
44th PARLIAMENT, 1st SESSION

Standing Committee on Finance
EVIDENCE

NUMBER 077
Thursday, February 16, 2023

Chair: Mr. Peter Fonseca





1

Standing Committee on Finance

Thursday, February 16, 2023

● (1100)

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

Cooksville, Lib.)): I call this meeting to order. This is meeting
number 77 of the House of Commons Standing Committee on Fi‐
nance.

At our last meeting, I was unable to be here. I want to thank MP
Hallan, our vice-chair, for chairing that meeting. I know it was an
in camera meeting. From what I've heard, it was very collaborative,
efficient and expedient, so I want to thank all members very much
for all that hard work.

It's wonderful, at the start of 2023, to have Governor Macklem
and Senior Deputy Governor Rogers joining us.

Pursuant to Standing Order 108(2) and the motion adopted on
Monday, November 21, 2022, the committee is meeting, from
11:00 to 12:30, to discuss the Bank of Canada's report on monetary
policy. Pursuant to Standing Order 108(2) and the motion adopted
on Thursday, February 2, 2023, the committee is meeting with the
Department of Finance, from 12:30 to 1:00, to discuss the Select
Luxury Items Tax Act and Bill C-19.

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'd like to make a few comments for the benefit of witnesses and
members.

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

For interpretation, those on Zoom have the choice, at the bottom
of their screen, of “floor”, “English” or “French”. Those in the
room can use the earpiece and select the desired channel.

I 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, and
we appreciate your patience and understanding in this regard.

To commence, we have with us the Governor of the Bank of
Canada, Tiff Macklem.

Welcome, Mr. Macklem.

Joining Mr. Macklem is the senior deputy governor, Carolyn
Rogers.

Welcome, Ms. Rogers.

Please go ahead with your opening remarks. The members will
then look forward to asking you questions.

Mr. Tiff Macklem (Governor, Bank of Canada): Thank you,
Mr. Chair.

Good morning, committee members.

I am very pleased to be here with Senior Deputy Governor Car‐
olyn Rogers to discuss our recent policy decision and the monetary
policy report.

In January, we raised our policy interest rate by 25 basis points to
4.5%. We also said we expect to hold the policy rate at the current
level, while we assess the impact of eight consecutive interest rate
increases since March 2022. This is a conditional pause. It's condi‐
tional on economic developments evolving broadly in line with our
forecast.

Since the last time we were with you, we've seen some evidence
that our interest rate increases are starting to slow demand and re‐
balance our overheated economy. With inflation above 6%, we're
still a long way from our 2% target. However, inflation is turning
the corner. Monetary policy is working.

[Translation]

Before we take your questions, I’ll outline the impact our rate in‐
creases have had so far. Then I’ll explain what we expect to see this
year. Finally, I will highlight some of the risks we face and how we
will respond to ensure that inflation continues to come down and
returns to our target.

Inflation in Canada has eased but remains high. Annual con‐
sumer price index, CPI, inflation moderated to 6.3% in December
from its peak of 8.1% in June. So far, this easing mostly reflects
lower prices for energy, particularly for gasoline.
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With global supply chains improving and demand slowing here,
at home, for big-ticket items that people often buy on credit, price
increases for durable goods have also moderated. Prices for food
and many services, however, are continuing to rise much too quick‐
ly. The Canadian economy remains overheated and clearly in ex‐
cess demand, and this continues to put upward pressure on many
domestic prices.

A broad range of labour market indicators have shown only mod‐
est signs of easing. Job vacancies have come down a little but re‐
main elevated, the unemployment rate is near historical lows, and
many businesses continue to report labour shortages.

Overall, the restrictive stance of monetary policy is helping to re‐
balance demand and supply. Household spending is slowing, partic‐
ularly for goods sensitive to interest rates like housing and furni‐
ture. More broadly, consumption growth appears to have weakened
considerably in the second half of 2022. Some of this slowdown re‐
flects the waning boost from the reopening of the economy, but
higher interest rates have contributed.
● (1105)

[English]

We know that it takes time for higher interest rates to work
through the economy to slow demand and reduce inflation. That's
why monetary policy needs to be forward looking. Guided by what
we've seen so far and our outlook for economic growth and infla‐
tion, we think it's time to pause interest rate hikes and assess
whether monetary policy is restrictive enough to return inflation to
the 2% target.

If economic developments are broadly in line with our forecast
and inflation comes down as predicted, we shouldn't need to raise
interest rates further, but, if evidence begins to accumulate to show
that inflation is not declining in line with our forecast, we are pre‐
pared to raise our policy rate further.

In our January outlook, we expected economic growth to be
close to zero for the first three quarters of the year. With growth
and demand stalled, supply will catch up, and the economy will
move from excess demand to modest excess supply. This will re‐
lieve inflationary pressures.

We expect CPI inflation to fall to around 3% in the middle of this
year and reach the 2% target in 2024. We've already seen a momen‐
tum shift in goods' prices. For inflation to get back to 2%, the ef‐
fects of higher interest rates need to work through the economy and
restrain spending enough for supply to catch up. The tightness in
the labour market needs to ease, wage growth needs to moderate
and service price inflation needs to cool. Inflation expectations will
also need to come down, and businesses need to return to normal
pricing behaviour.

If these things don't happen, inflation will get stuck above our
2% target, and additional monetary tightening will be required.

There are risks around our projection. Global energy prices could
jump again, pushing inflation up around the world. Inflation expec‐
tations could remain elevated in Canada, or increases in labour
costs could persist. Overall, we view the risks around our inflation

forecast as balanced, but, with inflation still well above our target,
we continue to be more concerned about upside risks.

I want to leave you with a few key messages.

The decline in inflation since the summer is welcome relief for
many Canadians who are struggling to keep up with the rising cost
of living, but, at more than 6%, inflation remains too high.

To fight inflation, the Bank of Canada responded forcefully, rais‐
ing our policy interest rate from 0.25% a year ago to 4.5% today.
That is working to reduce demand and rebalance the economy.
We're still a long way from our inflation target, but recent develop‐
ments have reinforced our confidence that inflation is coming
down. We are committed to getting inflation all the way back to the
2% target so Canadians can once again count on low, stable, pre‐
dictable inflation and sustainable economic growth.

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

The Chair: Thank you, Governor Macklem, for those opening
remarks.

I know that members are eager to ask many questions.

In our first round, each party will have equal time of six minutes.

We're starting with the Conservatives.

MP Hallan, you have six minutes, please.

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

Thank you, Governor and Deputy Governor, for being here to‐
day.

Governor, in January's monitoring report, you indicated that up‐
ward pressure on prices stems from problems such as labour and
difficulty sourcing goods such as building material or food, as
you've highlighted today as well.

Would cancelling domestic policies such as the carbon tax, the
escalator tax on excise duties and the luxury tax, which all have a
negative impact on production, as we know, help to ease those sup‐
ply issues?

● (1110)

Mr. Tiff Macklem: I guess I could say a few things on supply
issues.
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Many of the supply issues that have affected particularly goods'
prices are global in nature. They have certainly been more intense
and more persistent than we had expected, but I am pleased to re‐
port that they are working their way out. You can see in the mone‐
tary policy report a number of graphs that show shipping costs and
delivery times. They are looking, maybe not quite normal yet, but
much more normal than they've looked for some time.

The other aspect of that is that we've seen the demand for goods,
largely with the increases in interest rates, especially larger goods,
things like houses, furniture and appliances, which people often
buy on credit.... Those are some of the first places you see higher
interest rates feeding through the economy. They've been slowing,
so with slower demand and better supply, you have seen goods'
prices roll over.

With respect to your specific questions about taxes and carbon
taxes, those are built into our projection. Yes, they have effects.
Those are built into our projection.

Mr. Jasraj Singh Hallan: Then would you agree that eliminat‐
ing those domestic policies, like the carbon tax, would help to bring
down the inflation?

Mr. Tiff Macklem: The increases in the carbon tax that have
been announced are adding about 0.1% to inflation in each year of
our forecast.

Mr. Jasraj Singh Hallan: But we know it's still adding to it.

Would you agree that eliminating those domestic policies, in‐
cluding the excise tax, would help you to fight inflation?

Mr. Tiff Macklem: If the carbon tax was not increased, our esti‐
mates are that inflation in our forecast would be 0.1% lower in each
year of our forecast.

Mr. Jasraj Singh Hallan: It would be lower. Thank you.

Do you still believe, like you've said once before, that inflation in
Canada reflects what's happening in Canada today?

Mr. Tiff Macklem: Yes, I think the initial run-up in inflation
was mostly driven by global factors. There were much higher ener‐
gy prices, as I just talked about, global supply chains were really
gummed up, and we saw a big surge in demand globally for goods.
All that drove goods price inflation up very rapidly.

This time last year, service price inflation was actually was still
about 2% in Canada, but over the course of the last year, it rose
very quickly. That largely reflected what's happening here in
Canada. The economy overheated. Then we got through omicron.
Last year at this time we were just coming out of omicron and the
economy has never really looked back. Nobody could tell us how
many waves of this there were going to be. Fortunately, that was
the last major wave. The economy reopened. Businesses were not
able to keep up with the demand and you saw domestic prices in‐
crease quite rapidly.

Mr. Jasraj Singh Hallan: Just in that line, former Liberal fi‐
nance minister John Manley recently was on record saying that the
Prime Minister's fiscal policy is fuelling inflation rather than resist‐
ing it.

Would you agree that continued government spending at its cur‐
rent rate is working contrary to the Bank of Canada's attempts to
address inflation?

Mr. Tiff Macklem: Parliamentarians, you have difficult deci‐
sions to take. Governments have many priorities. We take govern‐
ment spending as given. When Parliaments pass fiscal plans we
build those into our projections. Those are built into the projections
we have. We have inflation coming down to around 3% in the mid‐
dle of this year.

