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THE STANDING COMMITTEE ON  
INDUSTRY, SCIENCE AND TECHNOLOGY 

has the honour to present its 

 SECOND REPORT 
(INTERIM REPORT) 

In accordance with its mandate under Standing Order 108(2), your committee has 
begun its study on the Challenges Facing the Canadian Manufacturing Sector and has 
agreed to report the following:  
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CHAIR’S FOREWORD 

Canada’s manufacturing sector is a vital component of our economy. 
Manufacturing is Canada’s largest business sector, accounting for 18% of all of Canada’s 
economic activity and providing employment for 2.1 million people. Additionally, every 
dollar of manufacturing output is estimated to generate over three dollars of total economic 
activity. 

While the rest of the Canadian economy is generally very robust, many 
industries within the manufacturing sector are struggling to remain competitive against the 
backdrop of a Canadian dollar that has risen in value by 40% in just three years in 
comparison to its American counterpart, rising energy costs and increasing global 
competition, to name but a few challenges. 

The Committee has undertaken an intensive study of the challenges facing 
the manufacturing sector with the aim of providing specific recommendations to the 
Government of Canada on how it can help the sector adapt to these challenges. The 
Committee began its hearings in May 2006, and intends to continue them when Parliament 
resumes sitting in the fall. The Committee believes that it is important at this time to table 
an interim report so that the federal government is aware of the challenges facing the 
manufacturing sector and the potential solutions proposed by the witnesses to date. 

 I would like to thank all of the witnesses who have appeared before the 
Committee thus far, and also thank the members of the Committee for their hard work on 
this study over a relatively short period of time. The Committee looks forward to hearing 
from other witnesses in the fall to help complete its study on this very important topic.  

James Rajotte, M.P. 
Chair 
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CHALLENGES FACING THE CANADIAN 
MANUFACTURING SECTOR 

INTRODUCTION 

In May 2006, the House of Commons Standing Committee on Industry, 
Science and Technology began hearings on the current state of the Canadian 
manufacturing sector and the challenges facing this extremely important component of 
Canada’s economy. The study is focusing on four major issues and the impact that they 
are having on the competitiveness of the manufacturing sector: (1) the high value of the 
Canadian dollar; (2) high energy costs; (3) globalization; and (4) the availability of skilled 
labour. Additional issues raised by witnesses (e.g., the effect of the regulatory 
environment) are also being examined. 

This interim report provides the Government of Canada with an overview of 
how the manufacturing sector is affected by the challenges noted above, and highlights 
other, often industry-specific, challenges that the sector is facing. Appendix A provides a 
summary of the principal recommendations made by the witnesses that have appeared 
before the Committee to date, and flags policy areas that the Committee will examine in 
more depth in the fall when it will continue its hearings. 

OVERVIEW OF THE CANADIAN ECONOMY 

Strong global demand for primary commodities (particularly base metals and 
energy) has led to high commodity prices, which, along with strong growth in final 
domestic demand, have fuelled robust economic growth in Canada over the last few years 
(Figure 1). The Bank of Canada judges that the Canadian economy has been operating at 
close to its full production capacity since the second quarter of 2004.1 

This economic growth has led to an increase in the employment rate,2 which 
is at an all-time high (63.2% in May 2006). The unemployment rate stood at 6.1% in May 
2006, its lowest level since December 1974. In Canada’s diversified economy, however, 
employment gains have not been experienced across all sectors of the economy. In the 
manufacturing sector employment has fallen by 8.0% (-187,000 jobs) since the end of 
2002.3 

 

                                                 
1 Bank of Canada, Monetary Policy Report, April 2006, http://www.bankofcanada.ca/en/mpr/pdf/mprapr06.pdf. 
2 The employment rate is the percentage of working-age people who have jobs. The employment rate 

denominator is the source population, not the labour force. The source population includes all working-age 
people not in the military or institutions, but the labour force includes only those persons who either have a 
job or are looking for one. 

3 Statistics Canada, Labour Force Survey, May 2006, http://www.statcan.ca/english/Subjects/Labour/LFS/lfs.pdf. 
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Figure 1 
Canada’s Real GDP Growth (% Annual Rate)4 

 

In response to high commodity prices and currency traders’ concerns over 
the large U.S. current account deficit, the Canadian dollar has surged in value by almost 
40%5 relative to the U.S. dollar since the beginning of 2003 (Figure 2) and receipts and 
payments between Canada and the rest of the world are in better balance. 

