1. Canada’s Housing Paradox
Canada has:
e abundant land
e abundant raw materials
e strong engineering and construction capacity
e stable institutions
e access to capital
Yet it suffers a severe housing shortage.
Why? Because the constraint is not physical — it is institutional, political, and psychological.
Housing in Canada functions as:
e the primary wealth-building tool
e the main retirement plan
e the main store of value
e the main capital asset for the middle class

This creates a political equilibrium where scarcity is protected, because rising home prices are seen
as essential to household financial security.

2. The Problem: Workers Have Wages, Not Capital
Canada never built a system of broad, diversified capital ownership for workers.

As a result:

households rely on housing as their only major asset

leverage becomes the default wealth strategy

HELOCs and equity extraction create false financial freedom

household debt rises to 180-200% of disposable income
e the entire macroeconomy becomes sensitive to interest rates
This fragility constrains:

e monetary policy

fiscal policy

housing reform

zoning reform

political courage

High household leverage becomes a veto point on government action.



3. Why Canada Is Unusually Vulnerable to Rate Shocks
Canada’s mortgage structure amplifies interest-rate risk:
e short fixed terms (1-5 years)
e mandatory renewals
e variable-rate mortgages with fixed payments (trigger-rate problem)
e high household leverage
e housing-centric wealth
When the Bank of Canada raises rates:
e mortgages reprice quickly
e payments jump sharply
e consumption falls
e defaults become more likely
e housing prices become fragile
This makes the Bank of Canada more cautious than the U.S. Federal Reserve.
4. How U.S. Rate Policy Constrains Canada
When the U.S. raises rates:
e the CAD weakens
e imported inflation rises
e capital flows into USD assets
e Canadian banks face higher USD funding costs

Even if domestic conditions differ, the Bank of Canada must consider U.S. policy to avoid destabilizing
the currency and financial system.

Canada has partial monetary sovereignty, not full sovereignty.
5. The Deeper Structural Issue: Housing as a Substitute for Capital
Because workers lack diversified capital pathways, housing becomes:
e pension
e savings plan
e investment
e inheritance
e safety net

This creates:



e political resistance to supply expansion
e dependence on rising prices
o fragility to rate shocks
e overreliance on credit
e systemic risk
The system is not sustainable.
6. The Solution: Worker-Capital Accounts (WCAs)

A Worker-Capital Account is a portable, lifetime, low-fee investment account that automatically
builds diversified capital for workers.

Key features
e automatic enrollment
¢ employer + employee contributions
e government matching for low-income workers
e default investment in global index funds
o fees capped at 0.2-0.4%
e portable across jobs
e withdrawals restricted to retirement or major life events
e professionally managed, publicly overseen
W(CAs give workers capital without leverage, breaking the dependency on housing.
7. How WCAs Break the Housing-Credit Trap
W(CAs reduce systemic fragility by:
1. Providing an alternative to housing as a retirement plan
2. Reducing household leverage
3. Increasing policy freedom for governments
4. Allowing zoning and housing reform without political backlash
5. Shifting wealth from speculative to productive capital
6. Improving intergenerational fairness
This is the structural fix Canada lacks.
8. Institutional Governance for WCAs
W(CAs require strong, depersonalized, professional governance:

e independent statutory entity



e  CPP-style investment board
e fiduciary duty to workers
e strict conflict-of-interest rules
o fee caps in legislation
e transparent reporting
e external audits
e firewalls from political use
e simple participant rights
e noretail product menus
e no political lending or industrial policy mandates
The goal is to protect workers’ capital from:
e political interference
e retail financial sales culture
e speculative behaviour
This ensures WCAs function as a public good, not a private experiment.
9. The New Social Contract
WCAs enable a shift from:
“Leverage your house or be left behind” to “Build diversified capital and live securely.”

This reduces fragility, increases resilience, and gives Canada a path out of housing-dependent
growth.
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Concept Draft for Policy and Institutional Review
1. Introduction

Canada faces a structural economic challenge: household financial fragility driven by high leverage,
housing-dependent wealth accumulation, and limited access to diversified capital. Despite strong
institutions and abundant resources, the Canadian economy is constrained by a model in which
housing functions as the primary asset for middle-class wealth building. This dependence creates
systemic vulnerabilities and limits the policy space available to governments and the central bank.

Worker-Capital Accounts (WCAs) offer a structural solution. They provide workers with a parallel,
non-housing capital escalator—broadly diversified, professionally managed, and designed to
compound over decades. WCAs reduce household fragility, expand policy freedom, and support
long-term economic resilience.

