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Abstract 

Canada's aggregate GDP grew 1.5% between 2020 and 2024. Per-capita GDP declined 2.0% — the worst 

five-year contraction since the Great Depression. Federal deficit spending doubled from $36.3 billion 

actual in 2024–25 to a projected $78.3 billion in 2025–26. The Parliamentary Budget Officer identified $94 

billion in overstated capital investment through accounting reclassification. Interest on federal debt 

reached $55.6 billion, exceeding healthcare transfers to the provinces. And 42% of Canadians living in 

poverty are members of working families. The economy reports health. The population experiences crisis. 

This paper argues that the gap between measured performance and lived reality is not an oversight. It’s a 

structural feature. Modern economies have developed a four-part architecture — credit-dependent 

demand, GDP measurement incapacity, fiscal substitution, and accounting innovation — that enables the 

performance of prosperity without its production. The paper names this gap the "operating space": the 

structural buffer between what institutions report and what populations experience, within which policy 

choices can be made without consequence registering in the metrics by which those choices are 

evaluated. 

Performing Prosperity is a companion to Selective Economics: When Nations Mistake Turnover for Profit, 

which demonstrated that Canada's oil and gas sector reports $185 billion in annual GDP while extracting 

$5,731 per capita in real value from the population. The same structural logic now applies domestically: the 

economy extracts future household capacity through credit and future sovereign capacity through deficit to 

fund present GDP activity. External extraction and internal extraction constitute one structure operating at 

two scales. The accounting logic Canada tolerates in its resource sector — gross reporting that disguises 

net extraction — has colonised the entire fiscal framework. 

The paper does not prescribe policy. It prosecutes a system. An economy that borrows against its own 

future to simulate demand is not growing. It’s performing growth. The audience for that performance is 

credit markets, sovereign rankings, and electoral cycles. The economy is the 42% working poor, the 

crumbling infrastructure, the $82.4 billion in projected debt service by 2030–31, the per-capita decline, the 

borrowed future. This paper makes the architecture visible. 
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I. INTRODUCTION: THE PARADOX OF PERFORMED GROWTH 

 

1.1 Evidence in Six Data Points 

The introduction opens not with argument but with evidence — six empirical observations, drawn 

exclusively from primary institutional sources, that together constitute the paradox the paper prosecutes. 

Each data point is verified, sourced, and presented without editorial framing. The paradox emerges from 

their juxtaposition. 

1.1.1 Data Point One: The Per-Capita Collapse 

Canada's aggregate GDP grew 1.5% between 2020 and 2024. Per-capita GDP declined 2.0% over the 

same period — the worst five-year per-capita contraction since the Great Depression. This is the 

foundational paradox: the economy grew while the population became poorer. The standard explanation — 

that population growth dilutes per-capita metrics — does not resolve the structural question. It deepens it. 

An economy that requires population expansion to report positive aggregate growth while its existing 

population experiences real decline is not growing. It’s inflating. 

Source: Schembri & Palacios, Fraser Institute, September 2025. Cross-referenced with Statistics 

Canada national accounts data. 

1.1.2 Data Point Two: The Deficit That Doubled 

The federal deficit for 2025–26 is projected at $78.3 billion — the largest non-pandemic deficit in Canadian 

history. The actual deficit for the prior fiscal year (2024–25) was $36.3 billion, per the Annual Financial 

Report of the Government of Canada. The deficit therefore more than doubled — a 116% increase — in a 

single fiscal year. The government is projecting $321.7 billion in cumulative deficits over five years ($78.3B + 

$65.4B + $63.5B + $57.9B + $56.6B). These are not counter-cyclical measures deployed against a 

recession. There is no recession. This is structural demand replacement in the absence of crisis. 

Source: Budget 2025 (Government of Canada). Prior year actual: Annual Financial Report 

2024–25. Cumulative projection: Budget 2025 five-year fiscal tables. Confirmed by CBC, TD 

Economics, Deloitte, RBC, PBO. 

1.1.3 Data Point Three: The Sovereign Credit Trajectory 

Fitch Ratings downgraded Canada from AAA to AA+ in June 2020 — the first time Canada had lost its 

top-tier Fitch rating since receiving it in 2004. The downgrade was framed as a pandemic response: 

emergency spending produced emergency debt. Five years later, in November 2025, Fitch examined 

Canada's Budget 2025 and not only declined to restore AAA but issued a formal warning that 'persistent 

fiscal expansion and a rising debt burden have weakened [Canada's] credit profile and could increase 

rating pressure over the medium term.' Fitch noted that the budget 'breached all three Budget 2024 

guideposts' and that 'the Canadian government has a track record of upward deficit revisions, with 
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subsequent budget updates consistently worse than prior projections.' Canada's general government 

debt-to-GDP ratio is projected to reach 98.5% by 2027 — nearly double the AA rating median of 49.6%. 

S&P Global and Moody's maintained their AAA ratings through November 2025. The split-rating 

environment — where one major agency sees structural erosion while two others report stability — is itself 

evidence for the operating space thesis. Multiple authorities. Multiple narratives. One public. 

Source: Fitch Ratings, June 24, 2020 (downgrade); Fitch Ratings, November 6, 2025 (rating 

pressure warning); S&P Global, May 2025 (AAA affirmation); Yahoo Finance, Globe and Mail, 

November 2025 (contemporaneous reporting). 

1.1.4 Data Point Four: The Working Poor Majority 

42% of Canadians living in poverty are members of working families — families where at least one member 

is employed. The majority of Canada's poor are working. Employment does not produce liveable income. 

This is not a labour market failure in the traditional sense (insufficient jobs). It’s a structural condition in 

which the economy generates employment without generating adequate compensation. Work exists. 

Income sufficient to escape poverty does not. 

Source: Maytree Foundation, Gillian Petit, poverty segmentation research. Confirmed: Globe and 

Mail, December 2025. Attribution and methodology threshold to be verified against primary 

publication. 

1.1.5 Data Point Five: The GDP Identity Artefact 

Q3 2025 GDP grew 2.6% annualised. Statistics Canada's expenditure decomposition reveals that the 

headline figure was driven primarily by a collapse in imports — which mechanically reduced the subtraction 

term in the GDP identity (GDP = C + I + G + [X – M]) — contributing approximately 2.9 percentage points to 

growth. That single mechanical artefact exceeded the total headline growth figure. Government capital 

spending, including an 82% increase in weapons systems procurement, provided additional lift. Domestic 

final demand was weak. The economy did not expand. Imports contracted, government spent, and the 

identity produced a positive number. The speedometer reported acceleration. The windshield showed the 

wall. 

Source: Statistics Canada, GDP income and expenditure, Q3 2025, November 28, 2025. 

Annualised rate confirmed: Reuters, November 28, 2025. Decomposition analysis: RBC, Oxford 

Economics, Desjardins, Vanguard Canada. Note: the 7.0–7.5% export plunge occurred in Q2 2025 

(April–June) under initial tariff impact, not Q3. Q3 exports edged up 0.2% quarterly. 

1.1.6 Data Point Six: The Reclassification Gap 

The Parliamentary Budget Officer found that Budget 2025 overstated capital investment by approximately 

30%, with actual capital spending projected at $217.3 billion versus the government's claimed $311.5 billion 

— a $94 billion gap. Items including investment tax credits, subsidies, and corporate income tax 

expenditures were reclassified from operating to capital categories. This reclassification enabled the 
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government to project an operating balance by 2028–29 while running persistent aggregate deficits. The 

PBO's Yves Giroux noted that the reclassifications included items 'other jurisdictions in other countries' 

would not classify as capital investment. 