All these economic indicators suggest the potential for an overheated 
economy (i.e., aggregate demand increasing beyond the economy’s production capacity) 
that could set off inflationary expectations if corrective monetary actions are not taken. The 
Bank of Canada has thus raised its overnight rate seven consecutive times by 25 basis 
points from 2.75% in September 2005 to 4.25% in May 2006 in order to keep inflation at 
the 2% midpoint of its target range of 1% to 3%. Increases in the overnight rate and other 
interest rates do exert upward pressure on the value of the Canadian dollar against other 
currencies, but Canada’s policy rate and other interest rates have been lower than their 
U.S. counterparts since early 2005 (Figure 2). Negative Canada-U.S. interest rate 
differentials dampen or slow the rise of the Canadian dollar, although this effect has been 
more than offset in recent months by rising commodity prices. The Bank of Canada 
suggests that commodity prices could increase further, which would imply stronger export 
demand and higher prices for Canada’s commodity exports, stronger income growth, and 
further upward pressure on the Canadian dollar.6 

                                                 
4 Industry Canada submission to the House of Commons Standing Committee on Industry, Science and 

Technology, meeting of 13 June 2006. 
5 Comparison between the base case (denominator) of 64.9¢ on 1 January 2003 and value of 90.1¢ on 1 May 

2006. 
6 Bank of Canada, Monetary Policy Report, April 2006, p. 28. 
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Figure 2 
U.S. Federal Funds Rate, Canada Bank Rate and Canada-U.S. Dollar Exchange Rate 

1971-20067 
 

 

 

 

 

 

 

 

 

 

THE CANADIAN MANUFACTURING SECTOR AND ITS CHALLENGES 

Manufacturing is Canada’s largest business sector, accounting for 18% of all 
of Canada’s economic activity and providing employment for 2.1 million people. 
Additionally, every dollar of manufacturing output is estimated to generate over three 
dollars of total economic activity.8 Manufacturing industry shipments were approximately 
$615 billion in 2005,9 of which $450 billion were exports. In 2005, the manufacturing sector 
accounted for two-thirds of Canada’s exports and two-thirds of Canada’s private sector 
R&D. 

Despite Canada’s overall rosy economic picture, industries within the 
manufacturing sector are struggling with a number of major challenges that are affecting 
their competitiveness and, in some cases, their very survival. The principal challenges 
facing the sector are: (1) the rapid appreciation in the value of the Canadian dollar; (2) 
increasing energy costs; (3) competition from “Emerging Economies”; (4) the availability of 
skilled labour; and (5) the regulatory environment. Additional industry-specific challenges 
are discussed later in the report. 

                                                 
7 Bank of Canada, Rates and Statistics, http://www.bankofcanada.ca/en/graphs/currencies.html#us. 
8 Data from Canadian Manufacturers and Exporters. 
9  Data from April 2005-May 2006. Statistics Canada, Monthly Survey of Manufacturing, April 2006, June 2006, 

http://www.statcan.ca/Daily/English/060614/d060614a.htm. 
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1.  Rapid Appreciation in the Value of the Canadian Dollar 

Relative to the services sectors, the manufacturing sector has a higher 
exposure to international trade. Exports from the manufacturing sector are often priced in 
U.S. dollars, and as the Canadian dollar has risen, margins have shrunk as the prices of 
these exports dropped in Canadian dollar terms. Because of competitiveness concerns or 
the fact that prices for exports may be fixed far in advance in U.S. dollars, many firms have 
been unable to raise their U.S. dollar prices.10 

2. Increasing Energy Costs 

The manufacturing sector has also been adversely affected by increasing 
input costs. Energy-intensive manufacturing industries such as pulp and paper, chemical, 
petroleum refining and primary metal industries make up approximately 29% of Canada’s 
manufacturing GDP,11 and these industries have been hit particularly hard by increasing 
energy (electricity, fuel oil and natural gas) costs. Between the 1st quarter of 2000 and the 
4th quarter of 2005, manufacturers saw their energy costs increase by 94.3% (Figure 3). 

Figure 3 

Percent Change in Input Costs, (1st Qtr 2000 – 4th Qtr 2005)12 

                                                 
10 Bank of Canada, “Adjusting to the Appreciation of the Canadian Dollar”, Supplement to the Spring 2006 

Business Outlook Survey, http://www.bankofcanada.ca/en/bos/2006/spring/adj_e_0406.pdf. 
11 Data presented by Mr. Howard E. Brown, Assistant Deputy Minister, Department of Natural Resources to 

the House of Commons Standing Committee on Industry, Science and Technology, meeting of 13 June 
2006. 
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3. Competition from Emerging Economies 

The Canadian manufacturing sector has been affected by global 
competition, particularly from China. China is a large and rapidly growing market for raw 
materials, industrial goods, capital equipment, and consumer products. The country has 
become a leading manufacturer, not only of textiles and consumer products, but of 
electronic equipment, software, and other technologies as well. China’s labour costs are, 
on average, about 1/40th of those in Canada, and they provide China with a comparative 
advantage in the manufacture of labour-intensive products. China has also become an 
integral part of manufacturers’ global supply chains.13 Canada is also facing low cost and 
high value competition from other emerging economies, such as India. 

Although import penetration into Canada from all countries has been 
relatively stable over the last decade, there has been a change in the relative positions of 
the countries of origin of imports. In particular, import penetration from China has risen. 
Some manufacturing industries with a high trade exposure have experienced lower profit 
margins, prices or sales volumes in their domestic markets because of increased 
competition from imports, particularly from China (Figure 4). 

