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2012 Federal Budget Analysis 
 

Fiscal Framework 
 
With improved economic assumptions and lower than anticipated spending numbers, the federal 
government is enjoying a brighter fiscal outlook. The deficit for fiscal 2011-12 is now estimated at 
$24.4 billion, a $6.6 billion improvement relative to what it had predicted in the November fiscal 
update. There are also small improvements in the size of the deficits going forward. The 
government anticipates a return to surplus in fiscal 2015-16, as previously forecasted. We are 
pleased the government has answered the Canadian Chamber’s call for a balanced budget in the 
medium term. In a world awash with debt, we are securing crucial fiscal flexibility to survive 
future downturns and respond to the challenges of an aging population. 
 
The medium-term fiscal plan hinges on the government’s commitment to limit annual program 
spending increases to an average of about 2.1% per year through fiscal 2016-17 and secure 
permanent administrative efficiencies in the current plan. The budget document lays out the broad 
brush strokes of belt tightening (i.e. planned reductions in departmental spending) with more 
details to be rolled out in the coming months.   
 
The government continues to rule out tax increases to balance its books. This is a victory for the 
Canadian Chamber and the network that pushed hard for spending restraint over growth-killing 
tax hikes to balance the books.  
 
The debt-to-GDP ratio, an important measure of fiscal sustainability, is on track to fall to below 
30% by 2016-17, returning it to its pre-recession level. Overall, the federal government’s relatively 
favourable fiscal position, compared to other G7 countries, should be well received by markets, as 
will the plan to eliminate deficits largely on the back of spending restraint.  
 
Given the lingering economic uncertainties, the government has incorporated additional prudence 
into the budget plan. The Canadian Chamber praises this cautious approach as it will provide the 
government with greater flexibility in the event of unanticipated economic developments or 
spending pressures.   
 

Advancing the Competitiveness Agenda 
 
Today’s budget presents a plan for long-term economic growth that builds on Canada’s economic 
fiscal advantages. The five themes laid by the government—innovation, investment, education, 
skills and communities—include a number of measures from the Chamber’s 10-point national 
plan to regain Canada’s competitive edge in the global economy. 
 
The Canadian Chamber urged the government to focus on where Canada needs to be five or ten 
years from now, even if it means taking tough decisions now. The government has acted on many 
of the key elements of the Canadian Chamber’s Top 10 program for restoring Canada’s 
competitiveness.  
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Canadian Chamber’s Top 10 Barriers to Competitiveness: What Did 
the Budget Deliver? 
 

Addressing Canada’s skills crisis 
Our members cite labour and skill shortages as the greatest threat to their future prosperity. To 
ensure a robust pool of labour going forward, we must do a better job in tapping the pool of 
underutilized talent—older workers, youth, Aboriginal peoples, the disabled and new 
immigrants.  
 
The government is committed to supporting opportunities for under-represented groups. The 
budget provides $50 million over two years to the Youth Employment Strategy to assist more young 
people in gaining tangible skills and experience. It also provides $30 million over three years to 
improve labour market opportunities for Canadians with disabilities. 
 
Approximately $275 million over three years is targeted to support First Nations education to 
build and renovate schools on reserve. The budget commits the government to introduce 
legislation and explore new funding mechanisms for First Nations elementary and secondary 
education. 
 
The government will invest $205 million to extend the temporary Hiring Credit for Small Business 
for one year. This credit provides up to $1,000 against a small business employer’s increase in its 
2012 Employment Insurance (EI) premiums over those paid in 2011. This credit will assist small 
businesses in hiring new workers so they can take advantage of emerging opportunities and better 
compete in the global marketplace. 
 
The government is also committed to transitioning to a faster and more flexible economic 
immigration system. The budget proposes to better align the Temporary Foreign Worker Program 
with labour market demands and to ensure that businesses look to the domestic labour force 
before accessing the Temporary Foreign Worker Program. The government also signalled its intention 
to support further improvements to foreign credential recognition and to work with provinces and 
territories to identify the next set of target occupations for inclusion, beyond 2012, under the Pan-
Canadian Framework for the Assessment and Recognition of Foreign Qualifications.  
 