Source: Parliamentary Budget Officer, 'Budget 2025: Issues for Parliamentarians.' Confirmed: CTV 

interview with Giroux; The Hub, November 17, 2025. 

1.2 The Thesis 

The six data points above are not anomalies. They are outputs of a coherent structural architecture. This 

paper argues that modern economies — with Canada as the primary case study — have developed a 

four-part mechanism that enables the performance of prosperity without its production: 

Mechanism One: Credit-Dependent Demand. Consumer spending, the largest component of GDP, is 

financed substantially by household debt rather than household income. The economy runs on credit, not 

earnings. 

Mechanism Two: GDP Measurement Incapacity. The GDP framework, designed as a wartime production 

metric in the 1940s, cannot distinguish borrowed from earned consumption, productive from extractive 

activity, or investment from fiscal life support. It measures economic velocity without economic vector. 

Mechanism Three: Fiscal Substitution. When household credit capacity is exhausted, the government 

becomes the borrower of last resort — not through counter-cyclical Keynesian intervention against a 

temporary downturn, but through permanent structural replacement of a failed demand engine. 

Mechanism Four: Accounting Innovation. When fiscal substitution produces unsustainable deficits, 

accounting reclassification — rebranding operational expenditure as capital investment — preserves the 

narrative of fiscal responsibility while the underlying structural position deteriorates. 

These four mechanisms interact as a self-reinforcing system. Credit inflates GDP. GDP validates further 

credit. Credit exhaustion triggers fiscal substitution. Fiscal substitution inflates GDP. Unsustainable deficits 

trigger accounting innovation. Reclassification preserves the GDP narrative. The gap between measured 

performance and lived reality widens. The widened gap creates operating space for the next intervention. 

This paper names that gap the operating space: the structural buffer between institutional measurement 

and population experience, within which policy choices can be made without their consequences 

registering in the metrics by which those choices are evaluated. The operating space is not an error to be 

corrected. It’s a feature the architecture requires. 

1.3 Scope and Method 

The paper employs structural forensic analysis — tracing the architecture of systems rather than evaluating 

the intentions of actors. It prosecutes the system, not the government. The structural dynamics identified 

transcend electoral cycles, partisan alignment, and individual policy choices. The Carney government's 
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Budget 2025 is the case study, not because it represents a uniquely poor policy response, but because it 

demonstrates that even a Prime Minister with world-class central banking credentials is structurally 

compelled to perpetuate the architecture. The system performs itself. 

The paper does not prescribe policy. Chapter XI identifies what honest measurement would require as 

structural criteria, but specific policy interventions are beyond the paper's scope. The prosecution's task is 

to make the architecture visible. The policy response belongs to those who govern. 

1.4 Relationship to Prior Work 

Performing Prosperity is the domestic companion to Selective Economics: When Nations Mistake Turnover 

for Profit, which demonstrated that Canada's oil and gas sector reports $185 billion in annual GDP while 

extracting $5,731 per capita in real value through foreign ownership, processing, and profit repatriation. The 

same structural logic applies internally. The economy extracts future household capacity (credit) and future 

sovereign capacity (deficit) to fund present GDP activity. External extraction and internal extraction. One 

structure at two scales. 

The paper also builds on The Architecture of Value (Proconsul, 2025), which established that structure 

precedes value — that value does not emerge from intention but from the structural conditions within 

which activity occurs. When the structure is extractive, value flows outward or backward in time regardless 

of stated policy objectives. 
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II. LITERATURE REVIEW: THREE CONVERSATIONS THAT DON'T TALK TO EACH OTHER 

 

The paper's analytical contribution occupies the intersection of three distinct literatures that, remarkably, 

rarely communicate with one another. Each identifies a genuine problem. None connects to the others with 

sufficient force to produce a structural diagnosis. The operating space exists in part because the 

intellectual tools for identifying it are siloed. 

2.1 The 'Beyond GDP' Literature 

2.1.1 The Stiglitz-Sen-Fitoussi Commission (2009) 

The Commission on the Measurement of Economic Performance and Social Progress, convened by French 

President Sarkozy and chaired by Joseph Stiglitz, Amartya Sen, and Jean-Paul Fitoussi, produced the 

foundational modern critique of GDP as a welfare measure. The Commission concluded that GDP is a 

measure of market activity, not wellbeing, and recommended supplementary indicators capturing quality of 

life, sustainability, and distributional equity. The literature review traces the Commission's intellectual 

lineage (Simon Kuznets's original 1934 warnings, Robert Kennedy's 1968 critique) and its extensive 

progeny: the OECD Better Life Index (2011), the UN's Valuing What Counts initiative (2024–2026), the 

Genuine Progress Indicator (GPI), the Human Development Index (HDI), and the Social Progress Index (SPI). 

2.1.2 The Replacement Metrics Industry 

The Commission spawned an entire industry of alternative measurement frameworks. Carnegie UK's 'Not 

All GDP Is Created Equal' (2025) is a representative example. Each framework correctly identifies that GDP 

is an inadequate welfare measure. Each proposes supplementary or replacement indicators. The paper 

evaluates the cumulative impact of these frameworks on actual policy governance: effectively zero. GDP 

remains the operational metric for IMF lending conditions, World Bank governance categories, sovereign 

credit ratings, central bank mandates, and electoral narratives. Seventeen years of 'Beyond GDP' literature 

have not dislodged GDP from a single institutional decision process. 

2.1.3 The Structural Question the Literature Avoids 

This paper argues that the Beyond GDP literature treats the measurement gap as a design flaw to be 

corrected through better metrics. The structural question it avoids is whether the gap is a feature rather 

than a flaw — whether the persistence of GDP as the dominant governance metric, despite universal 

acknowledgement of its inadequacy, indicates that the inadequacy serves a structural function. If the gap 

between GDP and lived experience enables policy choices that would be visible under honest 

measurement, then the gap is not an error awaiting correction. It’s a load-bearing element of the 

architecture. The Beyond GDP literature diagnoses accurately and prescribes impotently because it does 

not recognise this structural role. 
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2.2 The Canadian Performance Literature 

2.2.1 The Supply-Side Critique: Fraser Institute, Montreal Economic Institute 

The supply-side school diagnoses Canada's performance gap through the lens of regulation, taxation, and 

government intervention. Fraser Institute research (Schembri & Palacios, 2025) correctly identifies the 

per-capita GDP decline and its historical severity. The Montreal Economic Institute's federal debt tracking 

provides important fiscal data. The analytical framework, however, attributes the gap to government 

overreach and proposes deregulation and tax reduction as the primary corrective. The paper evaluates 

and ultimately rejects this framing: the per-capita decline predates and transcends the regulatory burden 

the supply-side critique identifies. The structural condition is not that government is too large. It’s that the 

economy cannot generate sufficient demand from earned income. 

2.2.2 The Denominator Defence: Stanford, Centre for Future Work 

The progressive counterpoint argues that per-capita decline is substantially a denominator effect — that 

rapid population growth dilutes per-capita metrics while aggregate growth remains positive. Jim Stanford's 

work at the Centre for Future Work provides the most rigorous version of this argument. The paper 

evaluates and ultimately rejects the denominator defence as well: even granting the population dilution 

effect, the structural question remains. An economy that requires continuous population expansion to 

report positive growth while its existing population experiences affordability decline has a demand-side 

structural problem that denominator adjustments cannot resolve. 

2.2.3 The Shared Blind Spot 

Both schools accept GDP as the relevant field of argument. The supply-side school proposes to make GDP 

grow faster through deregulation. The progressive school defends GDP growth as adequate once 

denominator effects are controlled. Neither asks the structural question this paper poses: what does it 

mean when the measurement diverges from the lived experience — and what structural function does that 

divergence serve? The debate operates inside the operating space without recognising the space itself. 