What I will say is we are acutely aware that high inflation is
hurting Canadians. Unfortunately, high inflation affects the more
vulnerable members of society. They have smaller buffers. Much
more of their spending is on necessities. They don't have the ability
to cut back.

Mr. Jasraj Singh Hallan: Absolutely. We know that as well.

Would you say that, if spending over the last few years by the
government had been lower, interest rates would not have had to be
raised to today's levels?

Mr. Tiff Macklem: You can do these counterfactuals. Obvious‐
ly, the more government spending there is—it depends what the
government spending is on—if it's government spending that's
adding directly to demand, yes, other things equal, there will be
more growth and in an overheated economy that will put more up‐
ward pressure on prices.

Mr. Jasraj Singh Hallan: If the Liberal government continues
to spend the way it is, going through even its own projections, will
interest rates have to go up in your estimation?

● (1115)

Mr. Tiff Macklem: Certainly if demand in the economy contin‐
ues to run ahead of supply in the economy and inflation does not
come down in line with our projection, we've been very clear, that
yes, monetary policy would likely need to be more restrictive. In
other words, yes, we would have to raise interest rates further to get
us [Inaudible—Editor].

Mr. Jasraj Singh Hallan: Is there a risk that, at current levels,
this is what you'll have to do?

Mr. Tiff Macklem: There are certainly upside risks to our fore‐
cast. If those materialize, then yes, we'll have to raise rates further.

Mr. Jasraj Singh Hallan: Are you afraid that's it's because of
government spending going up?

The Chair: Thank you, MP Hallan. Time is up.

We're now moving over to the Liberals.

MP Baker, please, for six minutes.

Mr. Yvan Baker (Etobicoke Centre, Lib.): Thanks very much,
Chair.

Thank you, Governor and Senior Deputy Governor, for being
here.
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I just wanted to pick up on what Mr. Hallan was asking. My un‐
derstanding of what you said in your opening statement, Governor,
was that your current projections are for inflation to continue to
come down gradually over the course of the next year or so towards
your 2% target and you don't foresee at the moment any further in‐
terest rate increases.

Did I understand that correctly?
Mr. Tiff Macklem: Yes.

Let me be clear. What we're saying is, we've raised rates rapidly,
in fact, historically at a very rapid pace in taking it from a quarter
of a per cent to 4.5% in 11 months. We are seeing the effects of
monetary policy working, but we know that monetary policy works
with a lag. The interest rate increases that we've already brought in
will continue to feed through the economy.

Our assessment right now is that it's time to pause and assess
whether we've raised interest rates enough. If inflation comes in
line with our own forecast, then yes, we've probably done enough.
There are certainly upside risks to that forecast. If we need to do
more, we will.

Mr. Yvan Baker: Is it fair to say there are upside risks and
downside risks to any forecast?

Mr. Tiff Macklem: Yes, there are upside and downside risks.

As we outline in the monetary policy report, we think that the
risks around our inflation forecast are reasonably balanced, but I
would underline that with inflation still over 6%, we are more con‐
cerned about those upside risks.

Canadians have been enduring high inflation for too long. We are
acutely aware that their patience is running out. The anxiety of high
inflation continues. Inflation has come down from over 8% to a lit‐
tle over 6%. It is really important that Canadians see that inflation
keep coming down to restore their confidence that we are going to
get back to price stability.

Mr. Yvan Baker: I wanted to ask about the role of the federal
government in fighting inflation.

The fiscal plan that the government laid out in the fall economic
statement—the last “mini-budget”, if you will—would see a contin‐
ued reduction of the federal deficit and the debt-to-GDP ratio,
which is the ratio of debt to the size of our economy.

At this time, and given these plans that the government has, is
the government's fiscal policy—its spending policy, effectively—
working in line with the Bank of Canada's plans and efforts to low‐
er inflation?

Mr. Tiff Macklem: As I said, we really leave fiscal policy to
governments and parliamentarians. We take it as given and then we
do what we need to do.

Through the depths of the pandemic, the government had very
expansionary fiscal policy. Monetary policy was also exceptionally
expansionary. That was needed. We went through the deepest reces‐
sion in history. The good news is that we've had the fastest recov‐
ery. We now are on the other side of that and we're dealing with the
side effects from that.

Getting back to the previous question, we've built in government
plans and those are built into our forecast. If there are new fiscal
spending plans, we'll have to take those on board. It will depend
what the spending is on.

Some spending mostly adds to demand. In an environment where
the economy's already overheated, that wouldn't be terribly helpful.
Other types of spending add to supply and demand. For example,
increased immigration adds new workers to the economy. New
workers also have new incomes, so you have new shoppers as well.
That's an example of a policy that would increase the sustainable
growth rate of the economy without creating a lot more inflationary
pressure.

We would certainly be looking at what the spending was on in
assessing what we needed to do.

● (1120)

Mr. Yvan Baker: Do you believe that the provinces should fol‐
low the government's lead and restrain their spending to help com‐
bat inflation?

Mr. Tiff Macklem: As I said, we have a big enough job in mon‐
etary policy; we're not here to run fiscal policy.

The one thing I will say there, and this gets back to the previous
question, is that we are acutely aware that inflation is particularly
hard for low-income Canadians and Canadians on fixed incomes.
Governments are concerned about their citizens. Federal and, par‐
ticularly, provincial governments have been taking measures to try
to alleviate the impact of inflation on their citizens.

There, I would suggest that the advice coming out of the IMF is
quite good. We know inflation is affecting the most vulnerable
members of society. Our job is to get it back down so that that
problem gets solved, but through that transition there is a role to
help the most vulnerable.

The IMF's advice, which I think is good advice, is to keep those
measures targeted and temporary. Keep them targeted on those indi‐
viduals who really need the help and who are really suffering—
lower-income Canadians—and temporary while inflation is high.
When inflation comes back down, we don't need those anymore.

The Chair: Thank you, Governor.

Thank you, MP Baker.

Now we go to the Bloc and MP Ste-Marie, please, for six min‐
utes.

[Translation]

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

Mr. Macklem and Ms. Rogers, thank you both for being here to‐
day. We always appreciate your excellent analysis of the economic
situation.
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Mr. Macklem, you said that inflation had peaked in June at 8.1%
and dropped to 6.3% in December. The monetary policy seems to
be working, then. According to your projections or scenario, infla‐
tion could fall to 3% in the middle of 2023 and reach the 2% target
by the end of the year or in 2024.

You and Mr. Baker spoke a bit about risk assessment and fore‐
casts. If your forecast comes true, it would be the ideal situation, al‐
most idyllic. That's what I would call the best-case scenario.

I'd like to hear your thoughts on the risks that come with other
scenarios, which I'll get into.

I'll start with this. What are the recession risks right now?

I would also like you to talk about the possibility of U‑shaped in‐
flation. By that I mean inflation that continues to drop but starts to
rise again at the end of the year because of a robust labour market
and higher-than-expected economic growth internationally. What
are the risks of that scenario?

Above all, I would like you to comment on the possibility of in‐
flation holding at 3% or 4% annually, instead of returning to the 2%
target, mainly because of the services sector. What are the risks of
monetary policy not being able to bring inflation back to the 2%
target quickly and inflation staying at 3% or 4%?

In that situation, would you pursue a more restrictive monetary
policy at all costs, or would you wait to see how the economy re‐
sponded in the face of a steady inflation rate of 3% or 4%?

I covered a lot there, so take all the time you need.
Mr. Tiff Macklem: You raised a lot of issues.

I think they underscore how important it is to stay humble when
it comes to our forecasts.

You asked about risk, so I'll talk about that.

Yes, there are risks, and what I would say to every Canadian is
that our job is to try to manage those risks. We don't know what the
future will bring. There are always surprises in store, but we en‐
deavour to manage the risks. That's why we are taking a pause at
this time. We've done a lot, so we are using this time to assess
whether the measures we've taken are enough. We don't want to do
too much because that could slow the economy and cause inflation
to drop below the target. At the same time, we need to see this
through and do our job. If we only do things halfway, we won't
reach the 2% target.

Now I'll come back to the risks, starting with the upside risks.
Then, I'll talk about the downside risks.

According to our short-term projections, the greatest inflation
risk is tied to higher oil prices, which are determined by world mar‐
kets. In light of China's sudden reopening of its economy, demand
for oil could rise. The price of gasoline could increase here, in
Canada, as well. At this point, the price of oil has been relatively
steady since we released our last estimates, but we understand that
oil prices are highly volatile and can change very quickly.

In addition, we are seeing that inflation related to goods prices,
especially durable goods, is beginning to ease, but service price in‐

flation is still high. We are forecasting almost no growth for the
first three quarters of this year. If that's the case, we think demand
will drop and supply will adjust, creating a more balanced situation.
Service price pressures will drop. However, there are risks associat‐
ed with all of that. We haven't seen this situation yet. There is more
uncertainty around service prices, and we know that wages will rise
by about 4% to 5%. That isn't consistent with 2% inflation, unless
there's a really strong boost in productivity, which we haven't seen
in recent years.

During the last period, we saw businesses raise prices, with larg‐
er and more frequent increases. Price movement distribution has
shifted significantly to the right, and we are already seeing that dis‐
tribution return to normal. When we talk to people in the business
community, they tell us that pricing changes will be closer to nor‐
mal. We are keeping a close eye on whether businesses return to
more normal pricing behaviour.

If wage growth doesn't decrease and if businesses don't return to
more normal behaviour, it will definitely be harder to bring down
inflation. Through our monetary policy, we would probably have to
raise interest rates again.

● (1125)

[English]

The Chair: Merci, Governor.

[Translation]

Mr. Tiff Macklem: Really quickly, I just want to say that a larg‐
er than expected global recession is a possibility, and that would
create more downward pressure.

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

[English]

The Chair: Now we're going to the NDP with MP Blaikie. This
will be for six minutes, and to finish off our first round.