Returning Canadians to work 
The budget proposes a number of measures related to Canada’s Employment Insurance (EI) 
program so that it promotes job creation, removes disincentives to work, supports unemployed 
Canadians and quickly connects people to jobs.  
 
The Canadian Chamber had proposed that the EI premium rate be set so the program breaks even 
on a seven to ten year going forward basis to achieve more stable and predictable premium rates. 
The government answered our call. The budget limits premium rate increases to 5 cents each year 
until the EI Operating Account is in balance, and then moves to a seven-year break-even rate. 
 
The government is also renewing the Best 14 Weeks pilot project until April 2013. Evaluation of this 
program has indicated that many claimants took on additional work while on EI and the project 
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has had a positive impact on employers. The work-sharing program is being phased out by 
October 2012. 
 
A new national Working While on Claim Employment Insurance (EI) pilot project is being introduced 
that will ensure claimants are not discouraged from accepting work while receiving EI benefits.  
 
Finally, the government is gradually increasing the age of eligibility for Old Age Security (OAS) 
and Guaranteed Income Supplement benefits from 65 to 67. This change will start in April 2023, 
with full implementation by January 2029, and will not affect anyone who is 54 years of age or 
older as of March 31, 2012. Canadians will have the option of deferring take-up of their OAS 
benefits to a later time and receiving higher annual benefits. While controversial and much 
debated in the media, we believe this measure links pension eligibility more closely with life 
expectancy. Additionally, delaying work-retirement transitions can have large, positive economic 
and fiscal effects, reducing pressures on growth, government finances and pension funding. 
Longer work lives will also increase the supply of labour as Canada’s population ages. About half 
of OECD countries are already increasing statutory pension ages or will do so in the coming 
decades. 
 

Improving the tax system 
The Canadian Chamber has called on the government to launch a national consultation to identify 
ways to reduce the complexity of Canada’s tax system, to conduct a comprehensive review of 
federal tax preferences and to work with provincial and territorial governments to adopt a formal 
loss transfer system as a practical approach for corporate group taxation. 
 
The budget reaffirms the government’s commitment to continue exploring whether new rules for 
the taxation of corporate groups could improve the functioning of the corporate tax system. 
Stakeholders will be consulted again on the specific design of the new system. Because Canada 
lacks a formal system to consolidate the tax reporting of corporate groups or to otherwise transfer 
corporate profits and losses among related companies, many businesses are forced to adopt 
elaborate tax-planning strategies to directly or indirectly transfer tax attributes between related 
entities. These techniques entail significant internal reorganization, are disruptive to normal 
business operations and are time-consuming. They result in high compliance and administration 
costs as associated legal and accounting fees can be significant. 
 
Going forward, the government said that it will consider additional improvements to Canada’s 
international taxation rules. 
 
The budget proposes measures to reduce the tax compliance burden for small businesses and is 
making a number of administrative improvements by the Canada Revenue Agency (CRA). For 
example, the government is doubling the GST/HST streamlined accounting threshold, expanding 
web forms for information returns and modifying the CRA’s website to provide a “one-stop shop” 
for businesses and a clear path to available electronic services with a new tax-based website. 
 
The government stated that it is committed to examine opportunities to make the tax system more 
neutral across sectors to help ensure that investment is directed towards more productive uses. A 
neutral tax system does not distort business decisions by favouring particular industries, 
investments or activities. To this end, the government indicated that it is phasing out tax 
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preferences for resource industries, including the Atlantic Investment Tax Credit for investment in 
the oil and gas and mining sectors, and the Corporate Mineral Exploration and Development Tax 
Credit. 
 
The Canadian Chamber believes reforms can deliver a tax system that is more simple, fair, less 
complicated and growth-oriented than Canada’s existing tax code.  
 