2.3 The Sovereign Debt and Fiscal Responsibility Literature 

2.3.1 The Deficit-as-Political-Will Framework 

The dominant fiscal responsibility literature treats persistent deficits as a failure of political will — the 

product of governments that lack the discipline to balance revenues and expenditures. The paper's 

literature review traces this tradition from the Maastricht convergence criteria through the Canadian 

experience of the Chrétien-Martin fiscal consolidation of the 1990s to contemporary conservative critiques 

of federal spending. The framework is internally consistent but structurally incomplete. It asks why 

governments choose to borrow without asking whether the choice is genuinely discretionary. 

2.3.2 The MMT Counter-Thesis 
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Modern Monetary Theory, principally associated with Stephanie Kelton (The Deficit Myth, 2020), Randall 

Wray, and Warren Mosler, provides the mirror-image argument: for a sovereign currency issuer, the deficit is 

not a constraint. The binding constraint is real resources and inflation, not nominal debt. The paper 

engages this tradition directly in Chapter VI rather than dismissing it. MMT's analytical framework is partially 

correct and partially inapplicable to the Canadian case — for reasons the paper specifies in detail. 

2.3.3 The Structural Function of Deficit 

This paper argues that both traditions miss the structural function of persistent deficit in a credit-dependent 

demand model. The deficit is neither a failure of political will (fiscal hawks) nor a freely deployable 

sovereign tool (MMT). It’s a structural necessity: when household credit capacity is exhausted and the 

economy cannot generate sufficient demand from earned income, the government is compelled to 

become the borrower of last resort — not by choice but by architectural logic. The alternative — allowing 

demand to contract to the level supportable by earned income — would produce a GDP contraction that 

the institutional framework cannot survive politically. The deficit is the system's structural response to 

demand failure, and framing it as either a moral lapse or a theoretical non-issue obscures its diagnostic 

significance. 

2.4 The Gap This Paper Fills 

No existing work connects these three literatures into a unified structural account. The Beyond GDP 

literature identifies measurement inadequacy but not its structural function. The Canadian performance 

literature debates within the measurement framework without questioning the framework itself. The fiscal 

responsibility literature treats the deficit as either a political problem or a theoretical non-problem without 

identifying its role as structural demand replacement. This paper occupies the intersection. It connects the 

mechanisms these literatures treat independently, names the operating space they collectively fail to see, 

and prosecutes the system their siloed analyses cannot reach. 
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III. ANALYTICAL FRAMEWORK: THE OPERATING SPACE MODEL 

 

3.1 The Four-Mechanism Model 

This chapter establishes the analytical framework — the four-mechanism model — in formal terms before 

the evidentiary chapters (IV–IX) populate it with data. The four mechanisms are presented as interacting 

components of a single system, not as independent problems. The system's defining characteristic is 

self-reinforcement: each mechanism's operation creates the conditions that trigger the next, and the cycle 

produces a widening gap between measured and experienced economic reality. 

3.1.1 Mechanism One: Credit-Dependent Demand 

Consumer spending, the largest component of GDP (approximately 60% in Canada), is financed 

substantially by household debt rather than household income. The mechanism operates through the 

money multiplication chain: central banks set base rates, commercial banks extend credit, households 

borrow against future income to fund present consumption, and consumption registers as GDP regardless 

of its funding source. The critical distinction is between income-powered economies (where demand is 

self-sustaining because it derives from productive output) and credit-powered economies (where demand 

is extractive because it borrows from future household capacity). Chapter IV provides the Canadian 

evidence. 

3.1.2 Mechanism Two: GDP Measurement Incapacity 

The GDP framework, designed by Simon Kuznets in 1934 and institutionalised during World War II as a 

production metric, cannot distinguish between (a) earned and borrowed consumption, (b) productive and 

extractive activity, (c) investment and fiscal life support, or (d) growth driven by expanding domestic 

demand and growth driven by import collapse. GDP measures economic velocity — the rate of monetary 

transaction — without economic vector — the direction and sustainability of that activity. An economy 

accelerating toward a wall reports identically to an economy accelerating toward growth. Chapter V 

provides the methodological forensics. 

3.1.3 Mechanism Three: Fiscal Substitution 

When household credit capacity is exhausted — when consumers cannot borrow more because 

debt-service ratios have reached structural limits — the government becomes the borrower of last resort. 

This is not Keynesian counter-cyclical policy (there is no temporary downturn to counter, no recovery after 

which stimulus is withdrawn). It is permanent structural replacement of a failed demand engine. The 

government borrows and spends not because it chooses expansionary policy but because the alternative 

— allowing demand to contract to the level supportable by earned income — would produce a GDP 

contraction incompatible with institutional survival. Chapter VI provides the Budget 2025 case study. 

3.1.4 Mechanism Four: Accounting Innovation 
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When fiscal substitution produces deficits that exceed institutional tolerance thresholds — fiscal anchors, 

debt-to-GDP targets, credit rating criteria — accounting reclassification reframes the deficit as investment. 

Operational expenditure is reclassified as capital spending. Subsidies become 'investment tax credits.' The 

ledger becomes the product: the accounting output is the deliverable, not a representation of an 

underlying economic reality. The fiscal anchor shifts to accommodate the deficit rather than the deficit 

adjusting to meet the anchor. Chapter VII provides the PBO forensic evidence. 

3.2 The Operating Space: Definition and Structural Function 

The operating space is defined as the structural gap between institutional measurement and population 

experience, within which policy choices can be made without their consequences registering in the metrics 

by which those choices are evaluated. It’s not an error. It’s not a lag. It is a functional, structurally required 

buffer zone that provides the political and institutional cover necessary to keep the architecture running. 

The operating space is an inverted shadow economy. In the traditional shadow economy, activity is darker 

than what statistics report — unreported income, informal labour, black-market transactions. In the 

performed prosperity architecture, the shadow is above: the statistics are brighter than reality. The 

institutional measurement overstates the economic condition relative to lived experience. The gap 

between the two is the operating space. 

Chapter IX assembles the four mechanisms into a unified system description and demonstrates the 

self-reinforcing dynamics. Appendix A provides the Operating Space Index — a quantifiable measure 

constructed from publicly available data. 

3.3 The Operating Space Index (OSI) 

3.3.1 Purpose 

The OSI transforms the operating space from a conceptual claim into a measurable object. It’s a 

divergence index — not a wellbeing measure, not an alternative GDP, but a metric that captures the gap 

between what the system reports and what the population experiences. If the OSI widens over time, the 

operating space is growing. If it widens most aggressively during the period when the paper claims 

'performance' intensified, the thesis is empirically supported. If it does not widen, the thesis must be 

narrowed or abandoned. 

3.3.2 Components 

The OSI is constructed from six publicly available data series, each measuring a specific dimension of the 

divergence: 

Component A: Production vs. Purchasing Power. Real GDP per capita vs. real median disposable income 

per capita. Divergence indicates the economy is growing without translating growth into household 

purchasing power. 
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Component B: Debt Burden vs. Income Capacity. Household debt-service ratio vs. real median wage 

growth. Divergence indicates debt burden growing faster than the income required to service it. 

Component C: Public vs. Private Demand. Government consumption contribution to GDP growth vs. 

business investment contribution. Shift from private to public demand funding indicates the fiscal 

substitution mechanism. 

Component D: Debt Service vs. Public Services. Federal debt service costs vs. federal healthcare 

transfers to provinces. Crossover indicates the fiscal architecture consuming itself — debt service 

exceeding the primary social expenditure. 