MP Blaikie.

Mr. Daniel Blaikie (Elmwood—Transcona, NDP): Welcome
back to both of you here at committee.

Earlier you had mentioned that, obviously, oil and gas prices play
an important role in determining the overall rate of inflation. You
had said, with respect to the carbon tax, that by your calculation it
represents about one-tenth of 1% of the current inflation that Cana‐
dians are suffering.

I'm curious to know whether you can offer us a similar number
for the change in oil and gas prices. We've seen significant price in‐
creases. We see record profits for oil and gas companies. What
share of inflation is attributable to oil and gas price increases?
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● (1130)

Mr. Tiff Macklem: I don't have a precise number, but the global
oil price now is pretty similar to what it was a year ago. If you go
back over the year, oil prices were much higher. If you go back six
months ago, that was a major contributor to the high inflation we
had, if you go back to, say, last summer.

Since then, that contribution has been coming down and oil
prices today are not that different than what they were a year ago,
so that is falling out. That's one of the reasons why goods price in‐
flation is actually the most important reason; why goods price infla‐
tion, which was very high, has started to come down.

Mr. Daniel Blaikie: Let's put it another way. We have seen infla‐
tion come down from about 8.3% at its peak to around 6% or just
above 6% right now.

Mr. Tiff Macklem: That's correct.
Mr. Daniel Blaikie: To what extent do you think the decline in

oil and gas prices over the last six months or so.... What portion of
that reduction in inflation would come from that?

Mr. Tiff Macklem: It is the biggest contributor. Just to bring it
down to the experience that Canadians have, it depends where you
are in Canada. If you're in B.C., it's more expensive.

If you filled up your car last summer, it probably cost you more
than $2 a litre. I think the Canadian average was around $2.10.
Now, I filled up a week ago, and it was $1.55. That has been of
some relief to Canadians.

Unfortunately, food price inflation is a different story. Food price
inflation is still running at 10% or 11%.

Mr. Daniel Blaikie: If we're comparing orders of magnitude,
you could say that a reduction in oil and gas prices has allowed in‐
flation in Canada to come down in the order of about 2%—not 2%
less inflation, but 2% overall. When we compare that to the carbon
tax, we're talking about an effect on inflation in the order of about
one-tenth of one percentage point.

That seems to be a considerable difference in orders of magni‐
tude in terms of the impact of the carbon tax on inflation versus the
impact of oil and gas prices in a period when oil and gas companies
are making record profits. It seems to me that one is decisively
more contributory to inflation than the other. Is that a fair claim?

Mr. Tiff Macklem: Yes, I think your arithmetic is accurate.
Mr. Daniel Blaikie: Thank you very much. I appreciate that.

I am curious to know this. I know that at various times the bank
has pronounced on the wage expectations of workers and the effect
that you believe that has on inflation. I don't believe there has been
a statement—I look forward to being corrected on that if I'm
wrong—about price increases by companies over and above their
increases in costs, which is why, in a number of sectors, we are see‐
ing record profits. I've talked about oil and gas. I think there are
about 15 sectors overall that have seen extraordinary increases in
their profits.

Can we expect a statement from you at any time soon about the
role those extraordinary price hikes are playing in inflation?

Mr. Tiff Macklem: Well, I can speak to it right now.

What are we seeing? If you look at corporate profits, as you indi‐
cated, particularly in the energy sector, with much higher global en‐
ergy prices over the last year, we have seen higher profits in the en‐
ergy sector. If you look at it more broadly, and this goes a bit to the
previous question, what we have seen is that...and I would say that
we have learned something from this. What we saw was that with
the economy in excess demand, when there were cost pressures,
businesses passed those through very quickly to final consumers,
and this unfortunately is a symptom of an overheated economy.

When an economy is overheated, when inflation is high and
when people see prices of everything going up, it makes it easier
for companies to raise their prices, because people can't tell: Is this
a generalized increase or is it just this company raising their price?

What we've seen is that, yes, the distribution of price-setting be‐
haviour of companies changed. Price increases were bigger. They
were more frequent.

We are starting to see it normalize, and that process of normal‐
ization is one of those key things we're watching to evaluate
whether we have raised interest rates enough to get inflation back
to target, and if we don't see it continue to normalize, we will need
to do more.

● (1135)

Mr. Daniel Blaikie: If you feel that it's warranted to say to work‐
ers that they should limit their expectations around what they take
in, in exchange for what they offer, doesn't it stand to reason that a
similar missive is due to corporate Canada? Say they should be
mindful in their price setting that they don't trigger an inflationary
spiral, because they also have the ability to impact expectations of
inflation in the way that they set their prices?

The Chair: Give a short answer, Governor, please.

Mr. Tiff Macklem: I think that's what I was just saying. Compa‐
nies need to normalize their pricing behaviour. That's part of getting
back to 2% inflation.

Mr. Daniel Blaikie: Thank you.

The Chair: We're moving to the second round, members. MP
Hallan is up first, I believe, for five minutes.

Mr. Jasraj Singh Hallan: Thank you, Chair.

Governor, it seems, in some of the things you said, that you're
counting on a recession to address inflation, or at least a loss of
growth over several quarters. In fact, many economists are also ex‐
pecting a recession in the next 12 months.

What would that recession look like for Canadians, in your opin‐
ion?
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Mr. Tiff Macklem: I'll give you an arithmetical answer, and then
I'll give you a sense of what it's going to feel like.

Mr. Jasraj Singh Hallan: Please be concise with your evidence.
Mr. Tiff Macklem: Sure. Our own forecast is that growth will

be around zero for the first three quarters of the year, and as we get
later in the year, we expect to see growth start to resume. What that
means is our forecast is around zero. You could get two or three
quarters of slightly negative growth or you could get two or three
quarters of slightly positive growth. Technically, it could be a mild
recession or it could be very weak positive growth.

Either way, it's not going to feel good.
Mr. Jasraj Singh Hallan: When do you expect that?
Mr. Tiff Macklem: We're in the first quarter now. Our own fore‐

casts are that growth will be lower in the fourth quarter than it was
in the third. We don't know the last quarter of last year yet. Of the
first three quarters, we're in the first quarter.

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

What if a recession doesn't happen? Can you effectively control
inflation while the government keeps spending?

Mr. Tiff Macklem: If the economy doesn't slow down enough
for supply to be able to catch up, yes, domestic inflation won't
come down in line with our target and we will have to raise interest
rates further—

Mr. Jasraj Singh Hallan: If that was the case, would it be better
for you if the government capped its spending? Give a quick yes or
no.

Mr. Tiff Macklem: I'm going to leave decisions on fiscal policy
to governments and parliamentarians.

I will just say that if government spending contributes more to
aggregate demand at a time when we're trying to cool the economy,
then yes, that wouldn't be helpful.

Mr. Jasraj Singh Hallan: Thank you for that.

If Liberal inflation spending continues, at least at the current lev‐
els, and we continue to face labour shortages and a lack of supply,
does Canada face the risk of inflation remaining high while growth
declines, thereby causing stagflation?

Mr. Tiff Macklem: Yes, as I said, we're going to take whatever
governments decide on fiscal policy as given. That's what we've
built into our own forecasts.

Right now, our own forecast has inflation. We built in all the
spending plans that have been announced. Right now, we have in‐
flation coming down to around 3% in the middle of this year.

Mr. Jasraj Singh Hallan: However, if spending continues, that
would have to change.

Mr. Tiff Macklem: If there's new spending that is over and
above the spending that we built into our forecast, and particularly
if that spending stimulates aggregate demand without augmenting
supply, yes, other things equal, the economy would be stronger.

Mr. Jasraj Singh Hallan: Thank you. I don't have too much
time left, but I appreciate the answers.

As you indicated before, the government's increase in spending
has contributed to inflation. In your words, inflation is “home‐
grown”.

At any point since June 2020, did you ever warn the Prime Min‐
ister, the finance minister, anyone in the PMO or anyone in any fi‐
nance department that more spending would increase upward pres‐
sures on demand and inflation?

Answer yes or no.

Mr. Tiff Macklem: I talk regularly, as required by legislation, to
the Minister of Finance—

Mr. Jasraj Singh Hallan: Did you ever warn them?

Mr. Tiff Macklem: —and if she asks me questions, I do my best
to give her—

Mr. Jasraj Singh Hallan: Did you ever warn them?

Mr. Tiff Macklem: Those are private conversations.

Mr. Jasraj Singh Hallan: Okay.

Did you, at any point ever warn them about that? That's some‐
thing that could be made public.

● (1140)

Mr. Tiff Macklem: I largely talk to the minister about monetary
policy. If she shares her thinking and she asks me for my opinion, I
give it.

Mr. Jasraj Singh Hallan: Were you ever worried about the
spending in that time? You can tell me that.

Mr. Tiff Macklem: Certainly, as I've already said, if government
spending contributes more than we've built in on more on aggregate
demand—

Mr. Jasraj Singh Hallan: Which it did.

Mr. Tiff Macklem: —at a time when we're trying to cool de‐
mand to bring it in line with supply, yes, that would be a concern.

Mr. Jasraj Singh Hallan: In July 2020, you told Canadians “If
you’ve got a mortgage or if you’re considering making a major pur‐
chase, or you’re a business and you’re considering making an in‐
vestment, you can be confident rates will be low for a long time”.

Interest rates are now at 4.5%, 18 times higher than the 0.25%
rate in February last year. You've also admitted that your previous
statements that there would be deflation instead of inflation and that
inflation would be transitory were a mistake.

Given this record, what assurances can you give Canadians that
efforts you and the bank are taking today will work and not make
Canadians' finances worse?

The Chair: MP Hallan, we are at time.

Governor, I'll give you 15 seconds, but we have to be pretty strict
to get through this round.



