth in wages—since the 1970s,
productivity growth has “decoupled” from growth
of the median worker wage.
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In the current context, it is worth noting that this
focus on productivity is not about short-term
economic recovery; instead, it is about setting the
foundation for greater opportunity and prosperity
for the next generation. Furthermore, this is not
about being more like the US or Australia or any
other peer country; this is about being a stronger
Canada.
Taking stock of these lessons in pursuit of improved
productivity in Canada, a national framework can be
boiled down into four elements:
1. Increasing Canadians’ learning, skills, and
abilities at all stages in life;
2. Emboldening business growth and risk taking;
3. Enabling greater innovation or technology
adoption; and
4. Using policy to ensure the benefits of
productivity gains are widely shared by all.
Of course, many individuals and organizations have
already made great strides in advocating for policies
and programs which relate to the overarching
framing and underlying goal. Instead of reinventing
the wheel, or limiting this framework to novel ideas,
we identify how and where ongoing work and
advocacy could fit within a more comprehensive
approach to Canadian productivity—and prosperity.
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Increasing Canadians' human
capital across the life cycle
It is time to rethink education and training—no really.
Human capital—the knowledge, skills, and abilities of
the workforce—is crucial to increasing productivity.
Over recent decades, economists have found it plays
an increasingly important role in driving a nation’s
prosperity, and accounts for fully two-thirds of the
world’s wealth, dwarfing the value of physical capital
and natural resources such as fossil fuels, land, and
machines. Yet, our research found Canada is not fully
developing its human capital—far from it—at a time
when knowledge and ideas are the most highly
valued resource.
One way to assess how Canada is doing is through
the lens of a concept Malcolm Gladwell coined human
capitalization. He defines this as “the rate at which a
given community capitalizes on the human potential.”
Though there will always be more work to be done,
there is no reason for Canada to not strive to
achieve our full human potential—where all
Canadians are empowered to develop their full range
of skills and abilities over their life course.
Recognizing different groups may face different
barriers, success on this file should be graded not
just in aggregate but for all communities of people
within Canada.
Given the current gap, where should Canada begin?

Early childhood
Opportunities for society to enable—or limit—human
potential begin at birth. While it is tempting to skip to
the “end” of the education continuum—zeroing in on
Master’s and PhD programs—the most fruitful
opportunity may be at the very beginning. Research on
the importance of early childhood education has been
growing in scope and prominence over the past few
decades, and is finally gaining traction in the political
sphere.
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Importantly, the research is increasingly conclusive
that there is a large return on high-quality, early
childhood education, and that this return is highest
among the poorest and most vulnerable children.
Its long-term effects play both directly and
indirectly into productivity: less grade retention
and higher graduation rates, lower crime rates, and
better health and social outcomes. The reason
early childhood education has such a long-term
impact is because, as Early Years Study (a
Canadian Foundation and advocacy group) states,
“The first 2,000 days of life are critically important
in human development, because it’s here that the
foundations are laid for a life for learning, health
and behaviour.”
Yet, as of the latest available data, Canada is a long
scroll to the very bottom of the OECD national
ranking of enrollment in childhood education, with
just half of preschool-aged children enrolled in a
program. This means Canada could throw billions
of dollars at higher education, while failing to move
the needle for a huge swath of the population
because the necessary foundations were not in
place. If Canada wants to unlock its full potential, it
must take steps to ensure it is not squandered
from the start.

And beyond
It is also time to rethink post-secondary education,
and beyond.
While there is a lot of buzz around tech as its own
sector and skills like cloud computing, which even
well-educated people may need to Google to
understand, technical skills alone do not represent
the needs of the economy at large nor do they mean
the university education is an antiquated ideal.
Highly valued skills in the knowledge economy
transcend a broad range of industries and
occupations. They include skills like analytical
reasoning, creativity, persuasion, and the ability to
work with tools and machines. These are
competencies post-secondary institutions are
equipped to build. As such, there is and will continue
to be an important role for traditional institutions in
developing and honing these skills.
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However, though a total upending of the system
would be misguided, it is time to consider an
expansion—with the goal of building deeper, and
more meaningful, learning experiences for all
students. As the OECD has noted, “Increases in the
supply of human capital will rely less on expanding
the quantity of education and more on improving the
quality of learning.” In other words, it is less of a boxchecking exercise (Degree? Check.) and more about
deeper learning and the student’s ability to
meaningfully connect with and apply their knowledge.