Figure 4 
China’s Import Penetration: Most Exposed Manufacturing Industries14 

 

 

                                                                                                                                                             
12 Canadian Manufacturers and Exporters submission to the House of Commons Standing Committee on 

Industry, Science and Technology, meeting of 16 May 2006. 
13 Canadian Manufacturers and Exporters, Manufacturing Challenges in Canada 

http://www.cme-mec.ca/mfg2020/Challengespdf.pdf. 
14 Industry Canada submission to the House of Commons Standing Committee on Industry, Science and 

Technology, meeting of 13 June 2006. 
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4. Availability of Skilled Labour 

Despite current job shedding, the manufacturing sector, like all other sectors 
of the Canadian economy, has to address the shortage (actual or potential, depending 
upon the industry in question) of skilled labour. Over the past decade, three main factors 
have shaped Canada’s workforce: (1) an increasing demand for skills in the face of 
advanced technologies and the “knowledge based economy”; (2) a working-age 
population that is increasingly made up of older people; and (3) a growing reliance on 
immigration as a source of skilled labour.15 According to a survey conducted by the 
Canadian Manufacturers and Exporters in 2003,16 more than 40% of manufacturers say 
that skills shortages are seriously constraining their ability to improve business 
performance and grow. About 17% of those surveyed indicated that skills shortages pose 
a major constraint on their ability to develop and commercialize new products. Finally, 
slightly more than 25% reported that a lack of skilled and experienced personnel is a 
challenge that will fundamentally change the nature of their business over the next 5 to 
10 years. 

5. Regulatory Environment 

Although not cited as the main challenge to competitiveness by any of the 
groups representing specific manufacturing industries, some of the witnesses indicated 
that government regulations represent a burden to their industry and to all sectors of the 
economy. The major business associations (e.g., Canadian Manufacturers and Exporters, 
Canadian Chamber of Commerce, Canadian Council of Chief Executives, Canadian 
Federation of Independent Businesses, Conference Board of Canada) suggested that 
streamlining regulations and reducing paper burden is a cost-effective way to increase 
productivity and to help businesses of all sizes and from all sectors. 

THE MANUFACTURING SECTOR’S RESPONSES TO CHALLENGES 

The rapid appreciation in the value of the Canadian dollar, along with higher 
energy costs and strong competition from emerging economies such as China and India, 
have had a negative impact on profitability in many parts of the manufacturing sector. In 
response to these challenges, many firms in the manufacturing sector have had to take a 
variety of measures to adjust to the changes. The responses include lowering labour 
costs, increasing inputs/processing abroad, increasing investment in machinery and 
equipment, raising selling prices, reorienting production and increasing financial hedging.17 

                                                 
15  Statistics Canada, 2001 Census analysis series: The changing profile of Canada’s labour force, 2003, 

www12.statcan.ca/english/census01/Products/Analytic/companion/paid/pdf/96F0030XIE2001009.pdf. 
16 Canadian  Manufacturers  and  Exporters  2003  Membership Survey  cited  in  Canadian Manufacturers and 

Exporters, Manufacturing Challenges in Canada,  
http://www.cme-mec.ca/mfg2020/Challengespdf.pdf. 

17 Bank of Canada, “Adjusting to the Appreciation of the Canadian Dollar,” Supplement to the Spring 2006 
Business Outlook Survey, http://www.bankofcanada.ca/en/bos/2006/spring/adj_e_0406.pdf. 
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As many manufacturing firms have restructured their operations, 
employment in the sector has declined. Statistics Canada reports that employment in the 
manufacturing sector declined by 22,000 in May 2006, with losses spread between 
Ontario and Quebec. Since the end of 2002 when the downward trend for the sector’s 
employment levels began, manufacturing employment has fallen by 8.0% (-187,000 
jobs).18 In 2005, the manufacturing sector was the economy’s major source of job losses. 
The decline in manufacturing employment over the last three years is the largest period of 
contraction in the sector since the recession of the early 1990s. It should be noted, 
however, that in the three years ending in 1992, manufacturing jobs declined at twice the 
rate that they have over the last three years.19 

Recent job losses have occurred across all parts of the manufacturing 
sector, but have been particularly marked in clothing and textiles, computer and electronic 
manufacturing, electrical equipment and appliances, transportation equipment, and wood 
and paper products. Similarly, manufacturing job losses have been experienced in most 
provinces, but Ontario and Quebec have been hit particularly hard. The decline in the 
share of total employment by the manufacturing sector is not unique to Canada; other 
OECD countries have also witnessed similar declines. 

To further improve productivity and decrease costs, Canadian 
manufacturers have increased capital spending substantially. While job losses in the 
sector have been substantial, output levels have not declined by as much because of 
these investments, and thus manufacturing labour productivity increased at an average 
annual rate of 5.6% per quarter over the past six quarters, which is twice the average for 
the business sector as a whole (Figure 5). 

