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● (1100)

[English]
The Chair (Mr. Peter Fonseca (Mississauga East—

Cooksville, Lib.)): I call this meeting to order.

Welcome to meeting number 83 of the House of Commons
Standing Committee on Finance.

Pursuant to Standing Order 108(2) and the motion adopted by the
committee on Monday, November 21, 2022, the committee is meet‐
ing to discuss the economic and fiscal outlook, and the report of the
Bank of Canada on monetary policy.

Today's meeting is taking place in a hybrid format, pursuant to
the House order of June 23, 2022. Members are attending in person
in the room and remotely using the Zoom application.

I would like to make a few comments for the benefit of witnesses
and members.

Please wait until I recognize you by name before speaking. For
those participating by video conference, click on the microphone
icon to activate your mike. Please mute yourself when you are not
speaking.

For interpretation for those on Zoom, you have choice at the bot‐
tom of your screen of floor, English or French. For those in the
room, you can use the earpiece and select the desired channel.

I'll remind you that all comments should be addressed through
the chair.

For members in the room, if you wish to speak, please raise your
hand. For members on Zoom, please use the “raise hand” function.
The clerk and I will manage the speaking order as best we can. We
appreciate your patience and understanding in this regard.

Now I would like to welcome our witness for the first panel,
which will be from 11 to about 11:30. With us today from the Of‐
fice of the Parliamentary Budget Officer is the Parliamentary Bud‐
get Officer, Monsieur Yves Giroux.

The floor is yours, Monsieur Giroux, for opening remarks.

[Translation]
Mr. Yves Giroux (Parliamentary Budget Officer, Office of the

Parliamentary Budget Officer): Thank you, Mr. Chair.

Good day, members of the committee, and thank you for the in‐
vitation to appear before you today.

I am pleased to be here to discuss my office's most recent report,
entitled “Economic and Fiscal Outlook”, which my office pub‐
lished on March 2, 2023. Our outlook provides a baseline projec‐
tion to help parliamentarians gauge potential economic and fiscal
outcomes under current policy settings. Our March outlook incor‐
porated economic data up to and including February 21. Our report
was released prior to the tabling of budget 2023 and the recent tur‐
bulence in global financial markets.

On April 13, my office published our issues report on bud‐
get 2023. The report is designed to assist parliamentarians in their
budgetary deliberations, highlighting key issues arising from the
budget, which announced $69.7 billion in new spending, measured
on a gross basis.

[English]

I will now continue my remarks in English.

On balance, the outlook for real GDP growth over 2023 to 2027
presented in budget 2023 is slightly weaker compared to our March
outlook, with annual growth averaging 1.6% and 1.7%, respective‐
ly. This slight difference reflects a weaker near-term outlook that
includes a shallow recession in 2023 in the budget, whereas our
March outlook projected the economy to stagnate over the course
of the year.

In terms of the fiscal outlook, when put on a comparable basis,
our adjusted March projection shows budgetary deficits over
2022-23 to 2027-28 that are, on balance, in line with the outlook
presented in budget 2023.

I would now be pleased to respond to any questions you may
have regarding our economic and fiscal analysis or other PBO
work. Thank you.

[Translation]
The Chair: Thank you, Mr. Giroux.

[English]

Now we are going to members. I was going to say “for the first
round”, but this will be the only round. Each party will have up to
six minutes to ask questions. We are starting with the Conservatives
for six minutes.

I have MP Morantz, please.
● (1105)

Mr. Marty Morantz (Charleswood—St. James—Assiniboia—
Headingley, CPC): Thank you, Mr. Chair.
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It's very nice to see you again, Mr. Giroux. It's a pleasure to have
you here at our committee to discuss budget 2023.

I read your report with interest. The first thing I want to ask you
about is this phenomenon of non-announced measures. It's a con‐
cern that's come up before. It came up in the fall economic state‐
ment, and even before that. You highlighted in your report that you
identified $798 million in new non-announced measures, bringing
the total, I think you said, in excess of $12 billion.

For those who might be watching who don't know what non-an‐
nounced measures are, the government is essentially asking us to
vote to allow spending when we don't know at all what it's for. Es‐
sentially, it's giving the government a literal blank cheque of $12
billion.

I think you said in your testimony before that the difficulty you
have with this is that it's very difficult from an accounting perspec‐
tive to understand, once the money is spent, what it was actually
spent on. There are two problems here. First, there's a major trans‐
parency problem when parliamentarians are asked to approve
monies and they don't know what they're for. Second, there's a ma‐
jor accountability problem, because after the fact, it's impossible to
find out what the money was spent on.

I'm wondering if you could comment on that issue.
Mr. Yves Giroux: Sure. It's not unusual for governments to have

provisions for pressures that could materialize or for unforeseen
events. What makes this one particularly challenging is that there
are positives and negatives. This suggests the level of detail is quite
high. There's clearly planned spending the government has a clear
idea on and decisions that are either made or almost made, and for
which the quantums are quite clear.

It's presented as an aggregate, so we don't have any clear idea,
obviously, of what's included. The concern we have is that when
the spending gets announced publicly, it's very difficult to trace it
back to the source of funds. Was it budget 2023? Was it budget
2022? It's very difficult to figure out what the source of funds was,
and if it's new funding, when it finally gets announced.

It's very difficult for us to follow that kind of money. Those are
the main concerns we have.

Mr. Marty Morantz: Have you expressed your concerns about
this to department officials?

Mr. Yves Giroux: We've made our concerns known in reports
and in discussions with departmental officials, and given that it's in
reports—we know they read our reports, some of them very thor‐
oughly—they're well aware of our concerns.

Mr. Marty Morantz: Okay. As parliamentarians, what do you
think we should do about it? Do you think that this requires some
sort of legislative mandate to ensure that this kind of thing doesn't
happen in the future?

Mr. Yves Giroux: It's something that, as parliamentarians, you
can ask for further details on from the government. When ministers
and officials testify, you can certainly ask them to provide you
more details, either in writing or when they appear at committees.

Mr. Marty Morantz: It's funny you should say that, because I
did exactly that when the Minister of Finance was here back in

November. I asked her if she would table the details of all the non-
announced spending with the committee, and she refused to do that.
It seems like we've hit a bit of a wall on finding out what all this
non-announced spending is for. It makes it very difficult for us as
parliamentarians to vote on something when we don't know what
the money is for.

I know part of your mandate is also economic analysis. I'm won‐
dering what you think of the budget generally speaking. It
has $69.7 billion in new growth spending measures. I saw Derek
Holt being interviewed on the weekend by Scotiabank, and he
thinks that all of this profligate government spending has resulted
in at least a 1% increase in the bank rate, which I'd never heard an
economist say before.

I'm wondering if you agree that government deficit spending is
stimulatory in nature, is inflationary in nature and has resulted in an
increase in the bank rate that's above what it would have been had
the government not embarked on such a massive spending spree.

● (1110)

Mr. Yves Giroux: We did some analyses—not to translate the
spending into how much of a rate increase it means, but looking at
spending that was non-COVID-related—and we found that in the
absence of non-COVID-related spending over the last couple of
years, the deficit would have been almost $26 billion lower each
year on average and the debt-to-GDP ratio would have been 4.7
percentage points lower in 2027-28 than was projected in the last
budget.

As to the part of your question that relates to the inflationary na‐
ture of government spending, the Bank of Canada's monetary poli‐
cy report indicated last week that government spending—and by
that they mean not only federal but also provincial spending—over‐
all stimulates aggregate demand, which is wording equivalent to
providing inflation or stimulating inflation.

The Chair: Thank you.

Thank you, MP Morantz.

Now we'll go over to the Liberals with MP MacDonald for six
minutes, please.

Mr. Heath MacDonald (Malpeque, Lib.): Thank you, Mr.
Chair, and thank you, Mr. Giroux, for being here again today. It's
great to see you.
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The news release that accompanied your report noted the cancel‐
lation of the $9-billion strategic policy review launched in budget
2022, but in my read of budget 2023, I see a section entitled “Refo‐
cusing Government Spending”, which carries substantial financial
savings of about $15 billion that go even further than the $9 billion
proposed. Can you explain how these two programs differ?

Mr. Yves Giroux: It would be difficult for me to explain how
they differ because the strategic policy reviews of budget 2022 did
not have that much detail. We inquired with Department of Finance
officials as to what had happened with the strategic policy review
in budget 2022, which was aimed at providing savings of $9 bil‐
lion. We asked them if our interpretation that it had been cancelled
was correct. They said that yes, it was correct.

You're right that there are additional or new spending restraint
measures announced in the budget. There is a refocusing of govern‐
ment spending, notably reducing spending on consulting, profes‐
sional services and travel, as well as reducing eligible spending by
government departments and agencies and in Crown corporations.
Together, this totals about $15 billion over a number of years.

There is the cancellation of the strategic policy review, but also
new spending reviews, for a total of $15 billion in the budget.

Mr. Heath MacDonald: Your report also notes that your projec‐
tions for Canada's real GDP and unemployment are more optimistic
than those laid out in budget 2023. Can you explain what drives
this difference and what your opinion is on it?

Mr. Yves Giroux: Sure.

In our estimate, we factor in faster GDP inflation. I'm looking at
the numbers here. We have annual growth that's slightly faster. The
government includes or factors in a shallow recession in 2023,
whereas we don't see that as the most likely scenario. It's possible
that there will be a shallow recession, but we see the most likely
outlook or outcome for 2023 as being stagnant growth. The govern‐
ment has a slightly more pessimistic scenario for 2023. That ex‐
plains the bulk of the difference.

Mr. Heath MacDonald: In comparison internationally to other
countries, specifically G7 countries, on key fiscal measures like the
net GDP ratio, debt levels and our deficit, where does Canada stand
in its position to date coming out of the past two years and basically
out of COVID-19?

Mr. Yves Giroux: When looking at G7 countries, Canada com‐
pares very favourably on net debt-to-GDP.

On that note, I've had discussions with somebody from Moody's
over the last several days. When I talked about the prospects for
Canada and deficits as a proportion of the economy being about 1%
to 1.5%, they looked at me and said that I should be quite happy
because by European standards that's very low.