Component E: Claimed vs. Actual Investment. Reported 'capital investment' vs. infrastructure condition 

proxy (depreciation, maintenance deficit data). Gap indicates accounting innovation disconnecting reported 

investment from physical capital stock. 

Component F: Employment vs. Livelihood. Working poverty rate vs. employment rate. Divergence 

indicates the economy producing employment without producing liveable income. 

3.3.3 Methodology 

The OSI is computed as a composite divergence index across the six components, normalised to a 

common base year (2000) and tracked through 2025. Full methodological specification is provided in 

Appendix A, including data sources (Statistics Canada, Bank of Canada, OECD, PBO), normalisation 

procedures, weighting rationale, and sensitivity analysis. The index is deliberately constructed from primary 

institutional data — the system's own statistics — so that the gap it measures is visible in the system's own 

reporting. 

3.4 Falsifiability: What Would Disprove This Thesis 

A prosecution that cannot be disproved is not a prosecution. It’s an assertion. The following conditions, if 

observed, would weaken or invalidate the paper's central claims: 

Test One: If household debt growth slows materially AND real median purchasing power rises without fiscal 

deficits expanding, the 'structural compulsion' claim weakens. Credit-dependent demand would be shown 

to be a transitional rather than permanent feature. 

Test Two: If government capital spending, as independently verified (not self-classified), measurably 

increases productive capacity and lifts productivity per hour worked, the 'life support' characterisation of 

fiscal substitution must be narrowed. Deficit spending would be shown to expand future capacity rather 

than merely substitute for present demand. 

Test Three: If consumption remains stable while household debt ratios fall, the credit-dependent demand 

mechanism needs revision. The economy would be shown to have a self-sustaining demand engine that 

does not require leverage. 
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Test Four: If the Operating Space Index contracts without external intervention, the self-reinforcing claim is 

weakened. The system would be shown to have internal corrective mechanisms. 

These tests are specified at the outset so that the evidentiary chapters that follow can be evaluated against 

clear disconfirmation criteria. 

3.5 Methodological Approach: Structural Forensic Analysis 

The paper employs structural forensic analysis — the examination of system architecture rather than actor 

intention. The method traces how institutional structures produce specific outcomes regardless of the 

individuals operating within them. It’s concerned with the logic of systems, not the motives of participants. 

The paper does not accuse any government, central bank, or statistical agency of deception. It 

demonstrates that the architecture produces performed prosperity as an emergent property of rational 

actors operating within structurally distorted incentive systems. No villain is required. The system performs 

itself. 
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IV. THE DEMAND ARCHITECTURE: AN ECONOMY RUNNING ON DEBT, NOT INCOME 

 

4.1 The Mechanics of Credit-Dependent Demand 

4.1.1 The Money Multiplication Chain 

This section traces the mechanical process by which credit becomes demand: central bank base rate → 

commercial bank credit extension → household borrowing against future income → consumption → GDP 

registration. Every dollar borrowed and spent contributes identically to GDP as every dollar earned and 

spent. The GDP identity (C + I + G + [X – M]) contains no term for the source of consumption. The 

mechanics of credit multiplication are well-understood. What this chapter adds is the structural implication: 

when credit-funded consumption constitutes a sufficiently large share of aggregate demand, the 

economy's growth trajectory becomes a function of credit expansion, not productive output. The economy 

grows when people borrow more, not when they produce more. 

4.1.2 The GDP Identity Problem 

The formal presentation of the GDP identity problem. In the equation GDP = C + I + G + (X – M), the 

consumption component (C) makes no distinction between income-funded and debt-funded spending. A 

household that earns $80,000 and spends $80,000 on consumption contributes identically to GDP as a 

household that earns $60,000, borrows $20,000, and spends $80,000. The national accounts framework 

was not designed to capture this distinction because when the framework was created in the 1940s, the 

distinction was not structurally significant. Consumer credit was marginal. Today it’s load-bearing. 

4.1.3 Worked Example: The Same GDP, Two Different Economies 

A detailed worked example demonstrating how two hypothetical economies — one income-powered, one 

credit-powered — can report identical GDP while having fundamentally different structural trajectories. The 

income-powered economy is self-sustaining: demand derives from production. The credit-powered 

economy is extractive: demand borrows from the future. GDP reports both identically. The measurement 

architecture cannot detect the difference. 

4.2 Canada's Household Debt Architecture 

4.2.1 The Debt-to-Income Position 

Canada's household debt-to-disposable income ratio is among the highest in the OECD. This section 

presents the time-series data from Statistics Canada and the Bank of Canada, tracking the ratio from the 

1990s (when it was comparable to the OECD average) through 2025 (when it exceeds most peer nations). 

The trajectory is not cyclical. It’s structural. Each economic cycle ends with higher household leverage than 

the last, and each recovery is funded not by deleveraging but by further credit expansion at lower rates. 
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4.2.2 The Bank of Canada's Structural Admission 

The Bank of Canada cut its overnight rate by 100 basis points during 2025, reaching 2.25%. This section 

argues that the rate cuts were not conventional monetary stimulus. They were debt-service relief — 

structural acknowledgement that households could not service existing debt at previous rates. The 

distinction is critical: stimulus increases new borrowing; debt-service relief prevents default on existing 

borrowing. The Bank held rates at 2.25%, essentially at the lower end of the estimated neutral range, 

recognising that rate cuts cannot resolve a structural demand problem. Governor Macklem's February 

2026 speech at the Empire Club — 'Structural Change: Canada at a Crossroads' — reinforced that the Bank 

recognises structural rather than cyclical forces are at work, cautioning that monetary tools are not 

designed for structural transitions. 

4.3 Housing: The Physical Engine of Credit Extraction 

4.3.1 The Financialisation of Shelter 

Canada's divergence from the United States and Europe in household leverage is substantially anchored in 

the unique financialisation of the housing sector. This section presents housing not as one data point 

among many but as the central physical mechanism of the credit-dependent demand architecture. 

Mortgage debt constitutes the dominant component of household leverage. Home Equity Lines of Credit 

(HELOCs) function as the primary instrument for extracting future household capacity to fund present 

consumption — households borrow against notional property appreciation to finance spending that 

registers as GDP. Housing investment crowds out productive business investment. The 'wealth effect' — 

the phenomenon whereby rising property values stimulate consumer spending — is asset-price inflation 

simulating prosperity. The wealth is real only for those who sell and exit the housing market. For those who 

continue to live in their homes, the 'wealth' is an accounting entry that generates real debt-service 

obligations. 

4.3.2 Imputed Rent and the GDP Distortion 

Statistics Canada imputes rental value to owner-occupied housing, adding the estimated rental equivalent 

to GDP even though no monetary transaction occurs. This inflates GDP by the notional value of shelter that 

households already own and are not in fact consuming as a market service. At the same time, actual 

housing costs — the mortgage payments, property taxes, maintenance expenses, and insurance that 

constitute the real burden on household finances — are the primary driver of household financial stress. 

GDP counts the phantom income. The household absorbs the real cost. The measurement architecture 

captures the illusion while the demand architecture extracts the reality. 

4.4 Credit Exhaustion as Structural Endpoint 

Credit-dependent demand has a structural terminus. When debt-service ratios reach the level at which 

households can neither borrow more nor service existing obligations without income growth (which is not 

occurring), the demand engine stalls. This is not a recession in the traditional sense — a cyclical downturn 
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followed by recovery. It’s a structural endpoint: the economy has consumed its credit capacity and cannot 

generate replacement demand from earned income. The next mechanism — fiscal substitution — becomes 

structurally necessary. Not chosen. Compelled. 