8 FINA-77 February 16, 2023

Mr. Tiff Macklem: I think the assurance I can give to Canadians
is that we have acted forcefully. As soon as we saw the momentum
in the economy really picking up and inflation rising, we raised
rates forcefully. It's starting to work, and Canadians can be confi‐
dent. Canadians expect us to get inflation back to 2%, and we're de‐
termined to do just that.

The Chair: Thank you.

Now we're over to the Liberals.

MP Sorbara, welcome to the committee.
Mr. Francesco Sorbara (Vaughan—Woodbridge, Lib.):

Thank you, Chair.

Welcome, Governor and Deputy Governor.

Governor, in your introductory remarks, you spoke about the im‐
balance between aggregate supply and aggregate demand. On ag‐
gregate supply things, there are things that policy-makers can and
should do: encouraging productivity gains in the economy, putting
in place policies and increasing the supply of inputs, one of them
being labour.

Can you indicate the impact that policies are having on the ag‐
gregate supply picture in Canada with regard to labour, namely the
implementation of a number of policies, including day care and the
Canada child benefit?

Mr. Tiff Macklem: I'm going to go to the senior deputy gover‐
nor and ask her to take this question. Thank you.

Ms. Carolyn Rogers (Senior Deputy Governor, Bank of
Canada): He's worn out.

What we have seen in the labour numbers are some really posi‐
tive indications that the participation rate of women in the labour
force has increased. We think that it is likely attributable, at least in
part, to improved child care. We know that child care is a barrier to
women's participation in the labour force. It's also probably the case
that the more flexible work environment that's coming from two
and a bit years of hybrid work is also contributing to women's par‐
ticipation. That policy has helped, and immigration has helped to
bring labour supply into the market.

Mr. Francesco Sorbara: Thank you.

On a different tangent, in the monetary policy report we look at
the nominal neutral policy interest rate. The last time the assess‐
ment was done was in April 2022. The estimated range is currently
around 2% to 3%.

When will that reassessment occur, and are there any indications
on whether it is still within that 2% to 3% range?

Mr. Tiff Macklem: Once a year, we reassess our assessment of
the neutral interest rate. In our next monetary policy report in April,
we will be reassessing what our best estimate of the neutral rate is. I
would underline that, whatever estimate we land on, there's quite a
bit of uncertainty around exactly what the neutral interest rate is.
It's not something we can observe directly.

The inflation-targeting framework is designed to deal with those
kinds of uncertainties. If our estimate of the neutral rate was too

low, that means that our inflation forecast would start to come in off
what we think, and then we'd have to adjust to that.

Things like the neutral interest rate are not like a pandemic that
just hits you. This thing probably evolves pretty gradually, so we'll
start to be able to see some accumulated errors, and we can adjust.
That is one of the benefits of the inflation-targeting framework. It
addresses the fact that there are these uncertainties that we have to
manage.

● (1145)

Mr. Francesco Sorbara: When the Bank of Canada sees the
output gap closing, because it is on the positive side, generally in
the past we would say that the output gap is on the negative side,
and it's very hard to estimate. I'm assuming it's still hard to estimate
on the positive side, but in a quarter reference, when do we see that
output gap coming into balance?

Mr. Tiff Macklem: Let me answer that in two ways.

First of all, all the indicators suggest that the economy is clearly
in excess demand. You referenced that there's a particularly a wide
range of labour market indicators that suggest that the economy re‐
mains overheated. If our forecast is correct that growth is around
zero for the first three quarters of this year, that gap is going to
shrink reasonably quickly. It's always a little bit hard to say exactly
when it's going to flip from positive to negative, because you get a
small positive or small negative, but our own forecast suggests that
it would happen some time in the first half of this year.

As I said, I wouldn't get too hung up on exactly when it flips.
What you really want to watch for is excess demand really dimin‐
ishing, because that's what will relieve those domestic inflationary
pressures, and that's critical, particularly to get services price infla‐
tion down.

The Chair: Thank you, MP Sorbara.

Thank you, Governor.

We're now moving to the Bloc and MP Ste-Marie.

[Translation]

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

Mr. Macklem, I want to discuss something else entirely, the as‐
sessment of risks at the international level. As we know, the U.S.
trade deficit is driving demand for Chinese manufactured goods.
Those companies tend to reinvest their massive profits in dollars in
the U.S. finance, insurance and real estate industries. Currently, we
are seeing the joint development of big tech and Chinese finance.
Some see that as a potential dislocation. Accelerating that change
seem to be the war in Ukraine and the economic sanctions against
Russia, which are resulting in the dislocation of finance.

How do you assess that risk in light of the international economy
and the financial and monetary system?
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Mr. Tiff Macklem: As you pointed out, there is tremendous un‐
certainty in the world.

Geopolitically speaking, the tensions between the U.S. and Chi‐
na, in particular, are clearly continuing to mount. In the short term,
we are committed to bringing inflation down to target. Yes, there is
a risk that a sudden event could affect supply chains. However, I'd
like to talk about the longer-term situation, as I did in December, in
British Columbia.

Over the past 20 or 30 years, China's entry into the global econo‐
my and its growing supply chains have helped lower the inflation
rate, especially for traded goods. It is very likely that that will cease
in the future. In fact, the opposite could happen, so we could see
more pressure on goods prices for quite a while. That's something
we have to take into account when setting a target inflation rate.

From time to time, some suggest that, once inflationary pressure
has ended, it may be necessary to raise the inflation target. We
think that would be a serious mistake for two reasons.

First, when inflation is low, Canadians can count on the fact that
the cost of living will not change significantly. If inflation goes up
every year, the rise in the cost of living will be greater.

Second, the situations you described could certainly happen in
the future, but a higher inflation target would make it harder to re‐
spond to those realities.
● (1150)

Mr. Gabriel Ste-Marie: Thank you.
[English]

The Chair: Merci, Governor and MP Ste-Marie.

We'll now go to MP Blaikie for two and a half minutes.
Mr. Tiff Macklem: It takes me a little longer in French. Give us

an extra 30 seconds.
The Chair: Yes, it's a little longer. We allocate for that.

MP Blaikie, go ahead, please.
Mr. Daniel Blaikie: You indicated, before, that you'll be keeping

an eye on government spending and assessing how various kinds of
spending contribute to aggregate demand.

There are a number of examples I might mention. I'll start with
two.

One that might count as an expenditure is the government imple‐
menting a low-income CERB repayment amnesty, so that folks un‐
der the poverty line don't have to pay back CERB debt they owe.
There are a lot of folks asking for this. It's reasonable for govern‐
ment to expect that people below the poverty line don't have the
money to pay back that debt, anyway. There's a significant invest‐
ment of resources, at the moment, in chasing that debt. Writing it
off would count as an expenditure. I'm curious to know whether
that is an expenditure you would see as one that contributes to ag‐
gregate demand. I think there are some very good reasons not to see
that kind of expenditure in that light.

A second example I'd like to hear your thoughts on is investment
in affordable housing. Obviously, that creates some demand in the

construction market. There are finite resources there, although there
are a lot of people in the trades who are currently unemployed, as
well—supply and demand are not always a match there, even in the
present moment. While construction resources contribute to de‐
mand in the short term, in the medium term and in the long term,
they help augment supply to meet demand in housing. Housing
people takes them out of market competition for rental apartments
or...prospective home buyers who land in one of those suites.

How would the Bank of Canada interpret a large investment, for
instance, in creating more affordable housing units or writing off
pandemic debt?

Mr. Tiff Macklem: I'm going to ask the senior deputy governor
to take that.

Ms. Carolyn Rogers: Let me start by giving you some ideas
about how generally to take on our advice about spending because
all members are asking the same question.

We publish a monetary policy report quarterly that tells you all
the things we think are affecting inflation, where we think infla‐
tion's going to go and how we've arrived at our decision. We've also
now started to publish a summary of our deliberations for each de‐
cision. If you read the summary of deliberations, you can see exact‐
ly what things our governing council discussed as contributing to
the path of inflation.

You have a near quarterly update on those things that we think
are affecting inflation.

As we've said, our current forecast is based on everything we
know, including what we know governments, both federal and
provincial, are planning to spend. As those plans change, you'll see
us feed those changes into our monetary policy report and into our
summary of deliberations.

You always have this opportunity to ask us the question, but you
also have a quarterly update on our thinking on this topic.

The Chair: Thank you, Senior Deputy Governor.

Can you close off quickly, please?

Ms. Carolyn Rogers: I would say that the first plan you asked
about is an example of a very targeted and temporary measure us‐
ing the IMF framework.

On the second, the bank has talked for a long time about the need
to get to a more balanced housing supply, but we would need to
take the details of each spending plan on board and determine what
effect they would have.

The Chair: Thank you, MP Blaikie.
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Now we'll go to the Conservatives with MP Lawrence, for five
minutes.

Mr. Philip Lawrence (Northumberland—Peterborough
South, CPC): Thank you for appearing today.

I want to go over your models a little bit. You had mentioned that
inflation has been driven, as it usually is, by the fact that demand
has outstripped supply.

You had said that you built in the government spending. I assume
that you do it based on the government's projection.

In the fall economic statement, they projected 2% in growth. If,
in this budget—which is coming up in a couple of weeks—it was
more like what this Liberal government has done traditionally,
which is a spending increase of 7% to 8%, would that affect your
ability to take a pause?

Would that affect inflation? Would that affect your models?
Mr. Tiff Macklem: Just to be clear on what we build in, we do

our own forecasts and we build in whatever agreed spending profile
the federal and provincial governments have.

We don't use the government's forecast. We do our own forecast.

Their forecasts are more based on—
● (1155)

Mr. Philip Lawrence: I'm sorry, Mr. Macklem, my time is short.

