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Canada now faces a significant and growing productivity gap relative to the U.S.,
which will threaten our long-term prosperity

Over the past 30 years, productivity growth The period from 2001 to present has been most
has taken divergent trajectories in Canada and challenging, as Canadian productivity growth has
the United States trailed most OECD nations
GDP per worker, indexed to 1981 baseline Labour productivity CAGR, 2001-2009
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Within Canada, Nova Scotia helps drive productivity growth but lags in its overall
level of labour productivity

Provincial Productivity Level, Productivity Growth, and GDP
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< Atlantic Canada has the strongest productivity growth, led by Newfoundland, despite representing a small shares of Canadian GDP
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Deloitte believes that low productivity is, and will continue to be, the most
significant threat to Canada’s standard of living

Employment rate Work effort Productivity Standard of living
% of total population X _Hours X Output = _ GDP
that is employed Worker Hour Population

Is this a problem for Canada?

No No Yes Yes
Canada’s unemployment rate While the average number Canada’s productivity growth GDP per capita is
has not surpassed 12% in the of hours Canadians work has has been declining in recent increasing at a slower rate
past 40 years, and has hovered decreased slightly over the years on both an absolute than many of our peers
between 6% and 9% in the past 30 years, declines are in basis and relative to its peers
past 10 years line with the OECD average

Sources: OECD, Statistics Canada
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We have identified six issues that Canada should focus on addressing in order to
close the productivity gap

Canada’s growing productivity gap

Business leader risk aversion

Inefficient and insufficient
support for innovation

Lack of risk capital
for start-up companies

Chronic under-investment
in machinery and equipment

Sheltering of the Canadian economy

Increasing competition
for human capital
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Although some differences exist, Canadian and American executives identify
themselves as having very similar levels of risk tolerance

How firms characterize their risk tolerance levels

Very low risk tolerance

46%
43%

Low risk tolerance

] \

Moderate risk tolerance

m Canada
m United States

High risk tolerance Very high risk tolerance

)

T
“Risk Avoiders”

Percentage of total firms

Canada

54%

u.S.

59%

Source: Deloitte Research
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Y
“Risk Takers”

Percentage of total firms

Canada

46%

uU.S.

41%
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However, when measured against Deloitte’s Executive Risk Behavior Index, we see
that, in practice, Canadians are much less willing to take risks

The Deloitte Executive Risk Behaviour Index

57.7

47.4

Canada United States

Observations

« Based on a survey of 900 Canadian and American business leaders, Canada scored a 47.4 on the index vs. the American score of 57.7
(maximum score of 100)

¢ The Deloitte risk behaviour index was constructed based on a wide array of factors representing a firm’s actions, including a firm’s risk
evaluation practices, involvement in research, development and innovation, and dependence on government support

¢ The index has been adjusted to account for national differences in the current/future state views on macro-economic conditions

Source: Deloitte Research
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Total university enrolment and enrolment per 100 persons
Source: Association of Universities and Colleges of Canada

GreaterHalifax

38,937

Halifax St. John's Quebec London Regina Victoria
City

F 2005 I 2008 [ 2008 - Per 100 persons

*Note: Universities with satellite campuses in Quebec City and Victoria were excluded, as the
data did not allow for separation from the main campuses in Montreal and Vancouver.



ECONOMIC SIZE

GreaterHalifax

Real Gross Domestic Product, 2002 $mil
Source: The Conference Board of Canada
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GDP PER PERSON

Real Gross Domestic Product per capita, 2006-2011
Source: The Conference Board of Canada, Statistics Canada

Greatertalifax

$42,707

$39.179
$34.960

$33,592 $33,879

Halifax St. John's Quebec London Regina Victoria
City
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HALIFAX INTERNATIONALLY COMPETITIVE

Cost-of-living and quality-of-living indices
Source: fDi intelligence
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A GROWING ARTS AND CULTURE SECTOR

GreaterHalifax

Employment in arts, culture and recreation, 000s
Source: Statistics Canada
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This is illustrated by behaviours like Canada’s lower R&D participation rates, a
phenomenon that is largely driven by Canadian “risk avoiders”

The overall rate of R&D participation of surveyed firms Risk avoiding Canadian firms are less likely to conduct
in Canada is lower than in the United States R&D than their American counterparts
R&D participation rate R&D participation rate B W “Risk takers”
“Risk avoiders”
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Observations
* While overall participation in R&D is lower in Canada than in the United States, the difference is most pronounced among firms with “risk
avoiding” business models

Source: Deloitte Research
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Canadian firms also exhibited a far greater reliance on government incentives
than on market factors to induce productivity-boosting behaviours like R&D