4.5 The Critical Distinction: Income-Powered vs. Credit-Powered 

The chapter concludes by formalising the distinction between income-powered and credit-powered 

economies. An income-powered economy generates demand from productive output: workers produce, 

earn, spend, and the cycle is self-sustaining. A credit-powered economy generates demand from leverage: 

households borrow against future income, spend in the present, and the cycle is extractive — it consumes 

future capacity to fund current activity. Canada has transitioned from the former to the latter over a period 

of approximately three decades. The transition was not announced, legislated, or debated. It emerged from 

structural conditions. The paper traces it. 
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V. THE MEASUREMENT ARCHITECTURE: GDP AS PERFORMANCE, NOT DIAGNOSIS 

 

5.1 The Design History of GDP 

5.1.1 Kuznets's Warning (1934) 

Simon Kuznets, who developed the national income accounting framework adopted by the United States 

Congress in 1934, explicitly warned that 'the welfare of a nation can scarcely be inferred from a 

measurement of national income.' The metric was designed to measure the volume of market production 

during wartime mobilisation. It was a production metric repurposed as a prosperity indicator — and its 

creator knew it would be. 

5.1.2 The Wartime Institutionalisation 

During World War II, the national accounts framework was adopted by Allied governments for wartime 

production planning. The Bretton Woods institutions (IMF, World Bank) subsequently embedded GDP as 

the primary metric for international economic governance, lending conditions, and development 

classification. This institutional lock-in preceded any serious debate about GDP's adequacy as a welfare 

measure. By the time the critique emerged, the metric was load-bearing across the entire international 

governance architecture. 

5.2 The Specific Distortions 

5.2.1 Imputed Rent 

As detailed in Chapter IV. Owner-occupied housing generates a GDP contribution through imputed rental 

value. No money changes hands. GDP increases while household cash flow does not. 

5.2.2 Hedonic Adjustments 

Statistical agencies apply quality adjustments to price indices, reducing the measured cost of goods that 

have improved in functionality. A computer that costs the same as last year's model but has twice the 

processing power is recorded as having halved in price. This deflates price indices and inflates real GDP 

growth relative to the nominal spending households actually experience. The household pays the same; 

the statistical system records a productivity gain. 

5.2.3 Financial Services Value-Add 

Financial intermediation services — including the spread between lending and deposit rates — are counted 

as GDP value-add. The banking system's extraction of interest margin from the credit-dependent demand 

model registers as productive economic activity. The more the economy depends on credit, the larger the 

financial services 'production' that GDP records. 
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5.2.4 Government Spending at Cost 

Government services are valued at their input cost (wages, procurement) rather than at their output value. 

This means government spending contributes to GDP by definition: every dollar spent is a dollar of GDP. 

There is no productivity filter. No distinction between productive public investment and structural demand 

substitution. The fiscal mechanism inflates GDP automatically. 

5.2.5 The Import Subtraction Mechanism 

In the GDP identity (GDP = C + I + G + [X – M]), imports are subtracted. A decline in imports — which can 

indicate weakening domestic purchasing power, reduced business investment, or trade disruption — 

mechanically increases measured GDP. Q3 2025 provides the case study: import collapse contributed 

approximately 2.9 percentage points to headline GDP growth of 2.6% annualised. The measurement 

architecture produced a positive growth print under deteriorating domestic affordability conditions. 

5.3 Velocity Without Vector 

The chapter's central analytical contribution: GDP measures economic velocity (the rate of monetary 

transaction) without economic vector (the direction and sustainability of that activity). It cannot distinguish 

an economy accelerating toward productive expansion from an economy accelerating toward structural 

collapse. Both report as growth. The speedometer says the car is going fast. The windshield shows the 

wall. 

5.4 The Institutional Lock-In 

GDP's persistence as the dominant governance metric despite universal acknowledgement of its 

inadequacy is explained through institutional lock-in analysis. IMF lending conditions are calibrated to GDP. 

World Bank development classifications are GDP-based. Sovereign credit ratings are anchored to GDP 

ratios. Central bank mandates target GDP-adjacent metrics (inflation, output gap). Electoral narratives are 

GDP-framed. No single institution can unilaterally abandon GDP without disconnecting from the 

international governance architecture. The lock-in is structural, not intellectual. Everyone knows GDP is 

inadequate. No one can stop using it. 
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VI. THE FISCAL SUBSTITUTION: GOVERNMENT AS BORROWER OF LAST RESORT 

 

6.1 The Mechanical Necessity 

When household credit capacity is exhausted — when consumers cannot borrow more because 

debt-service ratios have reached structural limits — demand contracts toward the level supportable by 

earned income alone. In a credit-powered economy where earned income is structurally insufficient to 

sustain the consumption level that GDP requires, this contraction would be severe. The government faces 

a structural compulsion: allow demand to contract (producing a GDP collapse that the institutional 

framework cannot survive) or become the borrower of last resort (substituting sovereign credit for 

exhausted household credit). The deficit is not chosen. It is architecturally required. 

6.2 Budget 2025: The Case Study 

6.2.1 The Numbers 

Federal deficit: $78.3 billion projected for 2025–26, up from $36.3 billion actual in 2024–25 — a 116% 

increase. New spending: $141.4 billion over five years. Projected savings: $51.7 billion. Cumulative deficits: 

$321.7 billion over five years. Defence spending: $81.8 billion over five years. The budget was introduced 

by a Prime Minister — Mark Carney — who served as Governor of both the Bank of Canada and the Bank of 

England. The structural significance is precisely this: the policy response is not the product of economic 

illiteracy. It’s the product of an architecture that compels even the most credentialed technocrat to 

perpetuate the fiscal substitution. 

6.2.2 The Debt Service Trajectory 

Federal interest payments: $55.6 billion for 2025–26 (Budget 2025 Annex 4; PBO estimates $55.3 billion). 

The PBO projects federal debt service rising to $82.4 billion by 2030–31. Federal healthcare transfers to 

provinces are approximately $54 billion. The crossover has already occurred: Canada is spending more to 

service its debt than it transfers to provinces for healthcare. The trajectory projects a fiscal architecture in 

which debt service consumes an increasing share of total expenditure, progressively crowding out 

discretionary fiscal capacity — including the fiscal substitution mechanism itself. The system is consuming 

its own capacity to perform. 

6.3 This Is Not Keynesian Policy 

Keynesian counter-cyclical fiscal policy operates within a specific theoretical framework: governments 

borrow during temporary downturns to sustain demand, then withdraw the stimulus and reduce debt 

during the subsequent recovery. The current Canadian fiscal position does not satisfy any element of this 

framework. There is no temporary downturn — the economy is reporting positive GDP growth. There is no 

expected recovery after which stimulus would be withdrawn — the deficits are projected to persist 
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indefinitely. The stimulus is not being withdrawn — each budget cycle increases spending. The deficit is 

permanent, structural, and expanding. This is not counter-cyclical policy. It’s the fiscal architecture's 

structural response to a demand engine that no longer generates sufficient activity from earned income. 

6.4 The MMT Defence, and Why It Fails Under Demand Simulation 

6.4.1 The Steelman 

Modern Monetary Theory argues that for a sovereign currency issuer, the nominal deficit is not a binding 

constraint. The binding constraints are real resources and inflation. A government that issues its own 

currency cannot involuntarily default on domestic-currency debt. Sovereign borrowing can expand 

productive capacity, employ idle resources, and target real output. The deficit, in this framework, is a policy 

instrument, not a moral failing. Stephanie Kelton's The Deficit Myth (2020) provides the most accessible 

formulation. 

6.4.2 The Prosecution 

The paper does not argue that deficits are inherently destructive. It argues that deficits used as permanent 

demand replacement become extractive when they do not produce productive capacity that exceeds the 

cost of capital and the future tax burden. MMT's productive deployment requirement is the paper's pivot 

point. MMT does not argue that all sovereign spending is equivalent. It argues that spending should 

expand capacity. Canada's current structure is demand substitution and accounting relabelling, not 

capacity-building at scale. 