Finally, the budget proposes to expand the eligibility for the accelerated capital cost allowance for 
clean energy generation equipment to include a broader range of bioenergy equipment. This 
measure will encourage investment in technologies that can contribute to a reduction in emissions 
of greenhouse gases and air pollutants and to the diversification of Canada’s energy supply. 
 

Breaking down internal barriers 
While the government did not make any reference to interprovincial trade barriers, it did say that 
in light of the Supreme Court’s securities reference, it is consulting towards a common securities 
regulator. A number of provinces and territories have reaffirmed their interest in working on a 
cooperative basis towards a common securities regulator. 
 

Making regulations work 
The measures announced in today’s budget pertaining to making regulation more efficient are 
extremely welcomed. 
 
The government responded earlier this year by implementing the “One-for-One” rule. Under this 
rule, the government must eliminate an existing regulation before it adopts a new one. The budget 
announced that the President of the Treasury Board will develop an action plan to address the Red 
Tape Reduction Commission’s recommendations in the coming months to deliver better 
regulations that reduce frustration and lower costs for Canadian business. 
 
Specifically, the budget proposes system-wide legislative improvements to the review process for 
major economic projects to achieve the goal of “one project, one review” in a clearly defined time 
period for major economic projects. 
 
The government is also committed to implementing the Canada-United States Action Plan on 
Regulatory Cooperation announced in December 2011 by Prime Minister Harper and President 
Obama. The Action Plan contains 29 initiatives to align the regulatory approaches between Canada 
and the United States in areas of agriculture and food, transportation, health and personal care 
products, chemical management, the environment, and other cross-sectoral areas, without 
compromising health, safety or environmental protection standards.  
 
Finally, as a nation that earns a large part of its export revenue from natural resources, especially 
crude and petroleum gases, Canada cannot afford to be slow and inefficient about decisions 
affecting these industries. The government recognizes that the existing regulatory review system 
as it related to natural resource sector needs comprehensive reform. The government will bring 
forward legislation to implement system-wide improvements to achieve the goal of “one project, 
one review” in a clearly defined time period. The budget proposes to streamline the review 
process for major economic projects, support consultation with Aboriginal peoples, and 
strengthen pipeline and marine safety. 
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Attracting international investment 
The government will introduce targeted improvements to the foreign ownership review process 
(i.e. the administration of the Foreign Investment Act) in the interests of greater transparency 
while preserving investor confidence. This is precisely what the Canadian Chamber asked for 
when it appeared before the Senate Banking Committee. Additionally, the government will 
introduce legislative amendments to lift foreign investment restrictions in the telecommunications 
sector for companies that hold less than a 10% share of the total Canadian telecommunications 
market. Liberalization could increase choice and lower costs for consumers, encourage innovation 
and improve productivity. 
 
The government recognizes that restrictions on foreign direct investment undermine 
competitiveness and is committed to an open framework that encourages foreign investment in 
Canada as well as Canadian business investment abroad, while safeguarding Canada’s interests. 
 

Stimulating research and development and bringing it to market 
The budget provides $1.1 billion over five years to directly support research and development.  
 
The government has acted on some of the wide-ranging recommendations put forward by the 
Expert Panel on Federal Support to Research and Development. It has also indicated that it will 
announce further action in the coming months and in Budget 2013, recognizing the need for further 
study.  
 
We applaud the proposals to adopt smart procurement as a means of spurring innovation in the 
non-government sector. Connecting small and medium-sized companies with federal departments 
and agencies will open new market opportunities for firms with innovative products and services 
for sale to the federal government. 
 
The proposal to refocus the National Research Council on business-driven, industry-relevant 
applied research is also commendable as is the government’s proposal to consult with businesses 
and university and college stakeholders. The Canadian Chamber fully supports more large-scale 
collaborative centres involving university, business and government research centres. 
 
The budget also announced measures to improve the predictability of the SR&ED tax incentive 
program. The government will invest $4 million in 2012–13 and $2 million in 2013–14 to 
implement changes to the administration of the program. The Canada Revenue Agency (CRA) 
will also conduct a pilot project to determine the feasibility of a formal pre-approval process and 
enhance the existing online self-assessment eligibility tool. The Canadian Chamber had called on 
the federal government to immediately take action to ensure that the SR&ED program delivers 
incentives efficiently and cost-effectively in accordance with the original intent of the program.  
 