What have you projected for their growth in spending in 2023?
Mr. Tiff Macklem: I don't have the precise number.
Mr. Philip Lawrence: Would you please be able to provide that?
Mr. Tiff Macklem: To get to your question, if the provincial and

federal governments spend more than we built in, and particularly
if that spending is stimulating aggregate demand at the same time
we're trying to cool it, we would likely have more work—

Mr. Philip Lawrence: Mr. Governor, I apologize for breaking
in, but my time is limited.

Could you provide us with what you are projecting—what your
models are—for spending for the federal government in the next
two years?

Mr. Tiff Macklem: I can certainly follow up with the clerk and
get you some more precise numbers.

If you look in the monetary policy report, we have a forecast for
government spending.

Mr. Philip Lawrence: If you could provide it to me, that would
be great.

If, in fact, the projected growth is less than what the growth
comes in at, meaning that the growth is higher—sorry, it's less than
eloquent—would that affect your models? Would that cause infla‐
tion to increase?

Mr. Tiff Macklem: Are you asking if the growth of government
spending is higher?

Mr. Philip Lawrence: Yes.
Mr. Tiff Macklem: Yes.

That is something we'll build in. If it's materially higher and it's
focused on things that particularly stimulate aggregate demand, yes,
that could have an effect on our projection.

Mr. Philip Lawrence: Thank you, Mr. Governor. That's very
helpful.

In your last appearance, I believe you gave some numbers with
respect to the impact that inflation was having on Canadians and
perhaps that's in the model. Could you share that with me?

For example, when inflation's at 6% as opposed to 2%, how
much is that costing each Canadian? If you don't have the answer
right off the top of your head, I'd be pleased to take it in writing.

Mr. Tiff Macklem: I can certainly follow up with the clerk and
send you some representative calculations.

I don't have those in front of me, but I can tell you they haven't
changed a great deal. Inflation has come down a little bit since we
were here last time—

Mr. Philip Lawrence: If you could table that, Governor, that
would be greatly appreciated.

Mr. Tiff Macklem: It's still impacting Canadians in very—

Mr. Philip Lawrence: There's one last thing I want to clarify—
and I know my time is probably getting short here, Mr. Chair.

The Chair: You have a minute and a half.

Mr. Philip Lawrence: Thank you.

You did mention in the last exchange, I assume inadvertently, as
you did last time.... You sort of miscommunicated a little bit on the
carbon tax. The last time you said it was 0.1%—which you talked
about—which is the carbon tax increase, whereas if we were to
eliminate the carbon tax, the impact is more like a half a point on
inflation as opposed to 0.1%. That's significant.

If you were able to bring inflation down, that's a big number. Just
by taking the carbon tax off, based on your previous correspon‐
dence, that would be half a per cent. Would you agree with me that
if we were able to get inflation down by half a point that would
have a substantial impact? That would be more Canadians em‐
ployed. That would be more Canadians who could afford groceries.
That would be more Canadians who could afford rent.

Mr. Tiff Macklem: Yes. I will just draw a distinction. As you
said, the increases that are agreed with regard to the carbon tax add
0.1% to inflation each year. If the carbon tax were eliminated, infla‐
tion, as you said, would be about half a per cent lower for one year.
That would only be a one-year effect. You can only eliminate it
once. It falls out once, and then the next year it has no effect.
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Mr. Philip Lawrence: To reduce inflation by half a point even
for one year.... That's a massive impact, right? I think you would be
very pleased if we were able to do that.

Mr. Tiff Macklem: It's roughly half a per cent.
The Chair: Thank you, Governor.

Thank you, MP Lawrence.

Now we go over to the Liberals.

MP Chatel, please.
[Translation]

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

Thank you for being here today, Mr. Macklem and Ms. Rogers.
Welcome to the committee.

As I listen to your comments, I'm really glad to see how sympa‐
thetic you are to what Canadians are going through. You want to
keep this period as short as possible, you are taking measures and
you are commending Canadians for the patience and resilience they
have shown. That really struck me, so thank you very much.

I pay a lot of attention to the net debt-to-GDP ratio and how we
rank against other countries. Canada has to make massive invest‐
ments in order to be competitive in the global economy. I'd like you
to talk about the U.S. Inflation Reduction Act. The Americans are
in the process of making choices to best position their economy for
the 21st century.

When a government like the U.S. government makes massive in‐
vestments to ensure its sectors are well-positioned to compete in the
economy of tomorrow, what impact does it have on inflation?

That spending won't drive consumer demand up immediately or
directly.

What are your thoughts on that?
● (1200)

Mr. Tiff Macklem: These are not really monetary policy issues,
but as you pointed out, the new U.S. law has changed the game
with respect to competition.

I know that governments around the world, in Europe and in
Canada are watching the impact this change in the United States is
having on their country. It may affect how businesses make invest‐
ments. It may lead them to invest elsewhere. So every country
should be monitoring this. We need to see what impact it will have
on our country and think about what we need to do.

In Canada, we have a carbon tax in place. We also have
[English]

“carbon capture and storage”. There are tax incentives to make that
more attractive.
[Translation]

Different countries have different strategies, and it's important to
look at what's similar or different about them.

Mrs. Sophie Chatel: Thank you very much.

As you said, it's important to be there for the most vulnerable
Canadians. For our government, it's really important to be there for
Canadians when they need it most. That being said, we also have to
make sure that as we help Canadians, we don't leave them worse
off due to interest rates.

You talked about funding certain programs. We recently an‐
nounced investments in the provincial health care systems. I note
that this is not something that will help increase demand. That's
now well defined.

Is that kind of spending good for our economy, and won't it nec‐
essarily lead to inflation?

Mr. Tiff Macklem: You have some tough decisions to make.
Health care is a key issue for everyone. Costs are rising, and people
are aging. There are demands on health care. The government has
many priorities, and it's a balancing act. You'll have to decide what
the highest priority is and invest money based on that.

That is your role, and it's a difficult one. We have a difficult role
to play as well, and we're focused on ours.

Mrs. Sophie Chatel: Thank you very much.

When you were talking about the International Monetary
Fund (IMF) in the recommendations to governments, it was all
about being there to help the most vulnerable, but in a targeted and
temporary way. The government targeted health care precisely to
help the most vulnerable Canadians.

Can you tell us more about that?

[English]

The Chair: Give a short answer, please.

[Translation]

Mr. Tiff Macklem: I don't have much more to say.

It's important to strike a balance and protect the most vulnerable.
Inflation has serious effects on the most vulnerable. It's important
to protect them but you don't want to add too much fiscal stimulus,
because that would undermine efforts to reduce inflation. The solu‐
tion is really to reduce inflation.

● (1205)

[English]

The Chair: Merci, MP Chatel.

Members, Governor, Senior Deputy Governor, you've been very
efficient and you've answered many questions so we have enough
time for a third round, members, if we stick to time.

The Conservatives start off with MP Morantz.
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Mr. Marty Morantz (Charleswood—St. James—Assiniboia—
Headingley, CPC): Governor, I want to follow up with you on a
series of articles that have been written by Mark Rendell at The
Globe and Mail, which I'm sure you're familiar with, where he talks
about the fact that traditionally the bank has contributed its earnings
to the federal treasury on an annual basis by remitting an amount,
and most recently, over the last number of years, it's been about $1
billion a year. You've got this odd situation now where you've got
billions of dollars sitting in the settlement accounts and you're now
paying your overnight rate of 4.5% to the banks that were only
earning 1% on the bonds you purchased from them before. Essen‐
tially, the bank, for the first time in its history is now in a loss posi‐
tion. Since we last spoke, you've now gone and made an arrange‐
ment with the Minister of Finance that she's going to allow you to
keep your retained earnings.

Would you agree that, essentially, this arrangement amounts to
Canadian taxpayers bailing out the Bank of Canada because of its
quantitative easing program?

Mr. Tiff Macklem: I'm going to say a couple of things. Then I'm
going to ask the senior deputy governor to respond to this very im‐
portant question.

The first thing I want to highlight is that the Bank of Canada
does not run monetary policy with a profit motive and whether we
make gains or losses has no implications for the operations of the
Bank of Canada or for our pursuit of our monetary policy or finan‐
cial stability goals.

The second point, as you indicated, is that the Minister of Fi‐
nance has indicated to us that we can, basically, retain future gains
to offset the losses. Every major central bank has engaged with QE;
we're all faced with a similar situation. In fact, Canada's balance
sheet as a portion of GDP is smaller than most. This is a good solu‐
tion and I'm going to ask the senior deputy governor to say a few
words about just the mechanics of it and respond directly to your
question.

Ms. Carolyn Rogers: The cash flow, or the mechanics of how
this will work, as you describe is an odd situation; it's also a tempo‐
rary situation. In normal operations in a normal year, the bank
would return about a billion dollars to government or to taxpayers,
as you've described it, for a brief period of time until we run off the
settlement balances. We're already down to about half, so we expect
that will continue to go down, but for that brief period of time, we
will run a loss and we won't be returning that normal dividend to
taxpayers—

Mr. Marty Morantz: I only have a limited amount of time.

Ms. Carolyn Rogers: Go ahead.

Mr. Marty Morantz: How much longer do you think it will take
to reduce those balances in the settlement accounts to the point that
you'll be in the black?

Ms. Carolyn Rogers: Well, we are about at half of where we
were at peak. It depends to a certain degree on the path of interest
rates, but—

Mr. Marty Morantz: Thank you.

Governor, earlier you seemed to indicate that you were uncom‐
fortable talking about fiscal policy. You said you were going to
leave that to the politicians.

Economists have written about this. There is a nexus between
monetary and fiscal policy that can't just be ignored by a governor
of a central bank. Economists like Neil Wallace and Thomas Sar‐
gent have written about this. I'm sure you're familiar with their
writings. In fact, they've said that fiscal backup is necessary for
monetary tightening to essentially be effective.

I'm wondering whether you're concerned. Firstly, a budget is
coming up. Does it keep you up at night that the government may
blow the bank again and increase spending dramatically and throw
all your estimates out the window?