Compared to G7 countries, we are doing comparably well, in
good part because the provinces have near-balanced budgets or
small deficits, if you look at an aggregate. We have pre-funded
some of our public pension obligations.

Compared to other countries we are doing quite well.

● (1115)

Mr. Heath MacDonald: In regard to Moody's and bond rating,
can you just explain to some of the people at home how important
it is to maintain our bond rating?

Mr. Yves Giroux: Sure.

Market participants, investment portfolios and institutional in‐
vestors look at the bond ratings by external rating agencies to deter‐
mine the interest rates they're willing to pay for Canadian govern‐
ment bonds. Having a favourable or high rating from a majority of
these rating agencies allows Canada to finance its debt on more
favourable terms than countries that don't benefit from the same
debt rating. It reduces what the governments—the Canadian gov‐
ernment and provincial governments—pay in interest.

Mr. Heath MacDonald: We've come through a tumultuous time
and we seem to be positioning ourselves on a trajectory that is very
good right now for Canada. We don't know what lies ahead to some
extent and how complicated it's going to get. You read continually
in the media about economists. They have varying opinions on
Canada's economy.

If you were speaking to a board of trade in any city in this coun‐
try, what would you say to them in relation to Canada's economy?

Mr. Yves Giroux: I would say we have relatively good prospects
when it comes to economic growth. We have a diverse economy
with a wealth of natural resources. If I were talking to a board of
trade, I would express concerns about the productivity level we are
seeing in Canada.

Productivity growth is not as good as it could be. Certainly,
while talking to a board of trade, I would encourage them to invest
aggressively in areas that foster and improve productivity, because
that's the key to longer-term economic growth, and we are, unfortu‐
nately, lagging compared to the U.S.

Mr. Heath MacDonald: Thank you.

The Chair: Thank you, MP MacDonald.

Now we are on to the Bloc. We have MP Ste-Marie with us.

[Translation]

Mr. Gabriel Ste-Marie (Joliette, BQ): Thank you, Mr. Chair.

Good day, everyone.

Before we start, I will remind my colleagues that I sent them an
email about an invitation yesterday. Mr. MacDonald sent me his an‐
swer, but the rest haven't. If they could follow up, I would be grate‐
ful.

Hello, Mr. Giroux. I want to thank you once again for being with
us, for your participation and for all the work that you and your
team are doing. I really liked your analysis in the report entitled,
“Budget 2023: Issues for Parliamentarians”.
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I will continue along the same lines as Mr. Morantz.

The report reads as follows:
…it is recommended that Parliament consider adopting a new legislative or admin‐

istrative framework to improve transparency and comprehensibility for parliamentari‐
ans and the public. In this case, a fixed budget date earlier in the year could enforce
better alignment among the Government's various financial reports.

Could you explain your recommendation in more detail?
Mr. Yves Giroux: I will do so with pleasure, Mr. Ste‑Marie.

The recommendation I made has to do with the government's
timing for tabling the main estimates. Since I've been in office, I've
spoken several times about the way the government funds itself.
The bill is such that current expenditures authorized by Parliament
must be tabled before March 1. It is indeed tabled before March 1,
but it almost always precedes the budget announcement. Parliamen‐
tarians are therefore asked to vote on funding and government oper‐
ations, but the government tables its budget after they have that
piece of legislation in hand. It means that, in the supplementary es‐
timates, the main estimates, you don't see the entirety of govern‐
ment expenditures, which must be corrected through the supple‐
mentary estimates. You're asked to vote on government expendi‐
tures for the year to come before you can even know the govern‐
ment's priorities.

One way of simplifying things would be to ensure that the bud‐
get is tabled in February, for example, on a predetermined date or
within a predetermined window. It would allow you to have the
budget in hand, and then get the bill that includes the government's
expenditures, meaning the government's operating costs and bud‐
getary initiatives. You would have a better idea of the government's
operations and expenditures, meaning the funds it needs to function
and to keep its promises. It would be more logical to have the bud‐
get first, and then the bill asking for the funds to keep the commit‐
ments made in the budget.
● (1120)

Mr. Gabriel Ste-Marie: Thank you.

Let's hope the government moves forward. We will try to remind
the government of it as often as possible. The parliamentary secre‐
tary is here with us, so I hope he's taking it all under advisement.

In the budget analysis, one of the problems I see has to do with
the issue of transparency. In fact, it shows in your analysis as well.
To see from the angle that interests me, I'll make a comparison. At
the time when Mr. Paul Martin was the Minister of Finance, my
predecessor and Bloc Québécois critic on the subject found the
government's trick for budgets: It systematically overestimated its
expenditures, and therefore achieved a balance or ran a slight
deficit. At the end of the fiscal year, it could always claim that, in
the end, the situation was better than what was expected.

I'd like to know your opinion of government forecasting when it
comes to expenditure growth.

At the same time, the latest data from public accounts shows that
the government left $41 billion on the table in lapsed appropria‐
tions. They had essentially been voted on, but a part of them
weren't voted. The most recent fiscal year for which numbers are
available is 2021‑22. When I asked Department of Finance officials

to tell us where they were in the budget and how to take them into
account, they told me that they were unable to answer those ques‐
tions and that they weren't systematically included.

I'd like to hear your comments on all that.

Mr. Yves Giroux: Thank you.

Your question includes several points. I'll start with the issue of
lapsed appropriations. Because of the government's structure and
the constraints imposed on departments, constraints which prevent
them from spending more than what Parliament allocated to them,
managers throughout the whole of government exercise caution.
They will ask for more funding than necessary to avoid unpleasant
surprises, or to avoid reaching the limit of what they can spend to
deal with the unexpected. They therefore want to avoid going over
their budget and overstepping the law. That means lapsed appropri‐
ations occur every year, and they're included in the government's
budgetary framework.

When the government and Department of Finance officials estab‐
lish their budgetary estimates, they always include the lapsed ap‐
propriations factor to reflect the fact that it happens from year to
year. Obviously, when funds are added on a one-time basis—as we
saw during the pandemic, for example—lapsed appropriations
grow, because it's more difficult for the government to accurately
predict how much it will spend.

The other question has to do with budgetary estimates and the
fact that there used to be reserves, cautionary factors, which led to
overestimating expenditures to make sure that the results were bet‐
ter than the forecast. That, among other things, is what led to creat‐
ing the Office of the Parliamentary Budget Officer. When the gov‐
ernment underestimated its surpluses, many parliamentarians were
frustrated, because it prevented them from having truly informed
debates and getting an accurate idea of public expenditures. It was a
concern then, but it is less so now, thanks to the establishment of an
office like mine.

Mr. Gabriel Ste-Marie: Thank you very much.

The Chair: Thank you, Mr. Ste‑Marie.

[English]

Now we're going to the NDP.

MP Blaikie, you'll be our final questioner.

Mr. Daniel Blaikie (Elmwood—Transcona, NDP): Thank you
very much.

I think Canadians who get the lion's share of their knowledge
about federal government policy from question period might be
thinking the carbon tax is a large source of net revenue for the gov‐
ernment.

What is the net revenue to the federal government from the car‐
bon tax?
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● (1125)

Mr. Yves Giroux: Well, the carbon tax has been designed so that
the vast majority of proceeds are returned to individuals and house‐
holds. The net revenue for the government should be negligible, es‐
pecially when considering the administration costs. The net pro‐
ceeds from the carbon tax to the government are not exactly zero,
but they are close to zero.

Mr. Daniel Blaikie: Okay, it's not a real revenue source. It
wouldn't appear in a budget table or anything like that.

Mr. Yves Giroux: Well, for government operations of over $400
billion, it is negligible, taking into account the proceeds returned to
individuals, as we have said in many reports.

Mr. Daniel Blaikie: So the money that's collected gets returned
to Canadian individuals. Does any of it ever get returned to Canadi‐
an businesses?

Mr. Yves Giroux: To my knowledge, it doesn't. There might be
some very specific aspects, but the bulk of the proceeds get re‐
turned to individuals, to households.

Mr. Daniel Blaikie: We've heard a lot of controversy around the
question of whether Canadian households receive more back from
the tax they pay than they pay in tax. What I'm hearing is that the
entire amount individuals pay that's designated as a carbon tax and
the entire amount businesses pay that's designated as a carbon tax is
returned to Canadian individuals.

Is there a household income level under which we could say with
confidence that people are receiving more than they're paying or
are at a break-even point?

Mr. Yves Giroux: That's a question for which the answer varies
by province, because it depends on consumption patterns and on
how the electricity that households consume is generated. Is it gen‐
erated from fossil fuels or not? Generally speaking, though, if we
look only at the carbon tax that households pay and the rebate they
get, the majority of them—I'd say about 80%—get more in rebates
than what they paid.

The top quintile, or the top 20% of households in terms of in‐
come, generally pay more than what they get in rebates if we look
only at the carbon tax they pay versus what they receive. It varies,
of course, depending on individual consumption patterns. If you
drive a big RV and you heat your home with oil or natural gas, you
will obviously pay more than you receive in carbon taxes.

The controversy has arisen because of the inclusion of the eco‐
nomic impacts of the carbon tax. It's true that any tax has implica‐
tions and generates some friction in the economy. The carbon tax is
no different. Introducing a carbon tax has impacts on specific sec‐
tors. The more fossil fuel-intensive these sectors are, the more im‐
pacts are likely to be felt on these sectors. When including the eco‐
nomic impacts, we find that most households will see a small loss,
although the magnitude varies, when taking into account the loss of
economic output, investment income and employment income and
the difference between what they paid and the rebate they receive.

It's taking into account all the impacts of the carbon tax in the
economy.

Mr. Daniel Blaikie: Is that a forecasting as well?
Mr. Yves Giroux: Yes.

Mr. Daniel Blaikie: Okay. So does that forecasting include like‐
ly emission reductions from investments that government and peo‐
ple in the private sector are making in order to reduce their emis‐
sions already, or is that not part of the assumption base that gener‐
ates those forecasts?

Mr. Yves Giroux: That includes the behavioural change that will
be induced by the carbon tax and its increase, but it does not in‐
clude the so-called benefits of carbon emissions reductions. It's
very difficult to quantify, in dollar terms, the benefits of a reduction
in greenhouse gas emissions. If there was a way to quantify the
benefits of reducing carbon emissions between now and 2030, we'd
be happy to consider and include them, but the dollar benefits of
transitioning to a greener economy between now and 2030 are very,
very difficult to assess.