The PBO's $94 billion reclassification finding is the killer exhibit: 30% of claimed 'capital investment' is 

operational expenditure rebranded. If the spending were genuinely capacity-expanding — building 

infrastructure, deploying productive technology, creating future revenue streams — the MMT framework 

would provide a defensible justification. But spending that substitutes for household demand while 

relabelling the substitution as investment does not satisfy MMT's own productive deployment criterion. 

Furthermore, MMT uses inflation as its primary gauge of excess spending. But inflation targeting is too 

blunt an instrument to detect the structural extraction this paper identifies. Even if headline inflation prints 

near the 2% target, purchasing power after housing costs and debt service can still collapse. The 

population can experience accelerating affordability crisis while the macroeconomic indicator that MMT 

relies on as its constraint mechanism reports stability. The operating space operates within MMT's own 

blind spot. 

6.5 The Fitch Warning as Market Verdict 

The November 2025 Fitch warning — maintaining AA+ while flagging 'persistent fiscal expansion' and a 

'rising debt burden' that has 'weakened its credit profile' — functions as external verification of the fiscal 

substitution thesis. A credit agency is observing that Canada's fiscal trajectory is structurally unsustainable 

and that the government has a demonstrated pattern of 'upward deficit revisions, with subsequent budget 

Performing Prosperity  •  Proconsul  •  21 



updates consistently worse than prior projections.' This is not a political judgement. It’s a credit assessment: 

the structural trajectory is worsening, and the government's own fiscal anchors are non-binding. Canada 

cannot regain its Fitch AAA because the fiscal architecture that lost it has become permanent. 
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VII. THE ACCOUNTING INNOVATION: WHEN THE LEDGER BECOMES THE PRODUCT 

 

7.1 The Capital/Operating Reclassification 

Budget 2025 introduced a formal separation of federal spending into 'operating' and 'capital investment' 

categories. The stated purpose: to distinguish day-to-day government operations from long-term 

nation-building investment. The structural function: to reclassify operational expenditure as capital 

spending, enabling the government to claim an operating balance by 2028–29 while running persistent 

aggregate deficits. The ledger has become the product. The accounting output — 'operating balance 

achieved' — is the deliverable, not a representation of an underlying fiscal reality. 

7.2 The PBO Forensic Finding 

The Parliamentary Budget Officer projects actual capital investment spending of $217.3 billion versus the 

government's claimed $311.5 billion — a $94 billion gap, representing a 30% overstatement. Items 

reclassified as 'capital' include investment tax credits, subsidies, and corporate income tax expenditures 

that, as PBO Yves Giroux stated, 'other jurisdictions in other countries' would not classify as capital 

investment. The reclassification is not fraudulent in the legal sense. It’s innovative in the accounting sense. 

The categories are being redefined to produce a desired ledger outcome. 

7.3 The Legitimate vs. Manufactured Distinction 

This section establishes the analytical distinction between reclassification that improves transparency 

(legitimate capital budgeting, separating long-term infrastructure investment from operational costs to 

enable better decision-making) and reclassification that manufactures an anchor (creating a new fiscal 

metric — 'operating balance' — that permits the government to claim fiscal responsibility while the 

aggregate deficit expands). The distinction is functional: does the reclassification produce better 

information for decision-making, or does it produce a better narrative for institutional consumption? 

7.4 Historical Precedents 

7.4.1 Greece (2001–2009) 

Goldman Sachs-structured currency swaps that reduced Greece's apparent debt-to-GDP ratio below the 

Maastricht threshold, enabling eurozone accession under a metric that did not represent fiscal reality. 

7.4.2 Enron (1997–2001) 

Special purpose entities that moved liabilities off the balance sheet, enabling the corporation to report 

profitability while accumulating unsustainable hidden debt. The ledger was the product; the underlying 

business was failing. 
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7.4.3 United Kingdom PFI (1992–2018) 

Private Finance Initiatives that moved public infrastructure costs off the government balance sheet, 

producing the appearance of fiscal discipline while committing future governments to decades of 

above-market payments. 

7.4.4 Modern Public-Finance Engineering 

The contemporary normalisation of ledger engineering as governance: off-budget vehicles, Crown 

corporations, quasi-fiscal entities, and capital framework innovations that move obligations around the 

ledger without changing the underlying fiscal reality. The point is not that Canada is committing fraud. The 

point is that accounting reclassification has become a standard tool in the performed prosperity toolkit 

across developed economies. The innovation is not the exception. It’s the governance norm. 

7.5 The Selective Economics Parallel 

In Selective Economics, the paper demonstrated that Canada's oil and gas sector reports $185 billion in 

annual GDP while the real net value retained by Canadians, after accounting for foreign ownership, 

processing leakage, and profit repatriation, is dramatically lower. The sector mistakes turnover for profit. 

The Budget 2025 reclassification performs the identical operation at the sovereign fiscal level: gross 

spending is reported as investment without netting the portion that constitutes operational life support. The 

accounting logic Canada tolerates in its resource sector has colonised the entire fiscal framework. 

 

Performing Prosperity  •  Proconsul  •  24 



VIII. THE CONSOLIDATED BORROWER: WHEN HOUSEHOLD LEVERAGE BECOMES SOVEREIGN 
LEVERAGE 

 

The preceding chapters prosecute the income statement — the flow of economic activity as measured by 

GDP. This chapter prosecutes the balance sheet — the accumulated stock of claims, obligations, and 

structural positions that underlie the flow. 

8.1 The Sectoral Balances Framework 

The economy is divided into three sectors: private (households and businesses), government, and external 

(rest of world). By accounting identity, one sector's surplus is another's deficit. When the private sector 

deleverages (pays down debt), the government sector must run larger deficits to maintain aggregate 

demand — unless the external sector compensates through trade surplus, which in Canada's case it does 

not. This is not theory. It’s accounting identity. The sectoral balances framework reveals the structural 

handoff that the GDP narrative obscures. 

8.2 The Handoff: From Household Credit to Sovereign Credit 

This section presents the time-series evidence of the structural handoff. Household credit expansion — the 

primary demand engine from the mid-1990s through approximately 2019 — plateaus as debt-service ratios 

approach structural limits. Federal deficit expansion — minimal in the pre-pandemic period (averaging 0.4% 

of GDP in the two decades before 2019, per Fitch) — accelerates from 2020 onward and does not return to 

pre-pandemic levels. The data shows not a temporary pandemic response but a permanent transfer of the 

borrowing function from the household sector to the sovereign sector. The demand must be funded. The 

question is which balance sheet absorbs the leverage. The answer changed after 2020 and has not 

changed back. 

8.3 Debt-Service Dominance 

When debt service becomes a first-order constraint on both household and sovereign balance sheets 

simultaneously, the architecture reaches a critical state. Households cannot service existing debt without 

rate relief. The sovereign cannot service existing debt without consuming discretionary fiscal capacity. A 

debt-service dominance chart plots federal interest payments ($55.6B in 2025–26, projected $82.4B by 

2030–31) against key expenditure categories (healthcare transfers: ~$54B; defence: ~$16B annual average; 

infrastructure). The chart demonstrates that debt service has already exceeded healthcare transfers and is 

on trajectory to become the single largest federal expenditure. The fiscal mechanism is consuming itself. 