Mr. Tiff Macklem: First of all, we're not ignoring fiscal policy.
However, fiscal policy is your job; monetary policy is our job. We
take into account fiscal decisions and build them into our forecast.

Secondly, with respect to what the government will do...we put
out our projection. We built in what they announced. We highlight‐
ed a number of risks around our projection. That was not a risk that
we highlighted, because we think that governments will—

● (1210)

Mr. Marty Morantz: I guess I'm just wondering—

Mr. Tiff Macklem: I'll put it this way: Everything I've heard
from this government is that they do not want to work at cross-pur‐
poses with monetary policy. That's certainly in the statements
they've made.

Mr. Marty Morantz: We can only hope that's the case.

Thank you.

The Chair: Now we're moving to the Liberals and MP Naqvi,
please, for five minutes.

Welcome to the committee.

Mr. Yasir Naqvi (Ottawa Centre, Lib.): Thank you very much,
Chair.

Thank you, Governor and Deputy Governor, for being here.
Thank you for your stamina to endure all of these questions.

I'm going to put my politician hat on.

Many politicians knock on doors often, as I do in my community.
This is top of mind: cost-of-living issues, raises in interest rates.
People are regularly talking about these things. The conversation
we are having is an important conversation in terms of technical de‐
tails, but it's really out of grasp for regular Canadians.

I want to ask you very directly, in plain language, when people
are asking us the state of affairs when it comes to cost of living,
making ends meet, paying for things, mortgage payments, what's
the message we can deliver to them that they will understand about
the future—about things to come—so that we can reassure them
things will maybe get better?
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Mr. Tiff Macklem: There are a few key messages.

The first message is that inflation is coming down. It probably
peaked last summer. It was over 8% and it's now a little over 6%.
It's coming down. We are very aware that 6% is still too high. Six is
better than eight, but 6% is still too high. We are acutely aware that
Canadians continue to be harmed by high inflation.

The second message is that the Bank of Canada has responded
forcefully. We have raised interest rates rapidly. It's working. It is
starting to rebalance the economy. Inflation is starting to come
down. Over the course of the next number of months, we expect to
see inflation come down considerably, so that by around the middle
of this year inflation will be around 3%.

The third message is that at the Bank of Canada, we are commit‐
ted to getting inflation all the way back to 2%, so that Canadians
can count on low, stable and predictable inflation in the future.

Mr. Yasir Naqvi: As a quick follow-up, when people hear about
a recession, the anxiety level goes up because the past experience
around recessions is job losses, etc.

We continue to hear about a mild recession, a soft landing.
Again, in plain language, what does that really mean for Canadi‐
ans?

Mr. Tiff Macklem: You're right. A recession is a.... Economists
use it as a technical word, but for most people, it's a much more
emotive word. You say “recession” and they think big job loss‐
es...very, very painful.

We are expecting growth to be around zero. That does mean that
we could have two or three quarters of a small negative growth, so
technically economists would call that a recession. It would be a
mild recession.

It's not going to feel great, but it's not going to feel like what peo‐
ple think of when you say the word “recession”. We are not expect‐
ing large job losses or a very large increase in unemployment. Five
per cent unemployment is probably not sustainable. To get the
labour market in better balance and get inflation down, the labour
market is just too tight. It does need to get better balanced. That
does mean that the unemployment is going to go up a bit to get that
balance, but this is still going to be a pretty healthy labour market.
This is not going to feel like the kinds of recessions that we had in
2008, 1981 or 1991.

Mr. Yasir Naqvi: Thank you.

Chair, I'll be sharing my remaining time with Mr. Baker.
The Chair: MP Baker, you have one minute.
Mr. Yvan Baker: Governor and Deputy Governor, how does our

inflation rate compare currently with our comparable colleagues?
I'm think of G7 countries like the U.S. and Europe.

Mr. Tiff Macklem: Well, across the G7, I think we have the sec‐
ond lowest. Japan is lower than us. I think we're the next.

But what I'd underline is that it's too high. It's too high pretty
much everywhere. It is coming down, but we are acutely aware that
we have a long way to go here.

● (1215)

Mr. Yvan Baker: How does our economic growth compare to
that of those same countries?

Mr. Tiff Macklem: On both fronts, Canada is doing reasonably
well on an international comparison basis. Growth has been reason‐
ably strong in Canada.

If you compare it to other countries one quarter to the next,
you're going to see some move ahead, but overall, our economy has
performed reasonably well. We've had the strongest recovery on
record and, yes, we are dealing with the inflationary consequences
of that, but inflation.... It's too high, but it's at the lower end of
where most of the countries are, and growth has been in the upper
group.

The Chair: Thank you.

Now we'll go to the Bloc and MP Ste-Marie, please, for two and
a half minutes.

[Translation]

Mr. Gabriel Ste-Marie: I have two questions.

First, Mr. Macklem, when you last appeared before the commit‐
tee, you explained to us that the competitive system was not work‐
ing because businesses were passing on the price increases for in‐
puts to their customers.

Can you tell us if anything has changed with respect to the com‐
petitive system?

Mr. Tiff Macklem: I gave a speech in Quebec City a few days
ago, and I showed them a very nice chart—well, nice for
economists, anyway—on the distribution of price changes.

Normally, the curve representing distribution is high and closely
centred around 2. Last summer, the curve was lower and wider,
meaning that the distribution of price changes was quite dispersed,
and it was centred further to the right on the chart.

Right now, the curve lies between its usual position and last sum‐
mer's. It's moving back over, and that signals a return to normal.
We're heading in the right direction but we're still a long way from
normal. We're monitoring this very closely.

Mr. Gabriel Ste-Marie: Thank you.

The Central Bank of Australia has announced that it's removing
the image of a British monarch from its banknotes.

Are you planning to do the same?

:Mr. Tiff Macklem That's a decision for the Department of Fi‐
nance to make. We're more concerned about the security of ban‐
knotes. It's up to the government to decide who's represented on the
bills.
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Legally, there's no reason not to continue having the image of the
Queen or King on bills.

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

Thank you, Mr. Macklem.
[English]

Now we'll go over to MP Blaikie for two and a half minutes.
Mr. Daniel Blaikie: Thank you very much.

If the government were to provide a debt amnesty to low-income
Canadians who owe for having been ineligible for the CERB pay‐
ments they received, would the bank interpret that as a fiscal mea‐
sure contributing to aggregate demand or neutral with respect to ag‐
gregate demand?

Mr. Tiff Macklem: We have not analyzed that, so I really can't
give you an answer. If that happens, we will analyze it and we'll
build in, but I don't know in front of me what the magnitude of that
is.

Mr. Daniel Blaikie: Given that the money's been spent, and
these are folks who don't have money available to repay, in what
way could it contribute to aggregate demand?

Mr. Tiff Macklem: Well, I don't know. I haven't analyzed it and
I'm not going to give you an answer on something I haven't ana‐
lyzed.

Mr. Daniel Blaikie: Earlier you said that the one-time impact of
eliminating the carbon tax would be a 0.5% reduction in inflation.
Is that a net amount, or do you think that it's possible that eliminat‐
ing the carbon tax all in one go could also have an upward effect on
aggregate demand—

Mr. Tiff Macklem: That is just purely an arithmetic calculation.
It's what economists would call “everything else equal”. Inflation is
at 6.3% now. The arithmetic impact of that would be that it would
be 5.8% if you eliminated the carbon tax tomorrow.

Mr. Daniel Blaikie: Okay, and that's without doing any math on
the effect of—

Mr. Tiff Macklem: To the extent that that has other effects on
the economy then, yes, that would have a second-round effect and
you'd have to take that into—

Mr. Daniel Blaikie: Then the maximum—
Mr. Tiff Macklem: Again, we haven't done an analysis of that,

so I don't—
Mr. Daniel Blaikie: Fair enough, but if you allowed for the ef‐

fect of that elimination on aggregate demand, the 0.5% is a maxi‐
mum possible benefit. It could be lower, depending on how people
spend the money that they would—

Mr. Tiff Macklem: It would depend on what happened, yes.
● (1220)

Mr. Daniel Blaikie: Okay. Thank you very much.

With the time I have remaining, I'm curious to know whether the
bank has any thoughts on how spending in the housing market, par‐
ticularly building new housing supply by government, affordable
units, would be interpreted by the bank, in terms of its possible con‐

tribution to aggregate demand, or not. There's a complicated effect
in that it creates demand in some areas over a short period of time,
but it also helps alleviate supply problems over longer periods of
time.

What are some of the factors that government might consider in
order to spend in the right way, from the bank's point of view, and
not have a net higher contribution to aggregate demand?

Ms. Carolyn Rogers: I think you've described them well your‐
self. We're a little bit into speculation mode here with these ques‐
tions. It's difficult for us to give you precise answers in terms of
what the overall effect on inflation would be. As you described, a
carefully targeted program that built housing for the most vulnera‐
ble Canadians, for people with low incomes, would be an example
of a targeted program. Again, without understanding the construct
of any program, it's hard for us to give you a precise answer.

What we would say, as I said earlier, is that the bank has long
pointed to the imbalances in the housing market as a problem.
Adding to the supply of affordable housing, over the long term and
again on balance, all things being equal, would be a good thing for
the economy.

The Chair: Thank you, MP Blaikie.
Mr. Daniel Blaikie: I would like to make a general and conclud‐

ing statement, Mr. Chair, that not all spending is equal—
Ms. Carolyn Rogers: Not all spending is equal.
Mr. Daniel Blaikie: —in respect of its impact on the aggregate

demand that the bank would be looking to assess post-budget, and
in respect of its decisions about whether the interest rate pause
would continue or whether further action on interest rates would be
warranted.

Ms. Carolyn Rogers: I think that's exactly what the governor
said earlier.

The Chair: Thank you, MP Blaikie.

