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The Advisory Council on Economic Growth —
First Tranche Recommendations Spur Discussion

The Federal Finance Minister's Advisory Council on Economic Growth has
released a series of recommendations aimed at increasing long-term economic
prospects for Canada. This initial set of recommendations explored leveraging
greater infrastructure expenditure, attracting foreign investment, and expanding
immigration. The Council’s four areas of focus are: (1) capital investment and
infrastructure; (2) innovation; (3) talent and labour markets; and, (4) competitive
markets, including trade. The Council plans to release additional recommendations
related to these four areas before Budget 2017. In the Advisory Council’s view, its
first round of proposals plus its forthcoming suggestions could lead to an increase
in real median household income of $15,000 by 2030. In the absence of the
measures yet to be announced, it is impossible to assess whether this goal is
achievable. Nevertheless, as outlined below, this first set of recommendations
represents far-reaching change for the federal Liberals to assess alongside their
other commitments.

More and targeted infrastructure spending is recommended, recognizing the
importance of leveraging institutional investors through the creation of a Canadian
Infrastructure Development Bank (CIDB) as well as identifying commercializable types
of infrastructure. Importantly, the Council recommends that infrastructure that is
currently publicly owned be privatized if it is commercially viable in order for the funds
raised to be recycled into new infrastructure projects. Equally important, the proposed
CIDB would leverage up to $160 billion in infrastructure funding from institutional
investors on a suggested capital injection of $40 billion from the Federal government,
thereby generating $200 billion in infrastructure spending over 10 years. Projects
financed by the CIDB would be large, economically meaningful, and commercial.

Bringing more foreign investment to Canada is urged, by developing a national
FDI strategy to attract investments that boost innovation, help to commercialize new
technologies, and expand our trading relationships. The Council urges the creation of
an FDI agency that would focus disparate federal efforts to attract foreign capital and
be accountable. As Canada’s single point of contact for foreign investors, the agency
must be supported with expertise on key target sectors and market opportunities, both
nimble and focused on top FDI priorities during the initial years.

Attracting the talent Canada needs through increased and restructured
immigration is proposed with four key recommendations: (1) raising annual
permanent immigration from an estimated 300,000 in 2016 to 450,000 by 2021 with
half the increase principal applicants, the other half family members; (2) facilitating
seniority or specialized talents for the principal applicants to raise Canadian
companies’ global competitiveness; (3) qualifying more international students for
permanent residency; and (4) improving national accreditation standards to help
ensure that immigrants reach their economic potential, and to enhance mobility and
choice for existing residents.
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These initiatives are well targeted to raising the two key elements
of trend growth: productivity and population gains. Proposed Canadian Immigration Scenarios

. . . Annual immigration, 2021-30 450K 400K 350K
e  Well-targeted and designed infrastructure projects can have nuatimmigration

significant economic payoffs with relatively limited fiscal Annual .DODUIat'on arowth, %

impacts when leveraging private- sector financing. The CIDB Basef"ne’, 20,16 090 090 090
proposal appears to have the potential to dramatically Immigration impact 027 018 009
! ) - Revised population growth, 2021-30 117 1.08 0.99
increase the funding available for large-scale and Cumulative new residents by 2030,mn 17 12 06

economically impactful projects in a budget-friendly manner.

The Council’s CIDB, however, is a considerably different Seniors' dependency ratio, Seniors as % of working-age population

proposal from the Liberal election initiative that focused on Basef"ne’_ priof forecast for 2030 37.30 37.30 3730
roviding lower-cost funding for municipalities Immigration impact 156 A4.06 053
P g 9 P ’ Revised dependency ratio for 2030 35.74 36.24 36.77

° Likewise immigration has the potential to help close Source: Advisory Council on Economic Growth, October 20, 2016.

important skills gaps and mitigate the anticipated slowing in
Canada’s working-age population. The side benefits of a greater inflow of new workers also are significant, such as spurring
bilateral trade between the immigrants’ source countries and Canada.

e Increased foreign capital inflows have the documented advantages of introducing new technologies plus new management
and process techniques and spurring greater international reciprocity.

The Council’s proposals respond to current and future weaknesses in Canada’s performance. For example, the Council cites the
2% growth in Canada’s stock of foreign direct investment, compared with the OECD’s 7% pace. Over the past five years, just over
half of Canada’s FDI deals have involved greenfield projects (as opposed to brownfield or takeover projects) compared with more
than two-thirds in the nations identified by the Council as having best practice FDI agencies.

The underlying assumptions behind the Council’s recommendations are ambitious. A national FDI strategy is premised on
provincial and municipal collaboration, subjugating existing individual economic development strategies and promoting national
rather than specific regional targets. As new national FDI structures are developed, redundant assets would be removed. The
recommendations reverse some recent practices, such as the Trudeau government’s greater attention to refugees and overseas
family members. On infrastructure, the Council’s agenda for major projects must be melded with Trudeau’s election promise of
three pillars: public transit, social infrastructure and green infrastructure.