● (1130)

Mr. Daniel Blaikie: In the economic analysis that says Canadi‐
ans are breaking even or suffering a small loss, a lot of assumptions
have to be made about behavioural change. There hasn't been an at‐
tempt, because there's too much uncertainty and there isn't an ade‐
quate model to measure the financial benefit of emissions reduc‐
tions. However, on what we can measure very clearly, which is
money paid under the auspices of the carbon tax and the money
that's refunded to individuals, roughly 80% of Canadians are break‐
ing even or receiving more back than they paid in the carbon tax.
Of the 20% who are likely to be paying more in tax than they're re‐
ceiving back, they're likely to be in the top quintile of Canadian
earners. Is that a fair statement?

Mr. Yves Giroux: That's a fair statement. That's a fair depiction
of the results of our multiple reports on that issue over the last few
years.

Mr. Daniel Blaikie: Thank you for that. I appreciate the clarity,
because I think it's become quite muddled in parliamentary debate
recently.

The Chair: Thank you, MP Blaikie.

I want to thank the Office of the PBO and of course the PBO for
being with us.

Monsieur Giroux, thank you for your testimony on this study.
Thank you very much. We really appreciate your time.

Members, we will now suspend while we get ready for our sec‐
ond panel.

● (1130)
_____________________(Pause)_____________________

● (1130)

The Chair: Members, we're back for our second panel.
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From the Bank of Canada, we have the governor, Tiff Macklem,
and the senior deputy governor, Carolyn Rogers.

The floor is now yours for some opening remarks. Then we will
open it up to members' questions.
● (1135)

Mr. Tiff Macklem (Governor, Bank of Canada): Thank you,
Chair, and good morning, everyone. We're very pleased to be here,
the senior deputy governor and I, to discuss our recent policy an‐
nouncement last week and our monetary policy report.

Last week we maintained the policy rate at 4.5%, and we contin‐
ue to assess whether monetary policy is sufficiently restrictive to
return inflation to the 2% inflation target. Since the last time we
were here, we've seen a steady improvement in inflation and mod‐
est economic growth. Inflation is coming down quickly. In the data
this morning, inflation for March came in at 4.3%. We forecast in‐
flation will be around 3% this summer. We are encouraged by that,
but we're also seized with the importance of staying the course and
restoring price stability for Canadians.

Several things have to happen to get inflation all the way back to
the 2% target. Inflation expectations need to come down further.
Service price inflation and wage growth need to moderate. Corpo‐
rate pricing behaviour has to normalize.

We're focused on these indicators and the evolution of core infla‐
tion to ensure that CPI inflation continues to progress towards our
target. If monetary policy is not restrictive enough to get us all the
way back to the 2% target, we are prepared to raise interest rates
further.

Before I take your questions, let me give you some economic and
financial context for our decision.
[Translation]

The Canadian economy remains in excess demand. Gross do‐
mestic product, GDP, growth in the first quarter of the year appears
stronger than we projected in January, and the labour market is still
tight. The unemployment rate, at 5%, remains near its record low,
and wages continue to grow in the 4% to 5% range. Employment
growth has been surprisingly strong, reflecting continued demand
and increases in labour supply.
[English]

Past policy rate increases are working their way through the
economy and restraining demand. Households are slowing their
spending, particularly on big-ticket items. As mortgages are re‐
newed at higher rates, more households will feel the restraining ef‐
fects of monetary policy. Taking these forces into consideration, we
expect Canadian GDP growth to be weak for the rest of the year be‐
fore beginning to pick up gradually through 2024 and 2025.

What does all of this mean for inflation? We've come a long way
from the 8% inflation that we saw last summer. As I mentioned, an‐
nual CPI inflation was down to 4.3% in March, led by falling goods
price inflation, and we see further declines ahead. That's good
news.

However, many Canadians are still struggling to manage the ris‐
ing cost of living, and the prices for many things people need to

buy are still rising too quickly. Food price inflation is just under
10%. We expect food price inflation to come down in the months
ahead, but service price inflation will take longer. Continued, strong
demand and a tight labour market are putting upward pressure on
many services' prices, and those are expected to decline only gradu‐
ally. We expect it will take until the end of 2024 to get inflation all
the way back to our 2% target.

When the governing council met last week, we discussed
whether we've raised rates enough. We considered the likelihood
that the policy rate may need to remain restrictive for longer to re‐
turn inflation to the 2% target.

[Translation]

Governing Council also discussed the risks around our projec‐
tion. The biggest upside risk is that services price inflation could be
stickier than projected. The key downside risk is a global recession.
If global banking stress re-emerges, we could be facing a more se‐
vere global slowdown and much lower commodity prices.

Overall, we view the risks around our inflation forecast to be
roughly balanced, but with inflation still well above our target, we
continue to be more concerned about the upside risks.

● (1140)

[English]

Let me conclude. Our job at the Bank of Canada is to get infla‐
tion all the way back to the 2% target. We are encouraged by the
progress so far. When we see inflation around 3% this summer,
that's going to be further welcome relief for Canadians.

Let me assure Canadians that we know our job is not done until
we restore price stability. Price stability is important, because it re‐
stores the competitive forces in the economy and allows Canadians
to plan and invest with the confidence that their money will hold its
value. That's the destination. We're on our way and we will stay the
course.

With that summary, the senior deputy governor and I would be
very pleased to take your questions. Thank you.

The Chair: Thank you, Governor Macklem and Senior Deputy
Governor Rogers.

We're off to our questions. In our first round, we have the Con‐
servatives with MP Hallan for six minutes, please.

Mr. Jasraj Singh Hallan (Calgary Forest Lawn, CPC): Thank
you, Chair.



April 18, 2023 FINA-83 7

Thank you to Governor Macklem and Senior Deputy Governor
Rogers for being here today at committee once again.

The Parliamentary Budget Officer projects that the new growth
spending for budget 2023 will be $6.7 billion higher than projected
in 2023, at $69.7 billion, and there's no doubt that there will be
more government spending given the track record of this Liberal
government. Does this increased level in spending work against
your efforts to address inflation?

Mr. Tiff Macklem: That's an important question. The first thing
I want to say, and I can't stress this enough, is that fiscal plans are
the responsibility of elected governments and ultimately parliamen‐
tarians. Governments have many priorities. They have difficult de‐
cisions to take.

Mr. Jasraj Singh Hallan: No doubt we've heard that many
times.

Mr. Tiff Macklem: It's important to repeat it, though, and it's
important that we have a mandate. I'm getting to that. Our job is to
control inflation, and we are happy to comment on what the aggre‐
gate impact of government spending is on economic growth and on
inflation.

In the forecast we presented last week, our monetary policy re‐
port does include the new fiscal projections of the federal govern‐
ment and the provincial governments' projections in their recent
budgets. On a national accounts basis, those budgets all together
add about $25 billion of additional fiscal measures over the next
three years. About three quarters of those additional measures are
provincial measures. The other quarter, roughly, is federal. You can
see the impact of those additional fiscal measures. They show up in
our forecast. You can see it in table 2. You can see that the contri‐
bution from government spending to growth has increased.

Government spending over this year is running at 2% to 2.5%
growth. How is that affecting inflation? One way to look at how
government spending is affecting inflation is to compare the rate of
growth of government spending to the rate of growth of potential
output, the trend growth in the economy. We think trend growth is
about 2%, and if government spending were growing well above
that, it would be boosting demand further and putting additional
pressures on inflation.

Government spending in our projection, based on those budgets,
is growing about 2% to 2.5%. It's broadly in line with potential out‐
put. The way that I would put it is that government spending plans
were not contributing to the slowing of the economy. They were not
contributing to the easing of inflationary pressures, but they're not
standing in the way of getting inflation back to our target. As I
mentioned, in our inflation that incorporates those budget projec‐
tions, we have inflation coming back to target by the end of 2024.

Mr. Jasraj Singh Hallan: In budget 2023, the growth in spend‐
ing was 4.1%. Previously, in your own undertaking at your last ap‐
pearance, you said the bank had it priced at 1.4%. That's four times
higher than what was projected in your last committee appearance.
Does that mean your projections were underestimated? Did you un‐
derestimate the impacts of government spending the last time you
were here?

Mr. Tiff Macklem: In the second half of last year, government
spending was growing at about 3.5%, and we did indicate that if

that rate was sustained, it would boost demand and could make it
more difficult to get inflation back down. Our forecast for the next
couple of years is about 2% to 2.5%. As I said, that's broadly in line
with potential output. That is an upward revision from what we had
in our forecast in January, because it does incorporate the new
spending, the new fiscal measures in the latest budget.

● (1145)

Mr. Jasraj Singh Hallan: Are you anticipating high pressures,
then? Are you forecasting that there are going to be larger than usu‐
al deficits that will outpace potential GDP?

Mr. Tiff Macklem: We don't really forecast the deficits. We take
the government's own fiscal plans as given. Governments have
forecast their deficits. As I indicated, the way I would put it is that
government spending is growing broadly in line with the trend
growth in the economy. It's not boosting or overheating the econo‐
my, but it's continually growing, so it's not putting downward pres‐
sure on inflation either.

Mr. Jasraj Singh Hallan: Given that, are you forecasting en‐
trenched inflation, then? Is that the way you guys are forecasting?

Mr. Tiff Macklem: No, we are not forecasting entrenched infla‐
tion. As you can see, inflation is actually coming down quite quick‐
ly.

Mr. Jasraj Singh Hallan: But right now there's a positive output
gap.

Mr. Tiff Macklem: Last summer it was 8%. It was 4.3% today.
We're expecting it to be about 3% this summer, 2.5% by the end of
the year and 2% by the end of 2024.

I will say a couple of things on government spending plans. Gov‐
ernments at different levels are spending to protect—

Mr. Jasraj Singh Hallan: I have to move on.

Mr. Tiff Macklem: Okay.

Mr. Jasraj Singh Hallan: I just want to know if you are com‐
fortable with spending being above the 1.4% that you forecast.