We're moving to the Conservatives and MP Chambers for five
minutes.

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

Thank you for joining us again. It's a pleasure to have you back.
There are some notable absences at this committee, which we may
talk about in the next session.

Governor, you talked about the labour market a little bit. It's very
tight. In the last six or seven years the government has added about
12,000 net positions each year, every year. In fact, it has just pro‐
duced additional human resource plans. I'll give an example. For
CRA, there is an additional $400 million to spend on staff in the
tightest labour market that we've ever seen. We're trying to build
supply to help with inflation, so do you think it's wise that a gov‐
ernment is continuing to add people when there's such pressure on
the labour market?

Mr. Tiff Macklem: Look, as I've said, governments have diffi‐
cult spending decisions. They have to set priorities. What we're go‐
ing to do is to take those into account and then do what we need to
do.
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The Bank of Canada is set up with operational independence. We
have a clear goal and we have the operational independence to pur‐
sue that.

The spending plans, the spending the government has done, and
its agreed plans are built into our projections. If the government
changes those plans, we'll take that into account and do what we
need to do.

Mr. Adam Chambers: Fair enough.

On a textbook definition of crowding out, you have almost a mil‐
lion job vacancies in the private sector. That's come down a bit, but
those are round numbers. It was a million for a long time.

The government is actually hiring a number of people in a tight
labour market. Those jobs, if they were filled in the private sector,
would increase output capacity, wouldn't they?

Mr. Tiff Macklem: I'm going to leave fiscal decisions to you.

Whether it's on health, education or the CRA, governments have
difficult decisions to make, and that's the role of Parliament.

Mr. Adam Chambers: Fair enough.

Would getting energy resources to tidewater increase supply?
Would it help with the output gap issue?

Mr. Tiff Macklem: As new pipeline capacity comes online....
Built into our projection, based on the best available information,
we have new pipeline capacity coming online that will get more oil
to tidewater. That is something that will contribute to growth. It's
built into our projection.
● (1225)

Mr. Adam Chambers: Currently, there are large wage settle‐
ment negotiations happening at the federal level. We know the pri‐
vate sector benchmarks a lot from what happens at the federal level
with respect to wage settlements.

In your mind, what should people, businesses and the govern‐
ment be planning for in terms of what they think is a reasonable
wage settlement offer over the next two to three years?

Ms. Carolyn Rogers: They should be planning for inflation to
come back to 2%.

Mr. Adam Chambers: Is that it?

Some wage settlements at the provincial level have been higher,
but not as much as some of the asks we're seeing at the federal lev‐
el. You think it's fair to recommend that people expect inflation to
come back down to target within a reasonable amount of time when
they are making wage settlements.

Ms. Carolyn Rogers: That's what we're focused on. That's our
advice to employers, as we mentioned to Mr. Blaikie earlier.

It's not our role to tell employers what their wage settlements
should be. It's not our role to tell employees what wage settlements
they should demand. It is our role to tell both employees and em‐
ployers that we are committed to getting inflation back to 2%, and
that you can count on that in settling your wage contracts.

Mr. Adam Chambers: Thank you very much, Mr. Chair.
The Chair: Thank you, MP Chambers.

We're moving to our last questioner, Liberal MP Baker, for five
minutes. That will be the end of this round and this panel.

Go ahead, MP Baker.

Mr. Yvan Baker: Thanks very much, Chair.

Governor, I'll ask for your most concise answers as possible, as I
want to leave a minute for my colleague Madame Chatel.

I want to confirm this for folks at home, so that my constituents
in Etobicoke Centre or other Canadians who are watching this un‐
derstand. What I hear you saying, Governor—I'm not trying to put
words in your mouth, but I genuinely want to make sure we're very
clear with Canadians—is that you've made a projection to the best
of your ability of what inflation is going to be. You've taken into
account all the various information you take into account to make
that projection, including current plans for government spending.

Based on that, you decided to pause interest rate hikes, and
you've projected, as you mentioned earlier today, that the inflation
rate is heading back very close to target by the end of the year.

Am I adequately summarizing your—

Mr. Tiff Macklem: With one slight precision, I would agree
with you.

Our current forecast is that inflation will be around 3% around
the middle of the year and get back to the target next year. If eco‐
nomic developments play out as we've projected—in particular, if
inflation comes down in line with that projection—yes, we don't
think we'll need to raise interest rates further.

There are a number of things that have to happen for that projec‐
tion to get realized. If inflation gets stuck and doesn't come all the
way back to the 2% target, we're fully prepared to increase interest
rates further to get it all the way back.

Mr. Yvan Baker: I hear you saying that Canadians should be
prepared for the fact that you may have to raise interest rates again,
but your current projection is for the rate of inflation to come down
to 3% by the end of the year, and back down to the target of 2%
that you're targeting and that Canadians are accustomed to next
year. You've taken into account the best data you have, including
current government spending.

Mr. Tiff Macklem: Yes, that's a good summary.

Mr. Yvan Baker: Thank you.
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There is one thing I wanted quickly to ask you about. We talked
earlier about the spending the government did during the COVID
pandemic. You and I had an exchange about that earlier. Inflation is
obviously hurting my constituents. It's hurting all Canadians, but to
my mind, if the government hadn't made those investments.... I'm
thinking about things like CERB and the wage subsidy. Approxi‐
mately nine million Canadians, for example, had to take advantage
of CERB.

The economic damage from not doing that—from not having
programs to support Canadians—would have been devastating to
our economy and to Canadians.

Is it fair to say that would have been far more devastating than
the inflation we are facing here today?

Mr. Tiff Macklem: It is fair to say that we all faced a completely
unprecedented situation. GDP plummeted 15% in a number of
months. More than three million Canadians were unemployed and
another more than three million were working less than 50% of
their normal hours. Inflation actually started to go slightly negative.

There was a real danger that if the governments and the Bank of
Canada did not take concerted, bold action, the sharpest recession
in history could have become a depression.

Fortunately, the other part of it is that the health response was
tremendous. The invention and distribution of vaccines was critical
to getting us back to normal. The combination was that we had the
fastest recovery on record and we avoided a much worse outcome.

One quick way of looking at it is to look at the projection the
Bank of Canada put out in the depths of the recession. In fact, it
couldn't really do a projection because there was so much uncer‐
tainty. It provided a band and if you look at the actual evolution of
the economy relative to that band, it's right at the top end of the
band.

Mr. Yvan Baker: Thank you.
● (1230)

The Chair: We'll go over to Madam Chatel.
[Translation]

Mrs. Sophie Chatel: First, Mr. Macklem, on behalf of all my
colleagues on the committee, I'd like to thank you for being with us
today. It's very reassuring to hear you speak to Canadians like this.

Earlier, you said the distribution of businesses' price changes,
their price setting behaviour, is normalizing.

Could you send us the chart you spoke of? We'd really appreciate
it.

Mr. Tiff Macklem: Of course. The chart is on our website, but
I'll send it to the committee.

Mrs. Sophie Chatel: All right, thank you.

Do other countries have different policies?

What policies could be adapted to incentivize businesses to bring
their prices back to normal?

Are there any precedents elsewhere?

Mr. Tiff Macklem: As far as monetary policy is concerned, the
key to normalizing price distribution is reducing excess demand.

When the economy is in an excess demand situation and con‐
sumers start to anticipate that inflation will be high, the price pat‐
tern changes and it's easier to raise prices.

However, the competitive system works much better when we
have a better balance between supply and demand. It then becomes
more difficult for businesses to raise prices because they stand to
lose customers and consumers.

That's why we had to raise interest rates, to better balance supply
and demand and also reduce anticipation of inflation. The competi‐
tive system will work better, and price setting will normalize.

The Bank of Canada's deputy governor Paul Beaudry is giving a
speech today in Alberta, and he will further expand on that.

[English]

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

We thank you for your regular appearances here before the fi‐
nance committee to update us on monetary policy and how things
are going. Members had many questions. We look forward to see‐
ing you here in a number of months.

On behalf of the members, we want to thank you.

Members, we're going to suspend now as we go into our second
panel to look at the luxury tax.

● (1230)
_____________________(Pause)_____________________

● (1235)

The Chair: Welcome back, members.

This panel will be on the Select Luxury Items Tax Act and Bill
C-19.

From the Department of Finance, we have Mr. Gervais
Coulombe, senior director, excise taxation and legislation, sales tax
division, tax policy branch; Mr. David Turner, senior adviser, sales
tax division; and Mr. Darren D'Sa, tax policy officer, tax policy
branch.

Welcome, and I understand the opening statement will be from
Mr. Coulombe.

[Translation]

Mr. Gervais Coulombe (Senior Director, Excise Taxation and
Legislation, Sales Tax Division, Tax Policy Branch, Department
of Finance): Thank you, Mr. Chair.
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I am pleased to be here with you today to discuss the progress
report that was tabled by the Department of Finance on Decem‐
ber 2, 2022, which describes efforts by the department to address
issues with the implementation of the Select Luxury Items Tax
Act—including a summary of discussions and issues raised by im‐
pacted sectors.
[English]

In budget 2021, the government announced the introduction of a
luxury tax on the sale of aircraft and cars with a sales price
over $100,000, as well as on boats with a sales price over $250,000.
This tax is calculated at the lesser of 20% of the value above the
threshold, or 10% of the full value of the luxury car, boat or air‐
craft. The luxury tax came into effect on September 1, 2022.

This report addresses the following steps leading to the imple‐
mentation of the luxury tax: the release of a technical backgrounder
for public consultations, as of August 2021; the release of draft leg‐
islation for public consultations, as of March 2022; feedback re‐
ceived from stakeholders; internal consultations with CRA, CBSA
and other governmental departments; linguistic, bijural and legistic
review conducted by the Department of Justice; changes made in
response to those public consultations; governmental news releases
announcing details on the implementation, which were released in
July 2022; an order in council made by the Governor in Council to
fix the coming-into-force date of the luxury tax, released in August
2022; the release of draft regulations by the Department of Finance;
the administration of the luxury tax by CRA and CBSA since its
coming into force; additional measures since that coming into
force; and, finally, a list of examples of typical stakeholders who
met with finance officials over the last two years.