The considerable time and effort to effectively implement far-reaching recommendations are recognized. The suggested ramp-up
in Canada’s immigration is just 15,000 annually in 2017 and again in 2018 to accommodate the required institutional changes. As
governments and Canadians discuss the Council’s proposals, Ottawa’s Economic and Fiscal Update on November 1 is expected
to offer an update on the government’s initiatives and discussion of the path forward alongside updated five-year economic and
fiscal estimates. Specific policy announcements in the Update are probable.

The Council's recommendations join the government’s other initiatives, plus its election promises, on the drawing board for Budget
2017. True to its mandate to provide a bold vision, the Council’s far reaching proposals, their impact and their synergy with the
federal Liberals’ existing commitments, now must be assessed. The scope of the Council’'s proposals add other issues to the table
that require prioritization, such as a corporate tax review that levels the playing field between goods producers and services. Some
longstanding hindrances, such as interprovincial trade barriers, demand attention for the full benefit of the Council’s new initiatives
to be realized.

As national discussion proceeds, the buy-in of Canada’s business community to the Council’s vision is critical. Businesses across
Canada will be key in securing these changes to achieve stronger growth, and the expansion envisioned by the Council is not
‘business as usual’.
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This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections
contained herein are our own as of the date hereof and are subject to change without notice. The information and opinions contained herein
have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as to their
accuracy or completeness. Neither Scotiabank nor any of its officers, directors, partners, employees or affiliates accepts any liability
whatsoever for any direct or consequential loss arising from any use of this report or its contents.

These reports are provided to you for informational purposes only. This report is not, and is not constructed as, an offer to sell or solicitation of
any offer to buy any financial instrument, nor shall this report be construed as an opinion as to whether you should enter into any swap or
trading strategy involving a swap or any other transaction. The information contained in this report is not intended to be, and does not
constitute, a recommendation of a swap or trading strategy involving a swap within the meaning of U.S. Commodity Futures Trading
Commission Regulation 23.434 and Appendix A thereto. This material is not intended to be individually tailored to your needs or characteristics
and should not be viewed as a “call to action” or suggestion that you enter into a swap or trading strategy involving a swap or any other
transaction. Scotiabank may engage in transactions in a manner inconsistent with the views discussed this report and may have positions, or
be in the process of acquiring or disposing of positions, referred to in this report.

Scotiabank, its affiliates and any of their respective officers, directors and employees may from time to time take positions in currencies, act as
managers, co-managers or underwriters of a public offering or act as principals or agents, deal in, own or act as market makers or advisors,
brokers or commercial and/or investment bankers in relation to securities or related derivatives. As a result of these actions, Scotiabank may
receive remuneration. All Scotiabank products and services are subject to the terms of applicable agreements and local regulations. Officers,
directors and employees of Scotiabank and its affiliates may serve as directors of corporations.

Any securities discussed in this report may not be suitable for all investors. Scotiabank recommends that investors independently evaluate any
issuer and security discussed in this report, and consult with any advisors they deem necessary prior to making any investment.

This report and all information, opinions and conclusions contained in it are protected by copyright. This information may not be
reproduced without the prior express written consent of Scotiabank.

™ Trademark of The Bank of Nova Scotia. Used under license, where applicable.

Scotiabank, together with “Global Banking and Markets”, is a marketing name for the global corporate and investment banking and capital
markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including, Scotiabanc Inc.;
Citadel Hill Advisors L.L.C.; The Bank of Nova Scotia Trust Company of New York; Scotiabank Europe plc; Scotiabank (Ireland) Limited;
Scotiabank Inverlat S.A., Institucién de Banca Multiple, Scotia Inverlat Casa de Bolsa S.A. de C.V., Scotia Inverlat Derivados S.A. de C.V. — all
members of the Scotiabank group and authorized users of the Scotiabank mark. The Bank of Nova Scotia is incorporated in Canada with
limited liability and is authorised and regulated by the Office of the Superintendent of Financial Institutions Canada. The Bank of Nova Scotia is
authorised by the UK Prudential Regulation Authority and is subject to regulation by the UK Financial Conduct Authority and limited regulation
by the UK Prudential Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the UK Prudential Regulation
Authority are available from us on request. Scotiabank Europe plc is authorised by the UK Prudential Regulation Authority and regulated by the
UK Financial Conduct Authority and the UK Prudential Regulation Authority.

Scotiabank Inverlat, S.A., Scotia Inverlat Casa de Bolsa, S.A. de C.V., and Scotia Derivados, S.A. de C.V., are each authorized and regulated
by the Mexican financial authorities.

Not all products and services are offered in all jurisdictions. Services described are available in jurisdictions where permitted by law.
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