Government factors

Firms “Somewhat Likely” or “Very Likely” to increase
expenditure on R&D if offered tax credits to do so

74%

68%

Canada United States

* Canadian firms are less averse to tax credit-induced
R&D expenditure than U.S. firms

Firms “Very Likely” to increase R&D expenditure if offered
increased government grants

33%
23%
Canada United States

¢ Canadian firms are more likely to boost R&D spending
if incentivized with increased government grants

Source: Deloitte Research
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Market factors

Firms “Somewhat Likely” or “Very Likely” to increase R&D
expenditure due to improved intellectual property protections

60% 64%

- 1

Canada United States

* U.S. firms are more likely to expand R&D investment
as a result of better IP protection

Firms “Somewhat Likely” or “Very Likely” to increase R&D
expenditure if there were increased availability of risk capital

68%

61%

S—

Canada United States

» U.S. firms are more likely to increase R&D spending
as a result of increased access to risk capital
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We believe that to address the issue of productivity businesses, academia and
government must act in a deliberate and collaborative fashion

14

Government

How does government control the business environment to affect the level
and quality of productivity inputs?

Rules Incentives Markets Services
effects

Structural ‘

Business environment for inputs to productivity

Information and

Human capital o 2
communication technologies

Machinery and equipment Public infrastructure

Academia

How does academia utilize research and education infrastructure
to improve the level and quality of productivity inputs?

Research Commercialization Curriculum || Capacity

The future of productivity

Businesses

How do businesses
compete, innovate,

and invest to improve
the level and composition
of their productivity
inputs?

Strategy

Innovation

Investment
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Deloitte has put forward eight recommendations we believe are necessary
to improve Canada’s productivity in the near-term, and to foster ongoing
productivity growth

In order to achieve meaningful impacts on Canadian productivity, businesses, academia and
government will need to act in a deliberate and collaborative manner across eight key recommendations:

|

Incubate
Bolster the pool of Co-locate
risk capital for start-ups Create a national clustering strategy
Innovate Update
Improve the effectiveness of RGD Invest in machinery and equipment
Populate Accommodate
Aftract and fully utilize At e e 9 Ease the flow of foreign
skilled immigrants b7T oemmTTTmmelTTsl | direct investment
Educate | T S Facilitate
Foster entrepreneurship and [, . "~ Reduce trade barriers and pursue
innovation at all levels of education | s | new markets

Improved
productivity

Each recommendation enables the success of others creating a self-reinforcing system for driving
improvement in Canada’s productivity
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Co-locate: Create a national clustering strategy

Deloitte believes that a national clustering strategy is required in order to increase productivity and drive
innovation in key fields.

Cluster development must be led by local ... their strategies must be supported

A national strategy will enable Canada
businesses, governments and academia... by Federal and Provincial governments

to realize the benefits of clustering

University of

Waterloo 25 ',i

» »
.
 Clustering supports the growth of high  Local stakeholders must collaborate to » Federal and provincial governments must
productivity, high innovation areas where develop strategies to support the provide the necessary resources and
related firms can actively collaborate emergence or growth of clusters infrastructure to support local cluster

strategies

Key Considerations
Cluster development requires a long term vision, with the growth of world class clusters measured in decades, not years

There must be a strong rationale for each cluster that builds on existing talents, industries and or natural advantages (e.g. geography)
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Deloitte has worked with the leading hubs in Canada to determine their economic
impact and the complexities of their clusters

Description Impact

COMMUNTJECH BT

Client capital raised

$154M $530M _ 25

Client revenue Client deal flow New research and industry
collaborations

» Communitech is a not-for-profit organization
that supports technology startups in Waterloo

Region ' - '
) . . 573 366 $7.1K 8.000
. Commynlyecf} plays a material rol_e In New jobs created by PR —— Srcgzttéoggwr;l::étﬁggto Visitors to the Hub
championing innovation on a provincial and CarmmuiEen e
national level

» The ecosystem creates a network of
resources that benefit both entrepreneurs and
the members of the network

Description Impact

szim — Wi

Client capital raised Client revenue Total grants received New products to market

* MaRS has a prominent location in the heart of
Toronto with 700,000 square feet available for

research labs, offices and event facilities 2,530 70%
oS .l.ﬂ— Total Jobs New jobs created by ICE
H New jobs created by Startup client companies t
* MaRS accommodates companies across e P P sector

Information and Communication Technology,
Clean Tech, Life Science and Social
Innovation

Source: Deloitte analysis
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more support is needed to grow these firms over the long
term