8.4 The Consolidated Position 

The chapter's culminating analysis: the consolidated sovereign-household balance sheet position. When 

household debt (measured by aggregate household debt-to-disposable income and debt-service ratios) is 
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combined with federal debt (measured by federal debt-to-GDP and debt-service-to-revenue ratios), the 

combined position reveals the total claim against Canadian future capacity. The consolidated position 

shows not two separate debt problems but a single structural condition: the economy's present activity is 

funded by claims against its future, held across two balance sheets, with the claims migrating from the 

household balance sheet (which is approaching exhaustion) to the sovereign balance sheet (which still has 

capacity but is consuming it at an accelerating rate). 
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IX. THE OPERATING SPACE: THE GAP AS FEATURE, NOT BUG 

 

9.1 Assembly: The Nine-Step Reconstruction 

This section assembles the four mechanisms into a single system description, tracing the complete cycle in 

nine steps: 

(1) Households borrow to consume. (2) Consumption registers as GDP growth. (3) GDP growth validates 

further credit extension. (4) Household credit capacity approaches exhaustion. (5) Central bank cuts rates 

— debt-service relief, not stimulus. (6) Government increases deficit spending — borrower of last resort. (7) 

Fiscal substitution inflates GDP. (8) Unsustainable deficits trigger accounting innovation — reclassification 

preserves the narrative. (9) The operating space widens. The cycle repeats at a larger scale. 

9.2 The Closed-Loop Diagram 

A one-page visual exhibit presenting the self-reinforcing cycle as a closed-loop system diagram. This 

diagram is the paper's most reproduced element — the image that communicates the architecture in a 

single glance. Full specification in Appendix C. 

9.3 Self-Reinforcing Dynamics: Why the System Cannot Self-Correct 

Every institution within the system is measured by metrics that the architecture distorts. Governments are 

measured by GDP growth — they will borrow to produce it. Central banks are measured by inflation 

targeting and financial stability — they will cut rates to prevent defaults. Statistical agencies are measured 

by methodological consistency — they will not unilaterally redefine GDP. Banks are measured by loan book 

growth and fee income — they will extend credit until the borrower defaults. Media is measured by 

narrative velocity — it will report the headline metric. Only credit rating agencies are partially aligned with 

the structural reality — and their signals are treated as problems to manage, not diagnoses to heed. 

9.4 The Incentives Map: Every Actor Is Rational 

A cold, structural map of the incentive architecture — no villains required: 

Politicians optimise for election cycles. GDP growth is the metric. They will borrow to produce it. 

Central banks optimise for inflation and financial stability mandates. They will cut rates to prevent the 

credit mechanism from collapsing. 

Statistics agencies optimise for methodological continuity and institutional legitimacy. They will not 

abandon GDP or unilaterally revise the framework. 

Commercial banks optimise for loan book expansion and fee income. They will extend credit to the 

regulatory and risk-model limit. 
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Media optimise for narrative velocity, headline impact, and access. They will report the GDP figure, the 

unemployment rate, the deficit number — the system's own metrics. 

Rating agencies optimise for risk signalling — but with a structural lag. They are late by design, and their 

warnings are treated as problems to manage, not diagnoses to heed. 

Every actor is behaving rationally within their mandate. The irrationality is structural, not individual. The 

system performs itself. 

9.5 The Distributional Consequences 

The operating space has distributional consequences. Those who benefit from the performance: asset 

owners (whose assets are inflated by the credit mechanism), financial institutions (whose margins derive 

from the credit architecture), and governments (whose electoral narrative is sustained by GDP metrics). 

Those who bear the costs: borrowers (who service the debt that funds the performance), future taxpayers 

(who inherit the sovereign obligations), working poor (who are employed in an economy that doesn't pay 

enough to live), and infrastructure users (who navigate systems being consumed by deferred 

maintenance). The operating space is not merely an analytical abstraction. It has human geography. 

9.6 The Breaking Conditions 

The system 'cannot self-correct' and 'has no internal exit.' The question readers will ask: what breaks the 

loop? The paper does not predict. It structurally defines the breaking conditions: 

Condition One: Debt-Service Dominance. When sovereign debt service consumes sufficient fiscal 

capacity that the government can no longer substitute for exhausted household demand — when the fiscal 

mechanism itself is exhausted — the performance ends. PBO projects $82.4 billion in debt service by 

2030–31 against approximately $54 billion in healthcare transfers. The trajectory is toward debt-service 

dominance of the entire discretionary budget. 

Condition Two: Currency Crisis. If the operating space becomes large enough that foreign capital 

recognises the divergence between reported and structural positions, currency devaluation transmits the 

structural reality to the population via import costs. The gap between institutional narrative and market 

assessment forces adjustment. 

Condition Three: Credit Market Lockout. A second major agency downgrade (S&P or Moody's moving 

from AAA) would shift Canada's average rating, triggering institutional portfolio rules and raising borrowing 

costs. The fiscal substitution mechanism requires access to affordable sovereign credit. Lockout terminates 

the mechanism. 

Condition Four: Political Fracture. When the lived reality diverges sufficiently from the measured narrative, 

political legitimacy erodes. The population's experience of economic decline, coupled with institutional 

insistence on economic health, produces the conditions for populist disruption. This is the political pathway 

by which the operating space collapses. 
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These are structural vulnerabilities, not predictions. The paper prosecutes the architecture and identifies 

the load-bearing weaknesses. It does not predict which one fails first. 

 

Performing Prosperity  •  Proconsul  •  29 



X. THE STRUCTURAL PARALLEL: FROM RESOURCE EXTRACTION TO DEMAND EXTRACTION 

 

10.1 The Selective Economics Thesis Restated 

Selective Economics demonstrated that Canada's oil and gas sector reports $185 billion in annual GDP 

while extracting $5,731 per capita in real value from the Canadian population — through foreign ownership, 

offshore profit repatriation, processing leakage, and the structural gap between gross revenue and net 

retained value. The nation reports economic activity while exporting economic value. Turnover is mistaken 

for profit. 

10.2 The Domestic Analogue 

Performing Prosperity identifies the identical structural logic operating domestically. In the resource sector, 

the extraction is external: value flows outward to foreign capital. In the demand architecture, the extraction 

is internal and temporal: value flows backward from the future to the present. Household credit extracts 

future household capacity. Sovereign deficit extracts future sovereign capacity. In both cases, the economy 

reports activity (GDP) while the population absorbs the cost of extraction (debt service, affordability decline, 

infrastructure decay). The extraction is real. The prosperity is performed. 

10.3 The Imperial Boomerang 

The concept originates in twentieth-century postcolonial thought. Aimé Césaire, in Discourse on 

Colonialism (1950), identified the logic: techniques of domination developed and deployed in colonial 

territories inevitably return to be applied to the colonising power's own population. Hannah Arendt, in The 

Origins of Totalitarianism (1951), documented the mechanism from a different analytical tradition — tracing 

how administrative methods developed for colonial governance were imported into European domestic 

politics. Michel Foucault, in his 1975–76 lectures at the Collège de France (Society Must Be Defended), 

theorised the structural dynamics by which power techniques circulate between imperial periphery and 

metropolitan centre. 

This paper extends the concept to economic accounting. The accounting logic Canada tolerates in its 

resource sector — gross reporting that disguises net extraction, activity metrics that cannot distinguish 

between value created and value extracted — has colonised the entire fiscal framework. The techniques of 

measurement obscurity applied to oil and gas GDP (Selective Economics) are now applied to sovereign 

fiscal reporting (Performing Prosperity). External extraction and internal extraction. One structure at two 

scales. The imperial boomerang. 

10.4 Structure Precedes Value 

The convergence confirms the foundational Proconsul thesis: structure precedes value. Value does not 

emerge from intention, effort, or policy declaration. It emerges from the structural conditions within which 
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activity occurs. When the structure is extractive — whether the extraction is external (resource sector) or 

temporal (demand architecture) — value flows outward or backward regardless of stated policy objectives. 