Mr. Tiff Macklem: It's not really my job to be comfortable with
spending. I'm comfortable with our inflation forecast. It's really up
to Parliament to decide on the comfort on spending. We've incorpo‐
rated it into our forecast, and we have inflation coming back to 2%.

Mr. Jasraj Singh Hallan: I have to move on. I only have a bit of
time.

The government expanded the size of the public service by 30%.
This was on top of spending $21.4 billion just on consultants. The
labour market remains tight, as you said, and the labour shortages
are causing the cost to hire workers to go up.

Would you agree that the public service expansion is making the
tightening of the labour market worse?
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Mr. Tiff Macklem: We look at the labour market overall. The
labour market is tight. We are seeing some signs of easing.

Mr. Jasraj Singh Hallan: We're also paying for more public ser‐
vices and consultants.

The Chair: We're at time actually, gentlemen. Thank you, MP
Hallan. There will be more rounds.

Now we're going to the Liberals with MP Dzerowicz, for six
minutes, please.

Ms. Julie Dzerowicz (Davenport, Lib.): Thank you so much,
Mr. Chair.

I want to say a huge thanks to you, Governor Macklem and Se‐
nior Deputy Governor Rogers, for being with us once again today
and for your extraordinary work on behalf of our nation.

My first question for you is about jobs, increased wages and the
impact on inflation.

In one of my previous questions to you, Governor, I had asked
you if there is always going to be a negative impact on inflation if
wages increase. I recall that your response to me was that it is okay
if wages go up as long as there's a corresponding increase in pro‐
ductivity. When I'm thinking about wages, it's hard, because I kind
of think of them in a big bucket. Many people are paid very well.
There are people who are paid what they are worth. There's a huge
grouping of people, I believe, in our society who need to be paid
more, whether they're nurses, personal support workers or those in
some key sections of our hospitality industry. I don't want to dis‐
courage wages from going up for those who need to see them go
up.

I'm not sure if you're able to comment about what productivity
increases might look like in sectors where you need to see wages go
up. Again, I mean nurses, personal support workers and key parts
of the hospitality industry. Maybe you can comment on that.

Mr. Tiff Macklem: As you referred to, higher productivity pays
for higher wages. A growing economy with rising productivity sup‐
ports wage growth. It isn't contributing to inflation.

Right now wage growth is running at about 4% to 5%, and pro‐
ductivity growth is actually declining. To get inflation back to tar‐
get, we'll need to see some overall moderation in wage growth for
the economy as a whole. That doesn't mean wages can't grow faster
in some sectors and slower in others. That will reflect demand con‐
ditions in those sectors. It will also reflect productivity growth in
those sectors.

If we want to sustain higher wage growth over time, we need to
improve our productivity growth in this country.
● (1150)

Ms. Julie Dzerowicz: Thank you. That's helpful.

I'll move to my next question.

In your opening statement at the monetary policy report press
conference, you indicated the following: “the Bank’s Business Out‐
look Survey say it's becoming easier to find the workers they need,
which suggests that the tightness in the labour market is beginning
to ease.”

Do you have any more data on that? There's a mix of people say‐
ing there are lots of jobs out there, and then there are those saying
they still haven't been able to fill positions. This is the first time I've
seen the positive that employers are able to fill the jobs. Has this
moved such that 50% of employers were saying before they needed
the workers and now it's gone down to 25%? Are you able to put
some numbers around that?

Mr. Tiff Macklem: I don't have all the numbers from the busi‐
ness outlook survey in front of me. Keep in mind that it is a survey
of about 100 companies, so you want to look more at the direction,
I would say, rather than be very precise about the various numbers.

I can say a couple of things.

If you look at the big macro numbers, like the unemployment
rate or the rate of employment growth, the unemployment rate has
stayed at 5%. It really hasn't budged. Certainly if we're looking at
the unemployment rate alone, as well as at employment growth, the
labour market remains very tight.

When you talk to businesses, you hear they are starting to find it
easier to fill positions. They're having more success hiring people.
They say that labour is more available. There's less competition
from other companies for the same workers. They're starting to find
it easier to fill those jobs.

The other thing I would mention in this context is that we have
seen a big increase in immigration. Companies have also been us‐
ing the temporary foreign worker program more. That has brought
a lot of additional workers into the country, and that may be one of
the reasons you're seeing some easing in the tightness of the labour
market.

Ms. Julie Dzerowicz: Given that in January there were strong
GDP numbers and there is a continued resilience in the labour mar‐
ket and a continued decline in inflation, as evidenced by this morn‐
ing's release, do you see the possibility of a soft landing scenario in
Canada?

Mr. Tiff Macklem: These terms are a little vague, but I think
most people would call our forecast a soft landing.

Growth in the first quarter actually looks a bit stronger than we
previously thought. Then for the remaining three quarters of this
year, we expect growth to be a small positive—less than 1% but
above zero. Growth is going to be weak. It's not going to feel good,
but it is going to be slightly positive growth, which I think most
people would call a soft landing.

There are, of course, risks around that. As we highlighted in the
report, the biggest risk is a global recession. We are a very open
economy and very integrated with the world, so if that were to hap‐
pen, growth would be weaker in Canada.

Ms. Julie Dzerowicz: Thank you so much.

The Chair: Thank you, MP Dzerowicz.

Now we'll go to the Bloc with MP Ste-Marie, please, for six min‐
utes.
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[Translation]
Mr. Gabriel Ste-Marie: Thank you, Mr. Chair.

Governor, senior deputy governor, thank you for being with us
today.

In your monetary policy report, I was surprised to see that you
forecast gross domestic product growth of 1.4% for this year and
1.3% for 2024. Unless I am mistaken, this is real inflation-adjusted
growth.

Why is the projected growth lower for 2024 than for 2023?
Mr. Tiff Macklem: It's a little bit due to the calculation of annu‐

al growth rates versus annualized quarterly growth. If you look at
the latter, it's very weak for the rest of this year. It starts to increase
next year, and it will be even stronger in 2025. When you calculate
the annual average, it's about the same for both years. However, if
you look at the quarterly dynamics, it is stronger in 2024.
● (1155)

Mr. Gabriel Ste-Marie: Okay. Thank you, that shed some light
for me.

How do your forecasts for economic conditions, growth, infla‐
tion, the job market, and so on, differ from those presented in the
2023 budget?

Mr. Tiff Macklem: You're talking about the federal budget.
There isn't much difference. The survey used by the federal govern‐
ment's Department of Finance was done before we did our forecast.
We have more recent data, which is higher, especially for the first
quarter. Both forecasts suggest weak growth and a growth reduc‐
tion. The growth forecast in the budget is still a little bit weaker
than ours, but both are low.

Mr. Gabriel Ste-Marie: Okay, thank you.

As you reminded us, the policy rate has been raised. On the bank
side, are you seeing this increase in interest rates reflected in the
compensation of savers? In your analysis, are the rates offered to
savers at financial institutions accurately reflecting the increase in
the policy rate?

In connection with this, do you think the competitive mechanism
among banks is working well, or is it more like an oligopoly situa‐
tion?

Mr. Tiff Macklem: To answer your first question, we did see
that, when we raised the policy rate, it was reflected in banks' deci‐
sions. Mortgage rates are higher, and there is more competition in
terms of deposits. Deposit rates are also going up. So some things
may change faster or slower, but, generally speaking, it has had an
effect.

We've established a system with a few large national banks,
which are well known. We've also established a system with small
to medium-sized banks, more regional banks that are competing to
some degree with the big banks. Basically, I think Canada has
found a good balance in our banking system, which is known for its
stability, and that's good for all Canadians. That's in part due to us
having a well-diversified national bank system, which helps man‐
age the risk associated with lending.

Mr. Gabriel Ste-Marie: Thank you.

How much time do I have left, Mr. Chair?

[English]
The Chair: You have about 15 seconds, MP Ste-Marie.

[Translation]
Mr. Gabriel Ste-Marie: I will wait for my next turn, as my next

questions will require answers that are too long.

Thank you.

[English]
The Chair: We're off to the NDP with MP Blaikie, please, for

six minutes.
● (1200)

Mr. Daniel Blaikie: Thank you very much.

Back in the fall of 2021, there was some fanfare around a new
mandate for the Bank of Canada. It seems to me that the bank still
has a pretty hard-nosed focus on price stability or inflation control.

We've heard you say on many occasions that the unemployment
rate is low and that expectations around wage growth are a factor in
your deliberations around where to keep the general rate. Has the
new mandate from the fall of 2021 changed any of the assumptions
the bank works with? Has it changed its approach? Is its analysis
substantially different in any way, given the new agreement signed
in the fall of 2021? If so, in what ways would you say the new man‐
date has changed the way you've approached the scenario we have
found ourselves in over the last two years, versus if you had used
the mandate that was signed off on in or around 2016?

Mr. Tiff Macklem: There are two things there.

First of all, as to what's changed or hasn't changed, I think what
hasn't changed is that since 1995, the inflation target has been 2%. I
think the agreement in December 2021 was clearer about the role of
the labour market in the formation of monetary policy. It was clear
that our primary objective is low, stable inflation, and in pursuing
that, we look at the labour market carefully. We want to support
strong levels of employment. I would say that the agreement in De‐
cember 2021 really was not a big change. It was more about conti‐
nuity, and I think it did add some clarity.

With respect to what has changed—and this has been very im‐
portant through the whole pandemic period—we have been putting
more emphasis on the labour market. You asked what we can see
that's changed. I think what you can see is that we are putting out
much more analysis on the labour market. We are looking at the
labour market at a much more disaggregated level. We're not just
looking at the big aggregate statistics like the unemployment rate
and the amount of employment. We're looking at it by different de‐
mographic groups—age, gender, high-income workers, low-income
workers—and that is helping us get a better picture.

You talked about how it affects us right now. Right now we're
looking at how higher interest rates are working their way through
the economy to bring inflation down. Looking at the labour market
at a more granular level is one way we can get a better picture of
that, which should lead to better decisions.
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Mr. Daniel Blaikie: In the fall of 2021, Pierre Poilievre was the
finance critic, and he was very concerned that the Bank of Canada's
principle policy focus should remain price stability and inflation
control. In that sense, the government pretty much did what Mr.
Poilievre was recommending at that time. Is that fair to say?