The government has proposed to simplify the SR&ED program by removing capital from the 
expenditure base. The Canadian Chamber believes this will create a bias in the program towards 
labour-intensive sectors at the expense of non-labour intensive industries. Capital investments, 
both tangible and intangible, have been shown to be essential for greater productivity and should 
not be ignored for the sake of simplicity. 
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Finally, effective January 1, 2014, the general SR&ED investment tax credit rate will be reduced 
from 20% to 15%. 
 
Canada continues to lag behind peer countries in the commercialization of research into products 
and processes that create high-value jobs and economic growth. To this end, the government is 
making the Canadian Innovation Commercialization Program permanent. This Program has 
shown encouraging results by connecting small and medium-sized enterprises with federal 
departments and agencies that have a need for innovative products and services. 
 

Using technology to make Canada competitive 
Since 2009, the federal government has eliminated all tariffs on imported machinery and 
equipment (M&E), and manufacturing inputs to make Canada a tariff-free zone for industrial 
manufacturers, the first in the G-20. These actions are providing more than $410 million in annual 
tariff relief to Canadian businesses. Adoption of modern M&E is improving the efficiency and 
productivity of Canadian businesses. 
 

Providing the financing businesses need to grow 
The budget provides $400 million to help increase private sector investments in early-stage risk 
capital and to support the creation of large-scale venture capital funds led by the private sector. It 
also provides an additional $100 million to the Business Development Bank of Canada to support 
its venture capital activities. 
 
As the Canadian Chamber noted in its Top 10 Barriers to Competitiveness, the Canadian venture 
capital market has had mixed results in the last decade. Fundraising continues to be challenging, 
which is partially owing to the market’s inability to consistently attract private investors, 
including large, well-funded institutional investors such as pension funds. 
 
In the coming months, the government will consider how to structure its venture capital support 
to incent private sector investments and management of seed and large-scale venture capital 
funds. The Canadian Chamber has called on the government to engage all key stakeholders to 
develop an aggressive national strategy to sustain and build a strong and robust venture capital 
industry in Canada.  
 

Building 21st century infrastructure 
The government is building on recent actions to modernize Canada’s public infrastructure. The 
budget proposes $150 million over two years to support repairs and improvements to existing 
small public infrastructure facilities through a new Community Infrastructure Improvement Fund and 
$27.3 million over two years to support the divestiture of regional ports and the continued 
operation and maintenance of federally owned ports. 
 
The government is taking concrete steps to deliver on its commitment to work with provinces, 
territories, the Federation of Canadian Municipalities and other stakeholders on the development 
of a long-term plan for public infrastructure that extends beyond the expiry of the Building Canada 
plan in 2014. The focus will be on investments in infrastructure that support long-term economic 
growth and prosperity, while encouraging greater private sector involvement and increasing the 
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use of public-private partnerships. This is consistent with the Canadian Chamber’s 
recommendations. 
 
The government stated that it will continue to work with the state of Michigan, the U.S. 
government and the province of Ontario to make timely progress toward the construction of a 
new crossing. 
 
Infrastructure is central to Canada’s prosperity and global competitiveness. State-of-the-art 
transportation, telecommunications, and energy networks—the connective tissue of the nation—
are critical to moving goods, ideas, and workers quickly and efficiently and providing a safe, 
secure, and competitive climate for business operations. 
 

In Conclusion 
 
Today’s budget creates a solid foundation on which to build, and we urge the government to press 
forward with the further measures we have proposed to secure Canada’s economic future. For a 
breakdown of the Canadian Chamber’s Top 10 barriers to competitiveness for Canada’s 
businesses and how we can connect to solve them, please visit our website at 
http://chambertop10.ca 
 
For further information, please contact: 
Tina Kremmidas, Chief Economist | tkremmidas@chamber.ca | 416.868.6415 ext 222 
 
 
 
 