One silver lining of COVID is it has forced us to
consider new ways of learning and doing. While not
all will work out, some may provide rich information
and insight—such as the power of relationships,
innovative curriculum, and wrap-around services for
students—to help to build a system which better
supports human capital development over the full
life cycle. This provides an excellent, national case
study ripe with potential lessons if only Canada
pauses long enough to consider.

For years, educational research has shown the value
of creating opportunities for students to connect
curriculum with the world around them and apply
their knowledge in a meaningful way. While there are
many ways to do this, one way is through workintegrated learning, programs which literally connect
curriculum with the world. BCA has previously
advocated, in its Skilled by Design task force report
on building the future workforce, for an increase in
the quantity and quality of these opportunities. BCA
is not alone in seeing its potential; the Business +
Higher Education Roundtable has been advocating
for the same.
The more seamlessly educational institutions work
with business and the more this symbiotic
relationship flourishes, the more Canadians will
benefit, individually from increasing their own human
capital and collectively through increased
opportunities to share knowledge and ideas with
others, creating hubs for innovation. Moreover, the
more this ecosystem is developed, the more this
would also help to keep talent in Canada.
But it does not end there. Continued training and
development will be essential throughout Canadians’
lives. While higher-skilled, and higher-paid workers
tend to have access to training through their
employer, the OECD found that lower-skilled adults,
individuals who need training the most, are also the
least likely to have access. Therefore, Canada must
also consider how to create high-quality, flexible
programs to support workforce training (for
example, micro-credentialing programs) in order to
fill this big, and increasingly important, gap.
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Emboldening growth and risktaking
Bigger isn’t always better, but it usually is.
We noted that Canada’s disproportionately large
share of smaller businesses is a drag on productivity.
Though each individual company may differ, on
average larger businesses tend to be more
productive than smaller ones. As mentioned, this is
likely due to economies of scale, the potential for
better management techniques, and greater financial
capacity to invest in physical capital and R&D.
Though why Canada has more smaller businesses is
a little unclear, one barrier to business growth is well
known and frequently cited: an onerous business
environment in Canada.
BCA noted last year that Canada’s declining position
on the World Bank’s Doing Business Index is one
related cause for concern. This index rates the
degree to which business activity is enabled or
constrained given a country’s policies and
regulations. From 2006 to 2020, Canada fell from
4th to 23rd on the list. This indicates the
environment in Canada has become less conducive
to business—a red flag for red tape.
Two factors within this index worth addressing are
the competitiveness and administrative burden of
taxes (on which Canada ranks 20th) and indicators
which reflect the overall regulatory environment
such as the enforcement of contracts (on which
Canada ranks 100th).

Moreover, Canada must also address the way that
the current tax structure incentivizes businesses to
remain small; making adjustments to this approach
would encourage businesses to grow, further
enabling improvements in work productivity.
Meanwhile, other indicators reflect a slow,
cumbersome regulatory environment. For instance,
Canada ranks 100th in the world on the enforcement
of contracts. Another telling statistic from the index
is how long it takes to get construction projects
underway. According to the study, it takes an
average of 249 days to get the necessary permits
—one of the worst scores of industrialized
countries. To improve the health of the business
environment overall in Canada, the Business Council
of Canada, in its report, A Better Future for Canadians,
recommends the creation of an agency for this
purpose. Something already underway in Germany
and Denmark with success, this independent
oversight agency would assess the cumulative
impact of business regulation on Canada’s economy
in order to help governments to prioritize reform
efforts to increase transparency and accountability.
All together, disincentives to growth and
governmental interference get in the way of market
dynamism—the ability and desire of new businesses
to enter the market and healthy competition which
strengthen the economy. With a growing divergence
between high- and low-productive firms within
industries, it is essential that competition is
encouraged, encouraging weaker businesses to
improve or make way for newer ones. Businesses
who best adopt and incorporate the latest
technologies and processes are the best positioned
to be highly productive and to employ and enable
highly productive Canadians.