Mr. Tiff Macklem: Price stability remains absolutely essential.
That is our primary objective.

Mr. Daniel Blaikie: One of the questions I have for you, when
you're looking at that unemployment rate, is.... Again, we've heard
you express concern that it remains low. Is there a target unemploy‐
ment rate? Is there a scenario in which unemployment continues to
be low and you foresee the bank nevertheless lowering interest
rates, or is it important to the bank that unemployment reaches a
level it's not currently at in order to trigger a reduction in the gener‐
al rate?

Mr. Tiff Macklem: We're guided, really, by inflation and achiev‐
ing our inflation mandate. It is important, when you're targeting in‐
flation—because there are lags in the effects of monetary policy—
to look forward, not only to where inflation is but also to where you
think it's going. That's where the labour market becomes particular‐
ly important. Inflation has come down from 8% last summer to
4.3% today, and the labour market has remained very strong.

Our own forecast is that growth is going to be weak through the
rest of this year, and to be frank, we need weak growth. We still
have demand running ahead of supply in the economy. We still
have a lot of upward pressure on service prices. If we're going to
get inflation back to 2%, we need to relieve those pressures, so we
actually need this period of slower growth to let supply catch up.
● (1205)

Mr. Daniel Blaikie: Would you say weak growth implies higher
unemployment?

Mr. Tiff Macklem: Yes, and that's just what I was getting to.

We don't publish a forecast on unemployment, but it probably
means the unemployment rate will need to move up. We're not talk‐
ing about large increases in unemployment.

To get back to one of the earlier questions, we have positive
growth—

Mr. Daniel Blaikie: I am sorry to interrupt, but before my time
runs out, I want to explore one consequence of that.

Without effective automatic stabilizers like a well-functioning
employment insurance system.... If we're likely going to see the
rate of unemployment go up and if that's a direct or indirect policy
goal of the bank, how important is it to have effective automatic
stabilizers, both from a macro point of view in respect of the econo‐
my and for individual Canadian households so they have some kind
of income replacement in the face of unemployment?

The Chair: I'd like a very short answer.
Mr. Tiff Macklem: Just to be clear, we take no pleasure in in‐

creasing the unemployment rate. We have difficult decisions to
take. There is real value in restoring price stability. I'm going to
leave issues of fiscal policy to government and parliamentarians.

The Chair: Thank you.

Thank you, MP Blaikie.

Now we'll go to our second round. We're starting with MP
Chambers, for five minutes, please.

Mr. Adam Chambers (Simcoe North, CPC): Thank you, Mr.
Chair.

Thank you, Governor, and thank you, Senior Deputy Governor.
It's always a pleasure to have you here. Thank you for accepting
our invitation, although I know that you often come under your
own volition. You've come here at least half a dozen times, proba‐
bly, in a couple of years. Unfortunately, the executive branch and
the Minister of Finance have not accepted our invitation. We great‐
ly appreciate your willingness to be transparent with parliamentari‐
ans.

I want to talk a bit about real estate, if I may. I don't know if
that's Ms. Rogers's portfolio. Was the bank consulted on the gov‐
ernment and OSFI's decision to allow lenders to extend amortiza‐
tion periods during refinancing?

Ms. Carolyn Rogers (Senior Deputy Governor, Bank of
Canada): Those are decisions that individual lenders make. I think
the extension of amortization periods, as long as they're within their
existing risk policies.... I know that OSFI pays close attention to
these things, but I don't think these are policies that are outside their
normal product lines.

Mr. Adam Chambers: Okay.

Ms. Carolyn Rogers: I don't think there was a change to consult
on, to be very direct about your question.

Mr. Adam Chambers: Does it concern you that some lenders
now have 20% to 25% of their mortgage portfolios with amortiza‐
tions that are well beyond 40 years?

Ms. Carolyn Rogers: We actually met with some banks last
week. We asked this specific question. It's something we keep an
eye on, for sure. What they told us is that these are borrowers
they're working with. It depends very much on the borrower's situa‐
tion and what the available options are. Some of them are refinanc‐
ing, some of them are paying down their mortgage and some of
them are looking at payment adjustments. I think the banks are
acutely aware that mortgages not getting paid down and not amor‐
tizing down is not a sustainable situation over the long term, but as
we understand it, they're working closely with these borrowers.

This is something we've provided analysis on. There's a bit of
analysis in box 3 in the MPR. We have our financial systems report,
which we'll deliver in May. You'll see us provide a bit more analy‐
sis on the mortgage market there.

Mr. Adam Chambers: Thank you. We look forward to that.
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You have a job to do. So does OSFI, and so do other bodies in
the regulatory system. However, when decisions are made, it im‐
pacts other parts of the system. For example, we know the positive
trade-offs with a decision like that, but there are also negative
trade-offs with a decision like that, including not allowing demand
to come down in certain circumstances or putting a price level un‐
der housing.

A lot of people are not in the housing market right now, especial‐
ly young people, who are saying the system is completely rigged
against them. There were low interest rates for over a decade. Peo‐
ple kind of gorged on debt and supported the incredible supercharg‐
ing of the real estate sector and investments in the real estate sector.
Canada has, in terms of percentage of GDP, one of the highest
amounts of GDP as investment in residential real estate, and and
now, when the system should be correcting and prices could come
down, the system is keeping prices a little higher. The real estate
market has just recently, in a couple of months, gone back up in
value in certain markets, because nobody is listing their house.
There are lots of pressures on that system, and there are positive
and negative trade-offs. We appreciate the bank's view on this and
look forward to some of the future work you do.

In my last minute, I would like to switch to productivity, because
it was brought up. We measure standard of living by GDP per capi‐
ta, but that measure is quite poor in Canada. We're really just doing
growth by volume. The pie is growing, but everybody's slice of the
pie is remaining the same. One of the pressures on house prices and
demand, as I think you note in the report, is about increasing, over
the long term, supply potential with population growth. In the short
term, does that not create challenges as a headwind for demand in
general goods and services and for real estate?

● (1210)

Ms. Carolyn Rogers: Yes. Immigration, as with many policies,
has effects on both supply and demand. We note that in the mone‐
tary policy report.

Immigration will increase the labour supply, and that's a good
thing. It will help relieve the tightness in the labour market. It also
helps increase potential over the long term, but it is also the case in
immigration that immigrants buy houses, as you note. They add to
demand, so in an economy that's already in excess demand, adding
immigration will add to both sides. It doesn't necessarily relieve the
excess demand. It will add both supply and demand pressures.

The Chair: Thank you.

Thank you, MP Chambers.

Now we will move over to MP MacDonald for five minutes,
please.

Mr. Heath MacDonald: Thank you, Chair.

Governor, I think I ask you about the provinces in relation to
economic growth and their contribution to inflation each and every
time you come in here, so I'm not going to break my trend. Could
you comment on the fiscal positions of the provinces and territories
relative to the federal government at the present time?

Mr. Tiff Macklem: I want to go back to the very first thing I
said. Fiscal decisions are the decisions of governments, of Parlia‐
ment, and we're going to leave it to them.

What I can say, as I did in my response to the first question, is
that we take the spending plans of federal and provincial govern‐
ments as given. We put those in our projection and work out what
the implications are for real growth and for inflation and ultimately
what we need to do with interest rates to get inflation back to target.

There have been a host of provincial budgets and a federal bud‐
get. We took those and put them into our projection, and they added
about $25 billion of additional spending over the next three years.
About three-quarters of that was coming from provincial budgets
and about one-quarter from the federal budget.

Mr. Heath MacDonald: On the $25 billion, is the quarter of it
that comes from the provincial governments standard from year to
year?

Mr. Tiff Macklem: No. That will vary from year to year.

During the pandemic, for example, the provincial and federal
governments were expanding their spending considerably to sup‐
port the economy when it was in a very dire situation, and the fed‐
eral spending was bigger than the provincial through that period. It
will vary.

Mr. Heath MacDonald: It's 98¢ per dollar, basically, in my
home province.

Do you currently foresee any challenges or disruptions on the
horizon that may disrupt or trend downwards the inflation we've
seen in recent months?

Mr. Tiff Macklem: There are some risks, and I think we high‐
lighted them in our report.

As I mentioned in my opening statement, inflation is coming
down pretty quickly, and most of that decline is coming from goods
prices. There have been big declines in energy prices, and global
supply chains have improved. We're also seeing the effects of mon‐
etary policy on interest-sensitive items, the things that people usual‐
ly buy on credit, like furniture or appliances, and houses, obviously,
which we were just talking about, but what is taking longer is ser‐
vice price inflation.

Part of that is to be expected. Services were the last part to recov‐
er. People are still trying to catch up in some of the services they
missed during the pandemic, and monetary policy takes longer to
work on services. However, we're not going to get inflation down to
2% if we don't get service price inflation down. Coming back to
your question, labour input costs are a big part of providing ser‐
vices. We need wage growth to moderate. We need service price in‐
flation to come down.
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The other thing we're really watching closely is the behaviour of
companies. When inflation was really high, what we saw was that
companies were increasing their prices much more frequently and
by much more. What we've started to see is that this is beginning to
normalize. Those price increases are less frequent and not as much,
but they're not normal yet.

When you talk to companies, what you hear is, “Yes, we still
have some cost pressures and we're passing those on.” That's be‐
cause the economy is in excess demand. When companies are not
worried about losing customers, they just pass on those prices. It's
starting to normalize, but that's something we need to watch close‐
ly.

We're moving in the right direction, but we're not there yet, and
there are some more things we have to see before we're going to get
there.
● (1215)

Mr. Heath MacDonald: Thank you.

Our activity data is up, we've been trending downward for the
past nine months, we've created 200,000 jobs in three months and
we're seeing wage growth. We now have the second-lowest infla‐
tion rate in the G7 next to Japan.

Just quickly—we don't have much time—can you briefly de‐
scribe the resiliency of our economy?