GDP reports activity. The structure determines whether the activity creates or extracts value. The structure 

has not changed. The performance continues. 
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XI. WHAT AN ECONOMY THAT WORKED WOULD MEASURE 

 

This chapter does not prescribe policy. It identifies the structural requirements for honest measurement — 

the criteria any metric must satisfy to detect the condition the paper has identified. The question is not 

'what should the government do?' The question is 'what would the economy look like if we measured it 

honestly?' 

11.1 Net Economic Position, Not Gross Activity 

Any honest metric must capture net position — the value remaining after accounting for the cost of 

generating the activity. GDP reports gross activity. The Proconsul forensic metric proposes: 

Growth(Net) = GDP – (ΔDebt[Household] + ΔDebt[Sovereign] + Depreciation[Infrastructure]) 

This metric subtracts the change in household debt, the change in sovereign debt, and infrastructure 

depreciation from headline GDP. It captures the net value the economy produces after accounting for the 

borrowing and capital consumption required to produce the GDP figure. Appendix B computes the 

approximate value for Canada 2020–2025. If deeply negative — which the data available suggests — it 

constitutes the prosecution's sentencing exhibit: the economy is not merely performing growth. It is 

consuming itself. 

11.2 Household Purchasing Power, Not Aggregate Consumption 

Measurement must capture what households can actually purchase with earned income, after housing 

costs, debt service, and essential expenditures. Aggregate consumption inflated by borrowing is not a 

measure of economic health. Real median disposable income after housing and debt service — what the 

household actually has available for discretionary expenditure — is the relevant metric. 

11.3 Productive Investment Distinguished by Output, Not Accounting Category 

Investment must be verified by its productive output, not by its ledger classification. Capital spending that 

produces measurable productive capacity — infrastructure that reduces logistics costs, technology that 

increases output per hour worked, training that expands human capital — is investment. Spending 

reclassified as 'capital' to achieve a ledger outcome is accounting innovation. The PBO's $94 billion finding 

demonstrates that the current system cannot make this distinction. 

11.4 Infrastructure Condition as Capital Account 

Physical infrastructure condition — roads, bridges, water systems, public transit, broadband — must be 

measured as a capital account, reflecting both investment and depreciation. A country that reports capital 

spending while its infrastructure deteriorates is not investing. It is relabelling expenditure while consuming 

its capital stock. The '40%+ of city roads in fair, poor, or very poor condition' statistic that applies across 
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almost every Canadian province is the physical manifestation of the accounting innovation the paper 

prosecutes. 

11.5 Sovereign Capacity, Not GDP Ranking 

The relevant measure of sovereign economic strength is not GDP ranking but sovereign capacity — the 

autonomy of action available to the government after meeting non-discretionary obligations (debt service, 

transfer commitments, constitutional requirements). A government whose debt service exceeds its 

healthcare transfers has diminishing sovereign capacity regardless of its GDP ranking. The trajectory from 

$55.6 billion (2025–26) to $82.4 billion (2030–31) in interest payments is a trajectory of declining 

sovereign capacity — the government's ability to respond to future crises, invest in future capacity, or adjust 

fiscal policy is progressively consumed by the cost of past borrowing. 

11.6 The Structural Standard 

Any metric that satisfies the structural standard must detect when an economy is borrowing against its own 

future to fund present activity. If the metric cannot make this distinction — if it reports growth identically 

whether the growth is funded by production or by borrowing — then it’s a performance metric, not a 

diagnostic metric. GDP is a performance metric. The operating space exists because no diagnostic metric 

has been adopted as a governance tool. 
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XII. CONCLUSION: THE DISTANCE BETWEEN THE MODEL AND THE REALITY 

 

There are two Canadas. The institutional Canada — the one that exists in GDP reports, sovereign credit 

ratings, central bank forecasts, and electoral narratives — reports an economy under pressure but 

fundamentally sound. GDP is positive. Inflation is near target. Employment is growing. The institutions are 

managing a 'structural transition' with the tools available. 

The lived Canada — the one that exists in household balance sheets, grocery store receipts, mortgage 

statements, crumbling highway surfaces, and emergency room wait times — experiences a different 

economy. Per-capita income is declining. Housing costs consume an increasing share of stagnant wages. 

The majority of the poor are working. The infrastructure is decaying. The government is borrowing at 

historic rates outside of crisis to sustain an economy that cannot sustain itself. 

This paper has made the architecture visible. Four mechanisms — credit-dependent demand, GDP 

measurement incapacity, fiscal substitution, and accounting innovation — interact as a self-reinforcing 

system that enables the performance of prosperity without its production. The gap between the two 

Canadas is not an error in the metrics. It’s the operating space — the structural buffer within which the 

performance continues because the measurement cannot detect the performance. 

The system has no internal exit. Every institution is measured by metrics the architecture distorts. Every 

actor is behaving rationally within their mandate. The irrationality is structural, not individual. The system 

performs itself. 

An economy that borrows against its own future to simulate demand is not growing. It’s performing growth. 

The audience for that performance is credit markets, sovereign rankings, and electoral cycles. 

The economy is something else. The economy is the 42% working poor. The economy is the crumbling 

roads in every province. The economy is the $82.4 billion in projected debt service by 2030–31. The 

economy is the per-capita decline — the worst in the lifetime of most Canadians. The economy is the 

borrowed future. 

Selective Economics demonstrated the external extraction: $185 billion in reported oil and gas GDP, $5,731 

per capita in real loss. Performing Prosperity demonstrates the internal extraction: GDP growth funded by 

credit and deficit, purchased from the future, reported as prosperity today. 

External extraction and internal extraction. One structure. Two scales. The accounting says everything is 

fine. 

The distance between the model and the reality is the operating space. This paper has measured it. 
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APPENDICES 

 

Appendix A: The Operating Space Index — Methodology and Data 

Full methodological specification of the six-component Operating Space Index. Data sources (Statistics 

Canada, Bank of Canada, OECD, PBO). Normalisation procedures. Base year selection (2000). Weighting 

rationale. Sensitivity analysis. Time series 1990–2025. Visual presentation showing the trajectory of the 

index, with particular attention to inflection points corresponding to credit exhaustion, fiscal substitution 

initiation, and accounting innovation introduction. 

Appendix B: Net Growth Computation — A Forensic Metric 

Full computation of the Proconsul Net Growth metric (Growth[Net] = GDP – [ΔDebt(Household) + 

ΔDebt(Sovereign) + Depreciation(Infrastructure)]) for Canada 2020–2025. Data sources. Estimation 

methodology for infrastructure depreciation proxy. Results presentation. Discussion of limitations and 

sensitivity to input assumptions. 

Appendix C: The Closed-Loop Diagram 

Full-page system diagram of the self-reinforcing four-mechanism cycle: Credit-dependent demand → GDP 

validation → more credit → Credit exhaustion → rate cuts (stability) → Fiscal substitution → GDP stabilisation → 

Accounting innovation → narrative continuity → widened operating space → repeat. Annotated with entry 

points, feedback loops, and the structural positions of each institutional actor. 
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abstract. Left-aligned body. Georgia body text, Arial headings. Footnotes for technical elaboration. 

Endnotes for citations. 

Tone: Prosecutorial. Assertive. Definitive. Unhedged. The paper prosecutes the system, not the 

government. It transcends electoral cycles and partisan alignment. It names the architecture and makes it 

visible. 

Audience: Policy architects. Institutional strategists. Sovereign wealth analysts. Central bank researchers. 

Graduate-level economists. Credit market professionals. 
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