Why Canada Needs to Support High Growth Firms

The bulk of

jOB Canadian 3“0

GROWTH

in small businesses
come from high

JOBS ARE
CREATEDIN A
FIRM'S FIRST

BEST STARTUP
ENVIRONMENT

Canada ranks 3rd

growth firms in ease of starting

2 YEARS a business

in Canada than in the
US or Israel

Compared to firms
in other countries,
in Canada

anies

FEW GROW
AFTER 5
YEARS
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Waterloo has experienced significant economic traction
as a result of their technology cluster

Regional Growth Comparison, 1996-2011

POPULATION UNEMPLOYMENT RATE AVERAGE INDIVIDUAL EMPLOYMENT INCOME
waTerL00 JEFAL) S UL WATERLOO waterLoo [PEY
Lonoon [RFA) Lonpon P48 tonoon RV
PRIVATE HOUSEHOLD MEDIAN INCOME TOTAL LABOUR FORCE

wATERLOO RN WATERLOO %
Lonpon [EZA) T 86%
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that are made possible as a result of value creating
Invisible activities conducted by Communitech

Communitech Incubation Process

VISIBLE SERVICES o Company completes

A round, attracting
funding from key
I sior Company hires investors
Company sources angel three developers
investment round from found on Waterloo
the Golden Triangle Tech Jobs
Company uses Angel Network, who
Deloitte services turn to Communitech
Company opts to apply for and for deal flow
\ in for TechLife obtain SR&ED
Company establishes Insurance covering tax credits

Incubation Cycle of “Company X", a
mobile development firm that focuses
on social gaming on the iOS platform.

deep roots in the all employees for
pe Company is community, shares a nominal fee
Company rents connected with best practices, and

office space with Doug Cooper, former sources talent
access to admin Country Manager
support and of Intel Canada
communications

for $500/month

INVISIBLE ACTIVITIES

Trust Relationships Talent Physical stru Incentiv

Work with the government Create an environment Build a network of Educate students about Build an energetic physical Work with the government
for a light rail system to make of trust to allow for supporters in the opportunities in technology space to house clients to provide incentives to
commuting to Waterloo viable business activity business community and entrepreneurship hire students
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Successful hubs leverage available resources and the existing local environment to
address specific market demands

ENVIRONMENT

Collaborative e Hubs must have
Networks client / tenant [ Risk Capital ]
E | and inf | demand for
y Cc?l:?ba(.)rz_zorl]n orma services * |nvestmentis
S [ e
_ stakeholders to activities of
» Pool of talent is effectively leverage » Stakeholders
necessary for networks for scale, entrepreneurs and consider market
ideation and best practices researchers regulation and
implementation of financial incentives
innovation (e.g. tax rate and

: credits, subsidies)
Innovation

Hub
Dedicated Anchor Hub Financing

e Typically hubs use

» Anchors bring

\ significant resources a mi?< of .
\\ and network public/private //
\ influence to the hub Infrastructure support and p
S MENIOS revenues 7
\ R i ;
\ « Experienced Co I(_’Cat'%n - y
RS entrepreneurs help Experienced Hub requires the right e
S T YETTES Management mix _of space and L’
oy navigate operational eq_wpment (g.g. _od
SS challenges and * Hub management offices, meeting -
INTERNAL s secure funding MESES £ folelinisy (el ialLilel) -
RN capabilities for areas, and labs) _ -~ ~

— -
- -——
N ==
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Direct city-level support for incubators is shaped by the powers of municipal
government, but there are indirect mechanisms to facilitate success

Municipal government has the ability to support hubs, both directly and indirectly

« Cities can play a role in ensuring that there is adequate local infrastructure and favourable policy;
including but not limited to: public transportation, zoning restrictions, and bylaws

- E.g., Waterloo is developing a rapid transit system that will better connect the three major urban

TEESIIGETE centres of Cambridge, Kitchener, and Waterloo

- Waterloo has recently added GO Train service between Waterloo and Toronto to facilitate
inbound commuting to the Waterloo region

* In some situations, when the city owns land on which the hub would like to locate, the city can provide a
subsidized lease, resulting in a direct financial impact

- E.g., the city of Waterloo provided Communitech with a $500,000 grant towards the development

FImEmElEl of the Hub as well as zoning support to allow Communitech to repurpose the existing building

« Municipal governments can also provide property tax incentives to eligible organizations to encourage
locating in a given region

« Cities can encourage the development of the community surrounding a hub by providing incentives or
enforcing developmental policy

Culture & Community - E.g., Boston challenged developers and architects to experiment with new designs to invent a 215t
Development century district that meets the needs of the innovators who live and work in Boston

« Cities, like Boston, have focused on attracting talent by developing a strong culture that motivates
entrepreneurs to live, work and play in the region

Deloitte .22 © 2012 Deloitte Touche Tohmatsu



There is a significant opportunity for Halifax to develop a clustering strategy;
the initiative must stem from the business community
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