Mr. Tiff Macklem: You mentioned international comparisons.
Look, this has been a very difficult couple of years for Canadians,
and Canadians are still feeling the effects of inflation, but if you
compare Canada against other similar countries—our country
peers—we do look pretty good. Growth in Canada has been among
the strongest. Inflation, while it's certainly too high, other than in
Japan, is the lowest in the G7. That doesn't really help Canadians
feel any better, but I think if you compare us to other countries, yes,
Canada has been doing reasonably well.

Mr. Heath MacDonald: Thank you.
The Chair: Thank you.

Thank you, MP MacDonald.

Now we'll go to MP Ste-Marie, please, for two and a half min‐
utes.
[Translation]

Mr. Gabriel Ste-Marie: Thank you, Mr. Chair.

Economist Willem H. Buiter, who has worked at Citigroup and
on the Bank of England's Monetary Policy Committee, suggests
that central banks abandon paper money and migrate to a fully digi‐
tal or virtual currency.

The argument he makes, based on the International Monetary
Fund's, or IMF's, World Economic Outlook, is that it is plausible
that we will return to a low interest rate monetary policy in a few
years. His view is that, for central banks to have better tools, there
could be a negative interest rate, which is difficult to implement
with paper money, but not with a digital or virtual currency.

I don't really agree with his analysis, but I'd like to hear your
thoughts on this possibility and where you are at in evaluating it.

Mr. Tiff Macklem: The short answer is that we are a long way
from Mr. Buiter's world.

We will have banknotes for a long time to come. Canadians love
their banknotes, and that is very important to everyday life.

However, the important question that arises is whether it would
be a good idea to give Canadians access to a central bank digital
currency. We are considering that question closely.

Different aspects must be considered in our research. In particu‐
lar, questions need to be asked about potential benefits and about
the impact that a central bank digital currency would have on the
financial system. Technical questions also arise. If we were to take
such an approach, it would be very important that it work really
well, that security be very high and that access for Canadians be
broad.

Those are the two types of questions we are considering. Howev‐
er, things are still in the research and development stage. No deci‐
sion has been made to date, and I want to emphasize that the deci‐
sion to adopt a Bank of Canada digital currency would rest with
Parliament.

● (1220)

Mr. Gabriel Ste-Marie: Thank you.

The Chair: Thank you, Mr. Ste‑Marie.

[English]

Now we'll go to MP Blaikie, please, for two and a half minutes.

Mr. Daniel Blaikie: Thank you.

I want to talk a bit more about the housing market. We've seen in
Canada for decades now that as interest rates declined—as they did
for a long time from the mid-nineties until recently—people whose
real wages weren't growing were nevertheless able to bid more to
buy a home. They were able to leverage more out of their earnings.

House prices steadily increased. We saw a real explosion during
the pandemic, partly because people weren't spending money on
other things so they had more money to spend on a home. There
was elevated demand because people were now going to spend a lot
more time in their homes. They wanted more space; they wanted
different kinds of space. Virtual work made possible new areas to
live in while keeping the same job. Frankly, there were a lot of cou‐
ples who broke up during the pandemic too, and that created a cer‐
tain kind of housing demand, as well as families now requiring two
homes instead of one.

Nevertheless, there was a trajectory, pretty steady and pretty
quick, of price increases within the housing market. There were al‐
so institutional investors moving into the residential housing space
as well in a number of different ways, both for single-family
dwellings and for larger apartment blocks and things like that.
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We haven't done anything to address investment activity in the
residential sector. I'm wondering what the bank's opinion is on this
if rates start to come down sometime in the next 12 months. As in‐
flation returns to the target range—I think you said by the end of
2024, but we might see 3% sometime in the relatively near future—
doesn't that mean the pattern just resumes? Lower interest rates
mean that Canadians are able to bid higher on the price of homes,
and they'll certainly be encouraged to do that by real estate agents
and other actors in that space. What does it mean for the housing
crisis to have rates go down again?

Ms. Carolyn Rogers: As you said, there have been a number of
things affecting the dynamics in the housing market, and low inter‐
est rates are one. Most people who buy a home buy on credit, so
when interest rates are low, you can buy more house.

There was the surge during the pandemic. As you pointed out,
there were some shifts in demand and in the types of housing that
people were looking for, and to my previous question with MP
Chambers, there was the effect of immigration on housing for sure.

The one thing that has been constant throughout is there is not
enough supply of housing. It's really a fundamental law of eco‐
nomics: If there's more demand for something than there is supply,
there's going to be pressure on prices.

We need, over the long term, to deal with housing supply. That
will be one of the most important things to relieve pressure. It is en‐
couraging to see different levels of government pursuing a variety
of programs to deal with supply, but that is something the bank has
pointed out for quite a long time now.

The Chair: Thank you.

Thank you, MP Blaikie.

Now we'll go to the Conservatives.

We'll have MP Morantz, please, for five minutes.
Mr. Marty Morantz: Thank you, Mr. Chair.

Governor, I was happy to catch an interview with Derek Holt on
the weekend on CTV, and he said something interesting that I
hadn't heard an economist say before. I'll just read it to you. He said
government spending is “heavily going towards inflation” and that
“we've increased annual federal government spending by
about $105 billion per year compared to what was the case in the
fiscal year just before the pandemic struck, and that's going up to
about $170 billion per year more, five years out from now, than
what governments were spending before the pandemic. And we
know that's contributing to inflation.” He then said, “It probably ac‐
counts for at least a percentage point worth of the Bank of Canada's
rate hikes, probably more than that.”

Would you agree with that statement?
Mr. Tiff Macklem: Well, our own analysis.... No, I don't agree

with that entire statement.

Look, government spending is contributing to growth; there's no
question about that. It's running roughly in line with potential
growth in the economy—2% to 2.5%. The potential is 2%, so it's
slightly on the high side of that. However, to the extent that we can
measure these things well, it's roughly in line with potential. In that

sense, it's not contributing to the slowdown in growth that we're
seeing. It's not relieving inflationary—

● (1225)

Mr. Marty Morantz: Yes, you made that argument earlier.

Mr. Tiff Macklem: —pressures, but it's not preventing inflation
from coming down.

Mr. Marty Morantz: Governor, I was going to ask about that ar‐
gument next, but you made it earlier, so pardon me for interrupting.
My time is limited.

Essentially, what you're saying now is that, well, government
spending isn't making the problem any worse right now, but it's not
making it any better. It seems to me that fiscal and monetary poli‐
cies should work together. In our last discussion, you said you had
assurances that the government wasn't planning on working at
cross-purposes with you. Now we have credible economists like
Mr. Holt saying that government spending has directly contributed
to high interest rates.

You said that while inflation is coming down, it's not job done. I
think you said in your statement that it's not job done and that inter‐
est rates could go up even higher.

I'll ask you this again. You keep saying that fiscal policy isn't
your responsibility, but it affects your job. You must have an opin‐
ion on it.

Mr. Tiff Macklem: It affects our job. We take—

Mr. Marty Morantz: Does government spending have an effect
on interest rates?

Mr. Tiff Macklem: It affects our job—

Mr. Marty Morantz: Does it affect interest rates?

Mr. Tiff Macklem: —and we take it into account and we do our
job.

There are a couple of things I can say, I think, looking ahead, in
terms of what is on our mind.

A number of governments across the country have taken various
measures to protect Canadians from the effects of high inflation.
On that front, I think the advice of the IMF is quite sensible—that
those programs should be targeted and temporary.

What do I mean by targeted? I mean targeted on the most vulner‐
able people. Those are the people who are being most affected by
inflation. In terms of “temporary”, as we've said, inflation is com‐
ing down. When inflation comes down, we won't need those any‐
more. I would sign on to that bit of advice—

Mr. Marty Morantz: I'm sorry, Governor. I'm just trying to get
at one thing. Really what I'm interested in knowing is this: Has
government spending, which has been established as being infla‐
tionary, impacted the bank's interest rate? Is it higher than it would
have been if not for profligate government spending?

That should be a fairly straightforward question for an economist
to answer.
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Mr. Tiff Macklem: Look, it's Economics 100 that if consump‐
tion was stronger, if government spending was stronger, if invest‐
ment was stronger and if net exports were stronger, there would be
more growth in the economy, there would be more inflationary
pressures, there would be more inflation and interest rates would
need to be higher to bring it down, and you can say all those things
in reverse. Yes, government spending feeds into our projection. I've
outlined how it's fed in and I've outlined what we think the net ef‐
fect is.

I will say, in closing, that with government spending running
broadly in line with potential output, it is going to be important.... If
government spending starts to run or increases further and runs well
ahead of potential output, then it would be boosting the economy
above its trend growth, and that would make it harder to get infla‐
tion down. That would be a problem.

The Chair: You can ask one last question.
Mr. Marty Morantz: I still have a few seconds left.

I'll go to a different topic that has to do with the amount of day‐
light between the American overnight rate and the Canadian
overnight rate. I know you've said inflation is coming down, and
you reserve the right to increase interest rates, of course, but if
there's too much space between the Canadian rate and the Ameri‐
can rate, that can become inflationary in and of itself. It would af‐
fect the exchange rate between Canada and the U.S.

How do you deal with that? Are you concerned that you could be
forced into a situation where you have to increase interest rates fur‐
ther just because the Americans do?

The Chair: Give a short answer, please.
Mr. Tiff Macklem: I'll do my best.

The first thing is that the advantage of having our own monetary
policy in Canada is that we can gear monetary policy in Canada to
what's going on in Canada. The flexible exchange rate is the thing
that allows us to have our own monetary policy geared for the situ‐
ation in Canada. Inflation in Canada is a little lower than it is in the
United States. We've not had to raise rates as high as they have.

Yes, that does have some implications for the exchange rate. The
market, I think, has digested that rate differential quite well. I think
the market is expecting a rate differential going forward. To a large
extent, that's already built into the exchange rate, though on the
margin, if the exchange rate does weaken, going forward, that will
create more imported inflation. It's something we need to look at in
our own setting of interest rates.
● (1230)

Mr. Marty Morantz: Thank you.
The Chair: Thank you, MP Morantz.

Now it's over to MP Chatel to finish off this round.
[Translation]

Mrs. Sophie Chatel (Pontiac, Lib.): Thank you, Mr. Chair.

Governor, thank you for being with us today. I congratulate you
on your excellent work. The Bank of Canada is a really important
institution. Its independence is highly valued. As we can see, your
policies are starting to pay off.