                                                 
18 Statistics Canada, Labour Force Survey, May 2006, http://www.statcan.ca/english/Subjects/Labour/LFS/lfs.pdf. 
19 Vincent  Ferrao,   “Recent  Changes  in  Employment  by  Industry,  ”Perspectives  on  Labour  and  Income, 

Statistics Canada, January 2006, p. 7  
http://www.statcan.ca/english/freepub/75-001-XIE/10106/art-1.pdf. 
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Figure 5 
Average Growth in Labour Productivity by Industrial Sector: 

2004 Q3 to 2006 Q1 (% Annual Rate)20 
 

 

CHALLENGES FACING SELECTED INDUSTRIES WITHIN THE MANUFACTURING 
SECTOR 

1. Apparel Industry 

Mass production of apparel in Canada began in the mid-19th century in 
many urban centres, which supplied much-needed semi-skilled labour but were also the 
major consumer markets. For most of that time, domestic production closely matched 
domestic demand in terms of quantities, qualities and style requirements. The second half 
of the 20th century (by contrast) was marked by a substantial increase in world trade in 
apparel, mostly originating from low wage, developing countries and destined for high 
wage, developed countries. Two attempts to address the imbalances and inequities 
caused by this growing trade were made and they resulted in two multilateral international 
agreements: the Multi-Fibre Arrangement (MFA), which permitted developed countries to 
impose quotas on imports of apparel and textiles from developing countries, and the 
Agreement on Textiles and Clothing (ATC), whereby the MFA quotas were to be gradually 
phased out over a 10-year period. These two agreements marked 1975, 1995 and 2005 
as milestones for three distinct and increasingly freer trade regimes. The Canada-U.S. 
Free Trade Agreement (FTA) also played a role — a positive one — as exports to the 

                                                 
20 Industry Canada submission to the House of Commons Standing Committee on Industry, Science and 

Technology, meeting of 13 June 2006. 
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United States soared and now account for 40% of Canadian apparel shipments valued at 
$5.6 billion in 2005. 

In and of itself, the ATC posed significant competitiveness challenges to the 
Canadian apparel industry, particularly from the export of cheap Chinese, Indian and 
Bangladeshi clothing. Canadian apparel companies were adjusting to the new trade 
environment by shifting and focusing their production on selected North American niche 
markets, whereby geographical proximity to these markets would provide a competitive 
advantage, such as in the case of their “fast fashion” segments. However, the 40% 
appreciation of the Canadian dollar against the U.S. dollar in only the past three years has 
hobbled the implementation of such strategies given that U.S. apparel companies are 
reacting similarly. Much greater contraction and consolidation of the Canadian apparel 
industry, along with more lay-offs, are expected should current trends continue. To 
mitigate such a scenario, the industry believes that government action is needed on tariff 
policy and procurement, as well as continuing general support for the industry. 

2. Textiles Industry 

The textiles industry is one of Canada’s oldest manufacturing industries. 
Established more than 150 years ago in small, urban communities that offered a stable 
labour supply and rivers ideally suited for water-generated power and dyeing/finishing, the 
industry started with the manufacture of yarns and fabrics from natural fibres. Today, the 
industry is structured very differently. Canada’s textiles manufacturing industry has 
transformed itself, particularly in the past 25 to 30 years, through substantial and sustained 
capital investment and the result is a modern industry that is increasingly capital-intensive, 
a major user of high technology, and a provider of quality jobs for thousands of Canadians. 
In 2005, the industry is located mostly in Quebec and Ontario and uses natural, artificial 
and man-made fibres and filaments to produce and ship $6.2 billion worth of textiles and 
textile products, of which $3.0 billion or about 48% was exported. 

The Canadian market for textiles appears to have peaked at a level just shy 
of $11 billion in 2000, declining more than 20% in the past five years. This slump in 
demand is more protracted than a simple downturn in the economy — trade factors are at 
play. Indeed, the ATC and the rapid appreciation of the Canadian dollar have together 
sharpened the industry’s competitiveness challenge. The industry is prepared to meet this 
challenge but is seeking from the federal government complementary industrial and trade 
policies in the areas of an export processing strategy and on the rules of origin governing 
duty-free entry of imported apparel from least developed countries (LDCs). 

3. Forest Products Industry 

Canada’s forest industry sold some 250 products, valued at $81 billion in 
2004, to more than 175 countries, generating $35 billion in trade surplus. Canada ranked 
first in the world in terms of newsprint production and second in the world in terms of both 
wood pulp production and softwood lumber production. 
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As the forestry sector is simultaneously highly energy-intensive, capital-
intensive and export-oriented, the rapidly rising prices of energy and the Canadian dollar 
present the sector with its greatest competitiveness challenges. Somewhat linked to these 
challenges is the sector’s fragmented industrial structure. Canada’s two largest forestry 
companies, Abitibi-Consolidated and Domtar Canada, rank just 21st and 23rd among the 
largest forest companies of the world. Significant economies of scale exploited through 
further industry consolidation could bode capital cost savings and would help towards 
levelling the competitiveness playing field with its much larger foreign rivals. The industry 
believes that the Government of Canada can play a significant role in improving the 
investment climate for the industry, most notably by taking various measures that would 
lower the marginal effective tax rate on capital. The industry also believes that a more 
accommodating application of the Competition Act would be part of its competitiveness 
solution and that a Canada-Korea free trade agreement would provide incremental 
benefits. 