Overall, tax rates in Canada remain relatively
competitive compared with other jurisdictions.
However, a big opportunity remains with respect to
Canada’s overall revenue model. As it stands, the
balance is tipped to business and personal income
taxes and away from consumption taxes. Shifting
more to consumption taxes (with rebates to support
lower-income individuals) would encourage the kinds
of entrepreneurial activity and investment which
raise worker productivity.
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Enabling greater innovation or
technology adoption
We may not need to re-invent the wheel, but, when
we do, it had better be “ours.”
Innovation in this context is a broad, catch-all term
for new ideas which are valuable. It could be a better
way to build a product, a new way of running
operations, or it could be the creation of a new good
or service. Innovative activity—whether created inhouse or simply adopted from others—is closely
linked with greater worker productivity.
The good news is the better Canada does in building
its human capital and creating a healthy business
environment, the more innovation will naturally
follow. According to a report by the C.D. Howe
Institute, successful innovators come from or
gravitate to places where “education, literacy and
numeracy are high, where experimentation,
collaboration and the dissemination of new ideas are
not discouraged, and where innovation can be
rewarded.”
Additionally, Canada has two advantages upon which
it can build: the diversity of its workforce and its
proximity to the US. The diversity of the labour force
—in terms of area of expertise, cultural background,
and demographics—is known to engender
innovation. Often overlooked, innovation is about
fully engaging a breadth of expertise; successful
innovation requires not just researchers and
engineers but also artists, marketers, and
communications teams to bring innovations to life.
Of note for Canada, ethnic diversity has been found
to be valuable for businesses which compete
internationally. With a diverse population with varied
expertise and a large percentage of new immigrants,
this is an opportunity upon which Canada can
capitalize.
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Meanwhile, an important part of growing
productivity is not just the creation of new ideas but
the adoption of great ideas. In fact, what might be
even more important to productivity than
technology innovation is simply technology adoption
—swiftly recognizing and incorporating the new
ideas and improved processes of others (what some
call “diffusion”). This means Canadians can benefit
from the innovation of other countries by being
early adopters of technologies or processes and
refining them to best fit Canadian institutions and
needs.
Progress on the first two elements mentioned
previously is also likely to increase Canada’s
tendency to be an early adopter. Research has
found that the speed at which nations adopt
technologies depends heavily on: the skills and
education of the workforce; good governance; a
healthy, competitive business environment; and
openness to trade, as well as adoption of
“predecessor technology” (i.e., once you get the ball
rolling, there is momentum).
Beyond building on its strengths, one missed
opportunity for Canada is protecting the new ideas
—the intellectual property—which it creates. As
cited in A New North Star II, a report by the Public
Policy Forum, as a part of a broader challengedriven industrial strategy, Canada needs a strategy
for the development of intellectual property as well
as its retention within our borders. This should
include a data and IP strategy for leveraging
information and intellectual assets and ensuring that
the benefits of Canadian innovation yield dividends
for current and future generations of Canadians.
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Using policy to ensure the
benefits of productivity are widely
shared by all
We cannot pretend that a rising tide of productivity
lifts all boats, but policy can ensure it does.
A rapid pace of digitization of the economy coupled
with a great amount of uncertainty about the future
of work, along with new types of work like the gig
economy mean Canada is due for a rethink of the
social safety net. Again, the impact of COVID has
provided us some powerful lessons and insights on
the weaknesses and holes of the current system.
For instance, the pandemic has made clear that the
current system of Employment Insurance fails to
swiftly respond to drastic changes in individual
situations or the economy at large. Specifically, the
amount and timing of financial support—often weeks
delayed from the time of a major change in one’s
financial situation—does not always meet individual
need in cases where that support is needed right
away.
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Meanwhile, this financial support is also poorly tied
with other essential support services necessary to
help individuals to re-enter the workforce such as
education and training or mental healthcare.
Furthermore, due to stringent eligibility criteria,
many individuals slip through the cracks in the
current system, often amplifying existing inequities.
This includes individuals who are new to Canada or
the workforce, and those who work primarily in “gig”
work such as for a food delivery app.
Now is the time to reflect and reconsider. To support
all Canadians, what does this safety net need? An
OECD report titled The Future of Work outlines
several considerations which can help to ensure that
productivity growth leads to broad prosperity gains,
and that no individuals are left behind. A few notable
ones include:
Reviewing social protection entitlement criteria
Making means tests more responsive to people’s
needs
Tackling gaps in income support
Keeping funding levels in line with evolving needs
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Conclusion
This work will not be fast nor easy—it will take collaboration, discourse, and, in many cases, a willingness to
disrupt the status quo. But this is the most important work we can do: to set the foundation for greater
opportunity and prosperity in Canada. To not lay this foundation—when it is needed more than ever—risks
leaving Canadians behind. If we care about improving the lives of Canadians, generation after generation, it is
time to get to work to increase Canada’s productivity, and prosperity.
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