I'll go back to what my colleague was saying earlier, as I would
also like to understand Canada's economic resilience. I recently
looked at the International Monetary Fund's report, which makes
economic predictions for a number of countries. It notes that
Canada, once again, will do better than expected relative to compa‐
rable countries.

You agreed with my colleague, but without explaining what
makes us somewhat unique in this situation. What are the contribut‐
ing factors? Is it the fact that we attract talent, or is it our natural
resources, the stability of our economy or our AAA credit rating?

What explains us doing better than other countries?

Mr. Tiff Macklem: I came back last week from attending IMF
meetings. You're right, its forecast for Canada is close to ours, if not
a little higher. They are forecasting a 1.5% growth rate for this year
and next, which is a little higher than our forecast.

As for factors, I think you highlighted several that are important.
We have a diversified economy, which includes a manufacturing
sector, a service sector, as well as commodities. We have a very
well-educated and talented population. Our workforce growth rate
is higher than in a number of other G7 countries, as we have more
immigration here than many other countries do.

We do have more advantages. That said, it's always good to use
your advantages while addressing your weaknesses.

Mrs. Sophie Chatel: Thank you.

You have said on other occasions that financial systems, world
banking systems, are under stress. Some constituents in my riding
are concerned about this. We see what is happening in the interna‐
tional banking system, particularly in the United States, and we
wonder what impact that may have on the Canadian banking sys‐
tem. We know that we have good institutions and that they are
sound. But we are facing a number of crises, so I'd like to know
what your thoughts on this are.

Mr. Tiff Macklem: The impact of the problems in the United
States and Switzerland is minimal here in Canada. As I said earli‐
er—I think it was in response to a question from Mr. Ste‑Marie—
our domestic banking system is sound. During the global financial
crisis of 2008‑2009, there were no bankruptcies among Canadian
banks. In fact, the system is even stronger than it was, as capital
and liquidity have increased further since then.
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So it can be said that the system is stable and strong in Canada. It
is still important for banks to manage risk. It is also important to
have a good oversight system here in Canada. That should be main‐
tained. In the U.S. and Switzerland, the response of the authorities
was very quick and quite strong, which had the effect of stabilizing
the global system. Other events are always possible, which is why
it is important that we be prepared.
● (1235)

[English]
The Chair: Thank you, MP Chatel. You have a few seconds if

you want to make one comment, and then we'll move on to our fi‐
nal round.

Go ahead.
Mrs. Sophie Chatel: I will just quickly say that we hear a lot

about how spending may create inflation if we give money to peo‐
ple who need it. To me, cutting taxes is the same. It's just an indi‐
rect way to give more money to people, especially if they're upper
class. Then of course it's more money for consuming, and that cre‐
ates inflation as well.

The Chair: Thank you again, MP Chatel.

Members, I'm just looking at the time, as we do in this commit‐
tee. We don't have time for a full round, so we're going to divide the
time up amongst all parties. We'll start with the Conservatives, and
you'll have up to five or six minutes. You can also divvy up that
time amongst yourselves.

Mr. Jasraj Singh Hallan: Thank you, Chair.

Governor, in the monetary policy report, there's a headline that
says “Fiscal measures adding to the growth of domestic demand”.
This is just a quick question: Is that a polite way of saying that it's
adding to inflation?

Mr. Tiff Macklem: It's a polite way of saying it's adding to do‐
mestic demand. It's adding to growth in the economy. Government
spending is running roughly in line with potential output. It is con‐
tributing to growth in the economy. It's not contributing to the
slowing. As I said, we actually need some slowing in the economy
to get inflation down.

Mr. Jasraj Singh Hallan: Thank you.

I think that's one of the first times I've heard you relate the two—
fiscal and monetary policy—together. Thank you for that.

I want to continue the questioning I had on the public service
growing by 30%. I didn't get a full answer on that.

Consultants are getting up to $21.4 billion in the budget. It's
growing. We know the labour market is tightening, as you said.
Labour shortages are wreaking havoc all the way around, and it's
costing more to hire people. We know there's going to be a lot more
immigration coming in, but it's hypothetical to say that's going to
cover the labour shortages we have in the country, because we don't
know if it's actually going to solve anything. We do know it might
cause a housing shortage and a problem with the housing market.
That's for sure.

Would you agree that the public service expansion is making the
tightening of the labour market worse?

Mr. Tiff Macklem: We don't target every sector. We look at the
labour market overall. I'm just looking at a table in our monetary
policy report. There are various public sectors in here, and what we
see is that public—

Mr. Jasraj Singh Hallan: I'm just asking because Ms. Rogers,
in a previous answer, said that immigration would help solve that
problem, but it doesn't seem that's what your answer is.

Mr. Tiff Macklem: Immigration will help.

Mr. Jasraj Singh Hallan: I think you're right about different
sectors having different outcomes.

Mr. Tiff Macklem: Immigration will help ease pressures in the
labour market, but as Ms. Rogers was outlining, if you have an
economy that starts in excess demand and you add new labour, new
workers add supply but also add demand because they need houses
and they go shopping. If you start in excess demand and you add
both supply and demand, you're still in excess demand. There's still
some work for monetary policy to get that down. Higher immigra‐
tion means that our economy overall can grow faster without creat‐
ing inflationary pressure, but it doesn't by itself relieve the excess
demand in the economy.

Ms. Marilyn Gladu (Sarnia—Lambton, CPC): Thank you.

I'm going to follow up on that. I want to talk about housing.

We know the government plans to bring over a million immi‐
grants in—500,000 regular and the rest temporary foreign workers
and students. Budget 2023 plans $1.5 billion to make 4,500 spaces
available and another $4 billion for 100,000 spaces. We already
don't have enough places to live. How inflationary do you expect
the gap between those two plans to be?

● (1240)

Mr. Tiff Macklem: Very quickly, if you look at our own projec‐
tions, the housing market has weakened considerably, largely re‐
flecting the higher interest rates and to some extent the fact that as
people came out of COVID, they didn't all want to stay home all of
the time and got out a bit more. Certainly higher interest rates have
had a pretty big dampening effect on housing.
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Housing prices are coming down nationally. They're down about
15%. We do expect housing to remain subdued, but in the second
half of the year we expect to see it probably start growing again.
One of the reasons is exactly what you cited. We have higher rates
of immigration, which provides sort of an underpinning of de‐
mand—

Ms. Marilyn Gladu: It's another pressure.

Mr. Tiff Macklem: —and then it really gets back to the issue of
supply.

Ms. Marilyn Gladu: I have another question for you. You men‐
tioned that wage growth is expected to be 4.5% and that economic
growth is declining at the same time. I'm interested in your view on
the labour negotiations that are going on across the country and
how those are going to affect inflation and interest rates.

Mr. Tiff Macklem: You won't be surprised that we're not going
to comment on individual labour negotiations. Those are between
employers and their workers. What I will say—and I've been saying
this, actually, for a good six months to businesses, to workers, to
governments, to Canadians, to anybody who wants to listen—is
that you should plan on inflation coming down. Inflation is coming
down. It was 4.3% this morning. We think it's going to be 3% by
the summer and 2.5% by the end of the year, so whatever kind of
contract you're signing, you should be thinking inflation is coming
down.

Ms. Marilyn Gladu: That's excellent.

In terms of corporate pricing behaviours, is there anything you
think the Government of Canada could do to incentivize the right
behaviour to minimize inflationary pressure?

Mr. Tiff Macklem: There are certainly competition questions,
and we're going to leave it to the Competition Bureau to look at is‐
sues of competition.

From our perspective, we need to get demand and supply into
better balance, because as long as demand is running ahead of sup‐
ply, it's too easy for companies to pass through higher price increas‐
es. They don't need to worry about losing customers.

We are watching corporate pricing behaviour closely. It is cer‐
tainly beginning to normalize, but we're not back to normal yet.
Our commitment is to restore price stability, because when you
have price stability, competitive forces are stronger. If everybody is
expecting inflation to be low and stable, when a business increases
its prices, customers notice that and say, “I'm going to shop some‐
where else.” Companies know that, so they become more hesitant
to pass through big price increases. That gives you the reinforcing
stability of competitive forces working. That is one of the reasons
we have to get back to our target for inflation.

Ms. Marilyn Gladu: Thank you.
The Chair: Thank you.

Thank you, MP Gladu, and welcome to our committee.

It's over to MP Baker.
Mr. Yvan Baker (Etobicoke Centre, Lib.): Thanks very much,

Chair. I'm going to share my time with Mr. Beech.

Mr. Macklem and Ms. Rogers, thank you very much for being
here again and for all of your hard work in trying to tackle what for
most of my constituents has been their number one challenge and
number one priority: the rising cost of living and the affordability
challenge that comes with that. I thank you for your leadership and
your work in that regard.

Governor, if I may, I'd like to start by summarizing for the folks
watching at home who haven't been able to watch this entire hear‐
ing some key takeaways from what you've said. You can tell me if
I'm misspeaking or mis-characterizing what you've said.

Inflation in Canada was at a high of about 8.1% this past sum‐
mer. We're now, based on today's figures, at an annual inflation rate
of around 4.3%. Your projection is that inflation will be 3% some‐
time this summer, 2.5% by the end of this year and reaching your
target of 2% by the end of 2024.

On the unemployment rate, we're currently around a historic low
of about 5%, and it's projected to stay low. Although it can vary a
bit, you're not expecting large increases in unemployment.

In terms of wage growth, we're projecting that it will continue to
be strong, at least for the short term, and you're projecting that the
economy will continue to grow.

Is that a fair summary of some of the things you've said today?

● (1245)

Mr. Tiff Macklem: Yes. The only thing I would add, though, is
that we need to see some moderation in wage growth. We need to
see service prices come down for that inflation forecast to come
true.

Mr. Yvan Baker: One of the things I noted was that you used to
be a board member at Scotiabank. Many years prior to that, I was a
commercial banker at Scotiabank. I won't blame you for all the
loans I proposed internally with the bank that were turned down for
my clients, but I think as someone who has worked in risk manage‐
ment and knows so much about that field, you can appreciate, as I
can appreciate as someone who tried to extend loans to clients, the
impact that interest rates have on borrowing costs.