4. Plastics Industry 

Rapid growth in the Canadian plastics industry followed the dramatic 
increase in the domestic capacity for producing synthetic resins beginning in the late 
1970s which was, in turn, a response to the OPEC oil embargo and energy crisis. During 
that period, U.S. tariffs on imported resins were typically 10 to 12%, whereas they were 
3 to 5% for plastic products. This tariff differential spawned vertically integrated production 
of resin and plastics in western Canada. Today, Canada boasts more than 2,000 plastics 
companies, mostly Canadian-owned small and medium-size enterprises (SMEs), whose 
shipments were more than $20 billion in 2005, of which 50% was exported (and of which 
93% was destined for the United States). 

The industry faces a number of competitiveness challenges that include: 
(1) the small size of many of its Canadian companies; (2) the need to match high R&D 
rates of their U.S. competitors; and (3) a more secure supply of its Canadian natural gas 
feedstock. As resin costs typically account for 30 to 50% of the final value of a plastics 
product and one dollar of natural gas at the wellhead can be turned into a $15 plastic 
product — hence, a value-added multiplier of 15 — the development of a federal energy 
framework that would ensure adequate feedstock for manufacturing (rather than exporting 
so much natural gas in its raw state) and the stabilization of energy prices is seen by the 
industry as a way to boost its competitiveness. The industry has also indicated that 
acceleration of the capital cost allowance to no greater than two years, and a simplification 
of Canada’s R&D tax credit regime are top priorities to assist it in meeting its innovation 
challenge. 

5. Automotive Industry 

Canada has attracted a number of foreign automobile manufacturers (i.e., 
DaimlerChrysler, Ford, General Motors, Honda, Suzuki, and Toyota) to locate their 
production facilities mostly in southern Ontario, producing for the North American market, 
while at the same time importing a substantial amount of vehicles to match its varied 
automotive needs. Based on relatively lower wage rates than those of the United States, 
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and federal and Ontario government financial support of $434 million and $513.8 million, 
respectively, in the last two years alone, capital expenditures in Canada’s automotive 
assembly plants have been brisk, averaging more than $3 billion per year over the past 
12 years. As a result of these investments, Canada’s automotive assembly plants are 
estimated to be, on average, 4.6% more productive than those of the United States and 
38.9% more productive than those of Mexico. In turn, Canadian production accounted for 
about 17% of North American production and Canada-U.S. automotive trade amounted to 
$143.8 billion, with a Canadian surplus of $23.5 billion, in 2005. 

With many countries also subsidizing investment in their automotive sectors, 
leading to a world and North American automotive assembly plant overcapacities 
estimated at 11.5 and 2.5 million units, respectively, and a 40% appreciation of the 
Canadian dollar against the U.S. dollar in just the past three years, Canada’s labour cost 
advantage is rapidly shrinking. The appreciation of the Canadian dollar has been 
particularly hard on the automotive assembly supply-chain, and the availability of both 
general skilled and technical skilled workers is also a growing concern. These factors are 
threatening industry profitability, labour wage increases and Canada’s trade surplus. The 
industry suggests that it may be threatened further by a Canada-Korea free trade 
agreement if market access and measures such as Korea’s non-tariff barriers are not 
addressed. The industry also believes that a lower marginal effective tax rate on capital, 
one that is competitive with that of the United States, would provide a favourable 
investment climate. 

6. Aerospace Industry 

The Canadian aerospace industry boasts more than 500 companies with 
annual revenues of $21.7 billion in 2004, placing Canada in 4th position behind aerospace 
industries in the United States, United Kingdom and France. This Canadian industry is 
extraordinarily dependent on foreign buyers of its products, as 84% of its revenues were 
garnered from export sales and 75% of all exports were to the United States. 

The global aerospace industry does not operate in a laissez-faire 
marketplace. Government intervention in the sector is rationalized primarily on national 
security grounds and secondarily on grounds of industry characteristics such as its high 
degree of R&D and its attendant high risks and long payback periods. Governments 
around the world use various policy instruments to support aerospace industries operating 
within their jurisdictions, including funding defence programs and purchases, financing 
research and development infrastructure, and providing loan guarantees and bank 
financing for aircraft development and production. In Canada, major federal programs and 
initiatives used by the aerospace industry include: (1) Scientific Research and 
Experimental Development (SR&ED) Tax Incentive Program; (2) Technology Partnerships 
Canada; (3) Defence Research and Development Canada; and (4) the National Research 
Council’s Institute for Aerospace Research, Aerospace Manufacturing Technology Centre 
and Industrial Research Assistance Program (IRAP). 