2. The Problem: Household Fragility and Housing Dependence

Canadian households carry debt levels equal to 180-200% of disposable income, among the highest
in the G7. Most of this debt is mortgage-related, reflecting a system in which:

e housing is the primary store of wealth
e home equity substitutes for retirement savings
e HELOCs and refinancing create a false sense of financial freedom

e consumption is tied to housing prices

interest-rate sensitivity is extreme
This fragility constrains:
e monetary policy (rate hikes cause rapid household stress)
e fiscal policy (governments avoid actions that may weaken home prices)
e housing reform (scarcity is politically protected)
e long-term planning (fear of destabilizing household balance sheets)

The result is a housing-credit trap: a system dependent on rising home prices and expanding
household leverage.

3. Why Canada Is Unusually Vulnerable to Interest-Rate Shocks
Canada’s mortgage architecture amplifies rate shocks:
e fixed terms are short (1-5 years)
e mortgages must be renewed at prevailing rates
e variable-rate mortgages often have fixed payments (trigger-rate risk)
e household leverage is high

e housing dominates household wealth



When interest rates rise, the shock is transmitted quickly and broadly. This limits the Bank of
Canada’s ability to diverge from U.S. Federal Reserve policy and reduces Canada’s effective monetary
sovereignty.

4. Structural Insight: Workers Need Capital, Not Just Wages

In an economy where capital returns (R) exceed wage growth (G), workers require access to
diversified capital ownership to maintain long-term financial security. Without such access,
households rely on:

e leveraged housing

e speculative price appreciation
e equity extraction

e short-term credit

This model is fragile, inequitable, and economically inefficient. A sustainable alternative requires
giving workers direct ownership of productive, diversified capital.

5. The Solution: Worker-Capital Accounts (WCAs)

Worker-Capital Accounts are portable, lifetime, low-fee investment accounts designed to
accumulate diversified financial capital for workers throughout their careers.

Key Features
e Automatic enrollment for all workers
¢ Employer and employee contributions (e.g., 3-5% each)
e Government matching for low-income workers
e Default investment in global index funds
e Fee caps (0.2-0.4%) legislated
e Portability across employers and provinces
e Withdrawals restricted to retirement or major life events
e Professional, independent management
e Full transparency and public oversight
WCAs complement, rather than replace, CPP, RRSPs, and TFSAs.
6. How WCAs Break the Housing-Credit Trap
W(CAs reduce systemic fragility through five mechanisms:
1. Reducing dependence on housing as a retirement plan
Workers gain a second capital escalator, reducing the need to rely on home equity.
2. Reducing household leverage

Less reliance on HELOCs, refinancing, and speculative borrowing.



3. Increasing policy freedom

Governments can pursue zoning reform, non-market housing expansion, and productivity
investments without fear of destabilizing household balance sheets.

4. Shifting wealth from speculative to productive capital
More investment flows into diversified global assets rather than a single leveraged asset class.
5. Improving intergenerational fairness

Younger Canadians gain access to capital accumulation without needing to enter an overheated
housing market.

7. Institutional Governance Framework
W(CAs require strong, depersonalized, professional governance to ensure long-term integrity.
Governance Principles

¢ Independent statutory entity with a clear mandate

Fiduciary duty to account holders

e Professional board with expertise in investment, law, and risk management
e Staggered terms to prevent political capture

e  Strict conflict-of-interest rules

e Transparent reporting and annual public audits

e External performance reviews every 5-10 years

e Firewalls preventing political use of WCA assets

e Simple participant rights without retail-style product menus

This governance model draws on the strengths of the CPP Investment Board while maintaining a
distinct mandate.

8. Political Viability

W(CAs are politically feasible because they:
e do not threaten existing homeowners
e do not require large new taxes
e do not depress housing prices
e do not redistribute wealth punitively
e appeal across ideological lines
e reduce long-term fiscal pressure

e strengthen household resilience



W(CAs represent a structural reform that enhances economic security without destabilizing existing
systems.

9. Conclusion: A New Social Contract for Canada

Worker-Capital Accounts offer a path out of Canada’s housing-dependent economic model. By giving
workers access to diversified, professionally managed capital, WCAs:

e reduce household fragility

e expand policy space

e support long-term economic stability

e improve intergenerational fairness

e shift the economy toward productive investment

W(CAs form the foundation of a new social contract—one in which Canadians build financial security
through capital ownership, not household leverage.