That's one of the things I get asked about a lot by my constituents
in Etobicoke Centre—where are interest rates going? These are ei‐
ther homeowners or prospective homeowners looking to buy a
home and thinking about their mortgage rates, or they're business
owners looking to borrow money to invest in and grow their busi‐
nesses.

What would you tell Canadians about where you expect interest
rates to go?
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Mr. Tiff Macklem: Well, that's always a tricky question, be‐
cause we take one interest rate decision at a time, but we've raised
rates. Over the last year, we raised rates very rapidly. For our last
two decisions, we have held the policy rate at 4.5%. We're using
this pause as an opportunity to assess whether we have raised inter‐
est rates enough to get inflation all the way back to target, so we
can't rule out that interest rates may need to go higher to get infla‐
tion back to target.

The other thing to note, which we discussed in our recent delib‐
erations, is the extent to which interest rates may need to stay high‐
er for longer, depending on how quickly inflation comes down to
the target. As we started the day, there certainly was some good
news: Inflation is coming down. However, as I emphasized, to get
it back to the 2% target, some more things need to happen. We are
going to be watching those things closely.

Mr. Yvan Baker: Thank you very much for that.

I will pass the rest of my time to Mr. Beech.
The Chair: Thank you, MP Baker.

Go ahead, MP Beech.
Mr. Terry Beech (Burnaby North—Seymour, Lib.): Thank

you, Mr. Chair.

Colleagues, out of respect for the governor, I will keep this rela‐
tively short. I've already given a heads-up to the critics of each par‐
ty. I have asked the clerk to circulate notice for the following mo‐
tion, which I have provided in both official languages. It reads:

That, should a Budget Implementation Act be tabled in the House, the commit‐
tee commence a pre-study of said legislation, and that the committee invite offi‐
cials to provide briefings on the contents of the bill as well as the Deputy Prime
Minister and Minister of Finance.

This is for notice only. I do not intend to move the motion at this
time.

On a related manner, I will remind all finance committee mem‐
bers of the technical briefing on the BIA that's taking place tonight.
It should be fun.

If there's any time left over, Mr. Chair, I'm happy to pass the
floor back to Mr. Baker.

The Chair: That's your definition of fun, MP Beech.

I think that's happening at six o'clock tonight, members.

Is that correct, MP Beech, so everybody is aware?
Mr. Terry Beech: Yes. Everybody has notice. It'll probably hap‐

pen just after votes.
The Chair: Okay. Thank you.

Now we are moving to the Bloc, with MP Ste-Marie, please.
[Translation]

Mr. Gabriel Ste-Marie: Thank you, Mr. Chair.

I would like to be certain that Mr. Baker's time is indeed up, as
he left the remainder of his time to another Liberal member.

Is that right?
The Chair: Yes, his time is up.

[English]

MP Baker is done. He has finished, MP Ste-Marie.

[Translation]

Mr. Gabriel Ste-Marie: Okay.

I thank you for that clarification, Mr. Chair. This situation is one
of the joys of joining you virtually.

Mr. Macklem, can the recent bank bankruptcies be detrimental to
the development of clean technology or green finance?

Mr. Tiff Macklem: I didn't quite hear the end of the question.

You want to know what the bank bankruptcies may impact. Is
that right?

Mr. Gabriel Ste-Marie: Yes, I was talking about the impact that
bankruptcies can have on the development of clean technologies or
of green finance.

Mr. Tiff Macklem: Okay.

The recent issues affecting banks are more related to traditional
systems. So the impact in terms of the technology is not major.

You're right to point out that some of these banks, like Signature
Bank and Silicon Valley Bank, or SVB, were used by the technolo‐
gy sector. What was striking was how quickly deposits were flow‐
ing out of these banks. This was probably due to the fact that cus‐
tomers, especially those at SVB, were very concentrated in one sec‐
tor. They were communicating on social networks and using digital
banking systems, so they were able to withdraw their deposits very
quickly. That things could happen so quickly is one aspect of that
bankruptcy.

At the global level, the Basel Committee is looking at the impact
of this issue in terms of liquidity and its calibration. So there are
questions about that, but it's being considered by the Basel Com‐
mittee and the Financial Stability Board, or FSB.

● (1250)

Mr. Gabriel Ste-Marie: Okay, thank you.

I now turn to a completely different topic. Economist Anne O.
Krueger, who has worked at the World Bank and the IMF, and now
works at Stanford University, is concerned about the assistance that
the IMF and international institutions are providing to developing
countries that are burdened with heavy debts. The emergence of
China as a private or individual lender to these developing coun‐
tries has implications for how financing and support for these coun‐
tries works. I would like to hear your views on this phenomenon.

Do you think we are likely to see debt crises in developing coun‐
tries, and are international institutions, given the new environment,
well prepared to deal with these crises?
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Mr. Tiff Macklem: I agree with you that there are risks. Dealing
with sovereign debt issues is always difficult, and there are more
players now. China is a major player. What we have seen so far is
that the process is slower. It takes longer to manage these situa‐
tions, and that poses a risk.

From our perspective, in Canada, the IMF is an institution that
has a very important role to play, and we work hard with it. It is
very good at helping countries that have problems. I think its pro‐
grams will be beneficial to countries that need them. I encourage
them to go to the IMF.

Mr. Gabriel Ste-Marie: Thank you very much.

My last question is on a completely different topic.

In your analyses, do you model a multiplier effect of federal gov‐
ernment tax expenditures and tax cuts? If so, is that information
public and can you talk about its significance?

Mr. Tiff Macklem: We are not experts on all tax issues, but we
do look at different types of government spending. We may be talk‐
ing about tax cuts, about investments in infrastructure, health and
education, and so on. These types of expenditures can have various
multiplier effects, and when they are high enough, we try to take
them into account. We are conducting a few studies on the different
multiplier effects.

For example, investments related to infrastructure spending tend
to have a fairly high multiplier effect, as all the money flows
through the economy and more people are hired. When people are
given money, the multiplier effect tends to be lower, as they will
save some of that money. We try to take that into account when we
make our projections. It's not just a matter of the extent of the fiscal
easing, but also of the type of metrics that are used.
● (1255)

Mr. Gabriel Ste-Marie: Thank you.
The Chair: Thank you, Mr. Ste‑Marie.

[English]

Now we'll go to MP Blaikie.

You'll be our final questioner of the governor and the senior
deputy governor.

Mr. Daniel Blaikie: Thank you very much, Mr. Chair.

Just briefly on the business item Mr. Beech raised, I believe at
some point we had talked about the possibility—and I know last
year we did this—of sending letters to other committees asking
them to look at certain sections of the budget implementation act.
We're obviously not in a position to do that yet because the bill
hasn't been tabled, but I think it would be helpful to have a draft
letter. I don't believe this is the first time I've said that.

I haven't seen a draft letter. I think if the committee is interested
in pursuing this as a strategy this year, we should see one soon so
that it can be part of our deliberations on Mr. Beech's motion when
he chooses to move it.

I just want to lay that down as a marker for you, Mr. Chair and
Mr. Clerk. Please get us a draft so we can take a look at it.

The Chair: Thank you, MP Blaikie.

Mr. Daniel Blaikie: Thank you.

On my question, we talked a bit about the negative amortization
that's going on with the extension of amortization periods that
banks have undertaken in order to prevent defaults on mortgages. I
recognize that this is a way for banks to protect their profit. I also
recognize it's a really important thing for Canadians right now who
are in a difficult space. If they weren't able to extend their amortiza‐
tion period, they would likely be out of a home. That's had a stabi‐
lizing effect that may be working to some extent at cross-purposes
with the monetary policy of the bank, but we've also seen that mon‐
etary policy has been able to reduce inflation, notwithstanding the
fact that this activity is going on. There's certainly a benefit to
Canadian households that I approve of.

Employment insurance can operate in a similar fashion when we
see challenging outcomes for Canadian families. The extent of em‐
ployment insurance available can have impacts on demand and sup‐
ply.

I recognize that you don't want to comment on employment in‐
surance as a fiscal policy, but I would be curious to know how the
bank incorporates the adequacy of employment insurance into its
forecasts for supply and demand at a macro level when you're
thinking about the impact of interest rates on the economy.

Could you give us a little insight into how or whether you con‐
sider employment insurance policy as bearing on the impact for
Canadian families or on the kind of macro analysis you have of the
economy?

Mr. Tiff Macklem: I think you're going to be a bit disappointed
with this answer. We don't model the employment insurance system
directly.

In our macro models, we do model the extent to which there are
automatic stabilizers in the economy. Largely, we do that based on
when the economy slowed historically. How much did government
revenue go down? How much did government expenditure go up?
What is the automatic stabilizing effect that it has?

We sort of take the average stabilizing effect that we can observe
over history and use that in our models going forward. We don't go
a level deeper and model the various parts of those automatic stabi‐
lizers. Obviously employment insurance is one part, but we really
look at the overall impact.

To get back to your previous question, I think automatic stabiliz‐
ers play an important role in the economy. You want those to be ef‐
fective. Then there are a lot of difficult discussions about how big
you want them to be and all those sorts of questions, and I'm going
to leave those questions to you.
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Mr. Daniel Blaikie: Well, thank you very much for your time
here today. I think a colleague of mine expressed appreciation earli‐
er for your willingness to accept our invitations to appear here at
committee. I certainly echo that. I also commend you for forecast‐
ing my disappointment in the answer. I know forecasting is your
business, and you certainly excelled here today. Thank you, never‐
theless, for hazarding an answer of some kind to a question that
falls a bit outside your normal purview.
● (1300)

Mr. Tiff Macklem: Thank you.
The Chair: Thank you, MP Blaikie.

On behalf of all committee members, the clerk, the analysts and
all the interpreters, thank you for coming regularly, Governor
Macklem and Senior Deputy Governor Rogers. We really appreci‐
ate the time you give us and the many questions you've answered.
Thanks for your testimony and for help with this study. We appreci‐
ate it.

On MP Blaikie's question, the clerk is finding the draft letter that
we sent out last time. We'll distribute that to all the members.

That will conclude our meeting.
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