Given that the aerospace industry’s long-term survival and prosperity 
depend on innovation and one of the basic building blocks of that activity is R&D, which in 
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the last decade represented between 6 and 15% of industry sales, the industry believes 
that it is crucial that the Government of Canada redevelop and replace the Technology 
Partnerships Canada program as a means of levelling the playing field with its foreign 
rivals. Any improvements to the SR&ED tax measure as an incentive to encourage R&D, 
particularly for SMEs, would also be welcomed by the industry. 
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APPENDIX A 
SUMMARY OF RECOMMENDATIONS 

MADE BY WITNESSES 

Policy Issue Recommendation Witnesses 

Monetary  Encourage the Bank of Canada to relax its interest 
rate policy to reduce the upward pressure on the 
Canadian dollar 

Canadian Auto Workers Union 
 

Taxation  accelerated depreciation for equipment and 
technology investments 

 
 

 accelerate capital cost allowance system 
 
 
 
 

 capital cost allowance rates: match useful life of 
assets to economic realities 

 go back to two-year write-off capital cost allowance 
system 

 
 reduce taxes on business investment 

 
 reduce taxes on capital gains 
 accelerate planned reductions in corporate income 

tax 
 

Fédération des travailleurs et travailleuses du 
Québec 
and Association of International Automobile 
Manufacturers of Canada 
Canadian Manufacturers and Exporters and 
Canadian Apparel Federation and Forest 
Products Association of Canada 
 
 
Canadian Chamber of Commerce 
 
Canadian Manufacturers and Exporters and 
Canadian Plastics Industry Association 
 
Global Insights Inc. and Forest Products 
Association of Canada 
Global Insights Inc. 
Global Insights Inc. 
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Policy Issue Recommendation Witnesses 

 make SR&ED tax credits more accessible 
 
 
 

 ensure meaningful advantage in the overall corporate 
tax rate with respect to the United States 

 corporate income taxes should be reduced to 17% 
from 21% over four years 

 take steps to ensure a highly competitive tax structure 
(e.g., marginal effective tax rates) 

 
 reduce marginal tax rates on personal income for low 

to modest income families ($25-45 000), and evaluate 
“claw backs” (reductions in GST/child benefit 
allowances due to income increases) 

 increase threshold for highest rate to $150,000 from 
$118,000 

 harmonize provincial retail sales tax with the goods 
and services tax (GST) 

 
 introduce tax relief for work relocation expenses 
 if government provides incentives for people to buy 

vehicles, it should take a technology-neutral approach 

Canadian Plastics Industry Association and 
Canadian Textiles Institute and Canadian 
Apparel Federation and Aerospace 
Industries Association of Canada 
Canadian Council of Chief Executives 
 
Canadian Chamber of Commerce 
 
Association of International Automobile 
Manufacturers of Canada and Forest 
Products Association of Canada 
Canadian Chamber of Commerce 
 
 
 
Canadian Chamber of Commerce 
 
Association of International Automobile 
Manufacturers of Canada and Canadian 
Council of Chief Executives 
Canadian Manufacturers and Exporters 
General Motors of Canada Ltd. 
 

Trade  focus on regional and bilateral trade agreements that 
provide effective market access 

 Canada needs to keep focused on the importance of 
the multilateral trade regime and keep making an 
active contribution to bringing down barriers globally 

 continue to press for liberalized trade environment 
 

Canadian Manufacturers and Exporters 
 
Canadian Council of Chief Executives 
 
 
Canadian Chamber of Commerce 
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Policy Issue Recommendation Witnesses 

 withdraw from free trade negotiations with South 
Korea 

 identify a solution that will achieve a sustainable 
manner of opening up South Korea’s automotive 
market imports (e.g., market metric approach, with 
tariff snap-backs) 

 LDC rules of origin need to be revisited 
 all custom duties on fabric should be removed as long 

as these fabrics are not produced in a commercial 
way in Canada 

 improve implementation of trade rules at our borders 
to protect against importation and exportation of 
counterfeit products 

 enforce trade rules and protect intellectual property 
rights to maintain domestic and U.S. confidence in 
our trading partnership 

 work closely with counterparts in U.S. on issues 
surrounding Western Hemisphere Travel Initiative 

Canadian Auto Workers Union 
 
Canadian Vehicle Manufacturers 
Association 
 
 
Canadian Textiles Institute 
Apparel Manufacturers Institute of Quebec 
 
 
Canadian Manufacturers and Exporters 
 
 
Canadian Council of Chief Executives 
 
 
Canadian Manufacturers and Exporters 
 

Labour Skills  speed up processing of skilled immigrant workers and 
selection of those with needed skills 

 ensure the work permit system responds to labour 
needs 

 need to enhance efficiencies in getting people into the 
country to fill labour needs; more resources focused 
on target areas (e.g., Asia) 

 better integrate immigrants and Aboriginal people into 
workforce 

 improve recognition of credentials 
 
 

Canadian Manufacturers and Exporters 
 
Canadian Manufacturers and Exporters 
 
Canadian Manufacturers and Exporters 
 
 
Canadian Chamber of Commerce 
 
Canadian Chamber of Commerce 
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Policy Issue Recommendation Witnesses 

 facilitate more effective integration of immigrants into 
appropriate employment by more effective 
certification policies, and reduce the inter-provincial 
barriers to certification of trades and professions 

 put in place a national, coordinated, streamlined 
accreditation system, starting with a focus on up to 10 
“crisis sectors” with most severe skill shortages 

 introduce ways to offset employee training costs 
against other payroll taxes (e.g., Employment 
Insurance program) 

 training leave within the Employment Insurance 
system 

 Place more emphasis on continued upgrading and 
provision of skills 

 federal government, provincial governments and 
private sector should increase commitment to 
employee training 

 revise the Employment Insurance policy 
 increase the incentive for inter-provincial migration to 

more promising labour markets 
 increase investment for higher education 
 increase funding for apprenticeships 
 tax incentives for SMEs, recognizing their role in 

providing apprenticeships and training that usually 
end up benefiting larger organizations 

 consider incentives to enhance training opportunities 
for certain companies, especially focusing on small 
and medium-size enterprises 

 Reintroduce Program for Older Worker Adjustment 
(POWA) 

Canadian Chamber of Commerce and 
Canadian Wood Council 
 
 
Conference Board of Canada 
 
 
Canadian Manufacturers and Exporters 
 
 
Fédération des travailleurs et travailleuses du 
Québec 
Bank of Canada 
 
Global Insights Inc. 
 
 
Global Insights Inc. 
Global Insights Inc. 
 
Canadian Chamber of Commerce 
Canadian Chamber of Commerce 
Association Québécoise de l’Aérospatiale 
 
 
Canadian Chamber of Commerce 
 
 
Fédération des travailleurs et travailleuses du 
Québec 
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Policy Issue Recommendation Witnesses 

Energy Framework  develop an energy strategy to support a competitive 
business environment  

 consider energy from a continental perspective 
 develop a national policy on energy and resources 

 
 

 provide incentives and expertise to industrial 
producers to support energy efficiency 

 develop an energy framework which ensures 
adequate feed stock for manufacturing and the 
stabilization of energy prices 

Canadian Chamber of Commerce 
 
Canadian Chamber of Commerce 
Canadian Auto Workers Union and 
Fédération des travailleurs et travailleuses du 
Québec 
Fédération des travailleurs et travailleuses du 
Québec 
Canadian Plastics Industry Association 
 

Industrial  federal government should encourage reduced 
subsidization of manufacturing sectors 

 continue offering support for strategic major 
investments in the auto industry by participation in the 
Canadian Automotive Partnership Council 

 government loan guarantees 
 

 direct subsidies for new equipment 
 

 use money from Canada Pension Plan to fund capital 
investments for SMEs 

 procurement policies for Canadian content, which 
could be used along with marketing programs to 
promote Canadian products to Canadians 

 continue programs under Canadian Apparel & 
Textiles Industries Program (CATIP) 

 
 

Global Insights Inc. 
 
Canadian Auto Workers Union 
 
 
Fédération des travailleurs et travailleuses du 
Québec 
Fédération des travailleurs et travailleuses du 
Québec 
Fédération des travailleurs et travailleuses du 
Québec 
Apparel Manufacturers Institute of Quebec 
 
 
Apparel Manufacturers Institute of Quebec 
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Policy Issue Recommendation Witnesses 

 implementation of an outward processing program for 
the textile industry (imported apparel made with 
Canadian textiles would enter Canada duty free) 

 Opposed to the recommendation for outward 
processing  

 TPC should continue with adequate resources and 
recognizing the changing nature of R&D investment 
through the R&D continuum 

 programs should reserve a portion of funding for 
SMEs (e.g., aerospace).  

 government and funding agencies should distinguish 
between different phases of R&D, and treat each 
differently. 

 provide support for organizations to deal with U.S. 
regulations International Treaty on Arms Regulations 
(ITAR) 

 Promote the use of wood in non-residential 
construction 

Canadian Textiles Institute 
 
 
Apparel Manufacturers Institute of Quebec 
 
Aerospace Industries Association of 
Canada 
 
Association Québécoise de l’Aérospatiale 
 
Association Québécoise de l’Aérospatiale 
 

Association Québécoise de l’Aérospatiale 
 
 
Canadian Wood Council 

Regulatory  Speed up regulatory approvals (in pharmaceutical 
industry) 

 implement Bill C-212  
 

 eliminate regulatory and paper burden 
 

 institute a regulatory review process: measure 
regulatory burden, institutionalize measurement and 
reporting 

 regulatory regime should enable labour mobility and 
minimize disincentives to relocation 

 

Canadian Manufacturers and Exporters 
 
Canadian Federation of Independent 
Businesses 
Canadian Federation of Independent 
Businesses 
Canadian Federation of Independent 
Businesses 
 
Canadian Council of Chief Executives 
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Policy Issue Recommendation Witnesses 

 follow recommendations from 2004 external advisory 
committee report on smart regulation 

 simplify, rationalize and evaluate the current 
regulatory framework 

 regulations should have net accounting (economic, 
environmental, health, etc.) 

 Review Competition Act to ensure the application of 
merger review more fully accounts for economies of 
scale 

Canadian Chamber of Commerce and 
Canadian Wood Council 
Conference Board of Canada 
 
Conference Board of Canada 
 
Forest Products Association of Canada 

Inter-provincial 
Trade and 

Infrastructure 

 develop a binding dispute resolution mechanism for 
inter-provincial trade 

 need a national transportation infrastructure strategy, 
including discussion of public-private partnerships 

 enhance the physical infrastructure at the Canada-
U.S. border 

Conference Board of Canada 
 
Canadian Chamber of Commerce 
 
Canadian Auto Workers Union 

Security  Security & Prosperity Partnership initiative should 
remain a top priority 

Canadian Chamber of Commerce 
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APPENDIX B 
LIST OF WITNESSES 

Associations and Individuals Date Meeting 

Canadian Council of Chief Executives 
Sam Boutziouvis, Vice-President, Economics and International 

Trade 
David Stewart-Paterson, Executive Vice-President 

2006/05/16 3 

Canadian Federation of Independent Business 
Lucie Charron, Policy Analyst 
Corinne Pohlmann, Director, National Affairs 
Garth Whyte, Executive Vice-President 

  

Canadian Manufacturers and Exporters 
Jayson Myers, Senior Vice-President and Chief Economist 

  

Bank of Canada 
David Dodge, Governor 
Paul Jenkins, Senior Deputy Governor 

2006/05/30 4 

Global Insight Inc. 
Dale Orr, Managing Director, Canadian Macroeconomic Services 

 5 

Canadian Chamber of Commerce 
Michael Murphy, Executive Vice-President, Policy 

2006/06/01 6 

Conference Board of Canada 
Paul Darby, Deputy Chief Economist 

  

Canadian Auto Workers Union 
Peter Kennedy, Assistant to Secretary Treasurer 
Bill Murnigham, National Representative, Research/Pension and 

Benefits Department 

 7 

Fédération des travailleurs et travailleuses du Québec 
Pierre Laliberté, Political Advisor 

  

Apparel Manufacturers Institute of Quebec 
Eve Grenier, President 

2006/06/06 8 

Canadian Apparel Federation 
Bob Kirke, Executive Director 

  

Canadian Plastics Industry Association 
Atul Sharma, Chief Economist and Executive Director, Ontario 

  

Canadian Textiles Institute 
Harvey Penner, Chairman 
Elizabeth Siwicki, President 
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Association of International Automobile Manufacturers of 
Canada 

David Adams, President 

2006/06/08 10 

Canadian Vehicle Manufacturers Association 
Mark Nantais, President 

  

Ford Canada 
Paul Roy, Director, Government Relations 

  

General Motors of Canada Ltd. 
David Paterson, Vice-President, Government Affairs 

  

DaimlerChrysler Canada 
Lorraine Shalhoub, Director, Public Policy and External Affairs 

  

Aerospace Industries Association of Canada 
Peter Boag, President and Chief Executive Officer 
Ron Kane, Vice-President 

 11 

Quebec Aerospace Association 
Stewart Bain, Board Member and President, Advisory Council 
Sharon Core, Manager, Business Development and 

Communications 

  

Canadian Tourism Commission 
Michele McKenzie, President and Chief Executive Officer 

2006/06/13 12 

Department of Human Resources and Social Development 
Martin Green, Acting Director General, Program Policy Planning and 

Analysis 
Cliff Halliwell, Director General, Policy Research and Coordination 

Directorate 
Eric Parisien, Director, Sector Council Program Division 

  

Department of Industry 
Sara Filbee, Director General, Manufacturing Industries Branch 
Robert Lamy, Coordinator, Economic Analysis, Micro-Economic 

Policy Analysis Branch 
Renée St-Jacques, Chief Economist and Director General, Micro-

Economic Policy Analysis Branch 

  

Department of Natural Resources 
Howard Brown, Assistant Deputy Minister, Energy Policy Sector 
Margaret McCuaig-Johnston, Assistant Deputy Minister, Energy 

Technology and Programs Sector 

  

Canadian Wood Council 
Shawn Dolan, Director, Corporate Affairs 

2006/06/15 13 

Forest Products Association of Canada 
Marta Morgan, Vice-President, Trade and Competitiveness 
Tom Rosser, Chief Economist 
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MINUTES OF PROCEEDINGS 

Tuesday, June 20, 2006 

(Meeting No. 15)  

The Standing Committee on Industry, Science and Technology met in camera at 
11:09 a.m. this day, in Room 371, West Block, the Chair, James Rajotte, presiding. 

Members of the Committee present: André Arthur, Colin Carrie, Paul Crête, Hon. Jean 
C. Lapierre, Brian Masse, Hon. Dan McTeague, James Rajotte, Bev Shipley, 
Hon. Belinda Stronach, Dave Van Kesteren and Robert Vincent. 

Acting Member present: Massimo Pacetti for Hon. Joe Fontana. 

In attendance: Library of Parliament: Lalita Acharya, Analyst; Dan Shaw, Analyst. 
Standing Committee on Industry, Science and Technology: Alexandre Roger, Co-Clerk 
of the Committee. 

Pursuant to Standing Order 108(2), the Committee resumed its study of Challenges 
Facing the Canadian Manufacturing Sector. 

The Committee resumed consideration of a draft report. 

It was agreed, — That the draft report be adopted, as amended, as the Second Report 
of the Committee. 

It was agreed, — That the Chair, analysts and clerks be authorized to make such 
typographical and editorial changes as may be necessary without changing the 
substance of the report. 

It was agreed, — That the Chair be instructed to present the Second Report of the 
Committee to the House. 

At 11:40 a.m., the Committee adjourned to the call of the Chair. 

Richard Dupuis 
Clerk of the Committee 