As detailed in this report, the Department of Finance consulted
and discussed with sectors, on many different occasions, in an ef‐
fort to address issues with the implementation of the luxury tax.
Now that the luxury tax is in effect, administration and enforcement
are ensured by CRA and CBSA. The first reporting period for the
luxury tax ended on December 31, 2022. Taxpayers had until Jan‐
uary 31 of this year to file their first return with CRA.
● (1240)

[Translation]

The department will continue to closely monitor the implementa‐
tion of the tax.

Finally, as officials of the Department of Finance, we make best
efforts to remain open and available to stakeholders, so that we can
hear and understand any technical concerns they have with respect
to the tax system, all while still ensuring that the government's tax
policy goals and objectives are met.

This completes my opening remarks. I'm here with my col‐
leagues to answer any questions that committee members may
have.
[English]

The Chair: Thank you, Monsieur Coulombe.

We're going to get into the first, and only, round we will have
with you and your colleagues, at this time.

Members, I'm looking at the time. Each party will have about
five to six minutes.

We're starting with the Conservatives.

Please go ahead, MP Chambers.

Mr. Adam Chambers: Thank you very much, Mr. Chair.

Just off topic, but since I have the floor, I just note the Deputy
Prime Minister has not accepted the invitation to come to commit‐
tee. The governor has been glad to appear every time he's been in‐
vited. The only time the Deputy Prime Minister appears is when
there's legislation to pass. If the government would like the legisla‐
tion with the BIA, which is going to come in a few months, to pass
smoothly, I think we should probably work on a better working re‐
lationship.

Anyway, let's talk about the luxury tax.

Thank you for appearing.

One of the things we heard from stakeholders was the govern‐
ment had not completed an economic impact analysis of the luxury
tax. The Parliamentary Budget Officer indicated, just using vessels
as an example, about a $2-billion loss of sales over the next five
years for vessels. The aerospace sector industry group, just for busi‐
ness jets alone, believe there will be about 750 job losses as a result
of the imposition of the luxury tax.

Does the Department of Finance agree with some of these eco‐
nomic analyses? Will that be part of your final report? I understand
this first interim report was a little bit more on the implementation,
but are these some factors you will be opining on in the next up‐
date?

Mr. Gervais Coulombe: As you correctly pointed out, that re‐
port is the first of two. The motion adopted by this committee in
October included the presentation of a detailed written economic
impact study. That study is being completed by the department as
we speak. I understand it will be tabled by March 1 of this year.
That will include more details on the economic impacts of the in‐
troduction of the luxury tax, but I'm not in a position to speculate
on its content at this very moment.

Mr. Adam Chambers: Of course. Fair enough.

I want to note something that would be helpful for the commit‐
tee, if I could offer some suggestions.

In other jurisdictions that have introduced a luxury tax, some
have kept them, some have substantially amended them and some
have removed them altogether for various reasons in Europe, and
even in the U.S. If there's some discussion in the final report about
why some jurisdictions decided to make changes or to abandon
them, I think it would be helpful for the committee, and certainly
for industry, which, because the government didn't complete its
own analysis prior, has been trying to determine what the real im‐
pacts are to industry.



18 FINA-77 February 16, 2023

It sounds like you have a good open relationship with the various
industries. Is that right? Are they sharing their information with
you? Are you relying on some of the work they've done to inform
the future report?
● (1245)

Mr. Gervais Coulombe: As stated in the report that we tabled in
December to that committee, there have been ongoing consultations
with the three economical streams, so basically the car, the boat and
the aircraft industries. We have received on numerous occasions
their feedback, including on some of the analysis you mentioned.

But, again, the economic impact study will be tabled before that
committee later this month or by March 1.

Mr. Adam Chambers: Thank you.

So you wouldn't be in a position to say whether you agree with
some of the assumptions made by either the Parliamentary Budget
Officer or, say, the aerospace sector yet. Is that fair?

Mr. Gervais Coulombe: Given that this economic study will be
tabled, it would just not be appropriate for us to start navigating in‐
to those issues. The committee would probably appreciate reading
the report on the impacts of this first.

Mr. Adam Chambers: Absolutely. Certainly, we look very
much forward to that as a way to give us some advice about how
we might proceed in the future or how we could adjust perhaps
some of the thresholds. I'll note the threshold for airplanes
is $100,000. I'm not sure I want to fly in an airplane that costs less
than $100,000, and so I would be open to some threshold discus‐
sions as well.

I wanted to thank the department for the work so far, which is
helpful, but, of course, we're very interested in the economic impact
statement. I know you worked with industry on some of the imple‐
mentation issues, which you identified in the report. For us, the re‐
port that comes in March will be, I think, perhaps a richer discus‐
sion and have some feedback from the associations, but thank you
for your work so far.

Thank you, Mr. Chair.
The Chair: Thank you.

We go over to the Liberals now.

MP Chatel, go ahead for five minutes, please.
[Translation]

Mrs. Sophie Chatel: Thank you, Mr. Chair.

I'd like to thank the witnesses for being with us today.

I have to mention what a great job all of you in the Department
of Finance are doing to help Canadians. You make sure that
Canada's tax system is fair and balanced, and that it gives the gov‐
ernment the revenue stream it needs to make Canadians' hopes and
dreams come true. It also keeps them healthy, as we've seen recent‐
ly. This would not be possible without your hard work. Thank you
very much.

I know you held very broad consultations, and I would like to
hear your comments about that.

What are the key comments you received?

What challenges did you face?

How did you respond to them?
Mr. Gervais Coulombe: I can start answering the question, and

then I will turn to my colleagues.

At the bottom of page 1 and the top of page 2 in the report, you
will find the main comments received at our consultations on the
technical backgrounder. At that point, no detailed legislative pro‐
posals had been released yet.

We received a lot of feedback, particularly from people in the
aeronautics industry, who pointed out the absence of a business use
test. That was part of the feedback taken into consideration when
drafting the legislative proposals released for public comments in
March of last year.

We also received feedback on the test for improvements made to
goods subject to the luxury tax. People in the industries asked us to
make sure that subject vehicles, aircraft and vessels sold below the
price threshold will never be subject to the technical improvement
tax rule. That was part of the feedback we received during consulta‐
tions.

Mr. Turner, would you like to add something?
● (1250)

[English]
Mr. David Turner (Senior Advisor, Sales Tax Division, De‐

partment of Finance): Certainly. One of the other themes during
consultation and moving the technical paper into legislation was,
not surprisingly, bringing additional detail and specificity to all of
the concepts, terms and proposals that were included in the techni‐
cal paper.

The technical paper, given its nature, was presented at a higher
level and intended to solicit expert information from participants in
the industry itself, and it was effective in doing that. We received
information on just how sales of planes, for example, work and
how those will work with the proposed definitions. You saw many
refinements made to the definitions themselves.

When the legislation was released in draft form in March of last
year, the feedback continued, and there was increased request for
specificity. Also, additional circumstances were brought forward,
which we could then respond to in a fairly technical manner. This is
pretty far down in the weeds, but these were the sorts of refine‐
ments that were made.

One example of that was that we received feedback from stake‐
holders regarding sales, the agreements for which were completed
before a certain date, and whether those were receiving the appro‐
priate and fair treatment under the taxation framework, so some
modifications were made to those rules, which were reflected in the
final legislation that this committee considered and studied last
summer.

Mrs. Sophie Chatel: Would you say that the stakeholders were
happy with the way you worked with them and your response to
their concerns?
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[Translation]
Mr. Gervais Coulombe: I'd say that the key stakeholders are al‐

ways pleased when their comments are read and they participate in
discussions. Generally speaking, people from industries were
pleased to see that some of their concerns had been taken into ac‐
count in the final legal provisions adopted by Parliament. Of
course, not all of their recommendations were taken into account.

Our role is truly to implement government policy. However, the
policy clearly stated that a tax would be applied to three types of
luxury goods. Many expressed their opposition to a tax of this kind
from the outset. It was introduced anyway, but with technical ad‐
justments.

The Chair: Thank you.
Mrs. Sophie Chatel: Thank you very much.
The Chair: Thank you, Mrs. Chatel.

[English]

We'll go to MP Ste-Marie, please, for five-plus minutes.
[Translation]

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

First I'd like to welcome the three witnesses and thank them for
being with us. We are finally able to meet. At the last committee
meeting before the holidays, a tragic event prevented us from hold‐
ing this meeting.

Mr. Coulombe, we recognize that you receive orders from the
government, in this case the Minister of Finance. You are told to in‐
troduce a tax, and you must do it. That's your role. In previous ses‐
sions of Parliament, when this tax was introduced, I was surprised
and even shocked to learn that there was no economic impact study
to go with the introduction of this new luxury tax.

For example, the folks at the Aerospace Industries Association of
Canada have said over and over again that they support the princi‐
ple behind the tax. That's also my political party's position. Howev‐
er, we must keep perverse and negative effects from harming indus‐
try to such an extent that they neutralize the original objective to
make the rich pay. I'm thinking in particular of the devastating ef‐
fect that the aerospace industrial cluster had in Quebec and Canada.

When a policy like this is being rolled out, I find it unacceptable
that no impact study has been conducted to assess it. It's even more
obvious when we think of the sobering example in the United
States. They brought in a similar tax in the early 1990s, but then
withdrew it precisely because the impact had not been properly
evaluated.

The Parliamentary Budget Officer expects that this tax will cause
a shift in buyer behaviour.

Is a change in behaviour like this being considered in the impact
study you are currently conducting?
● (1255)

Mr. Gervais Coulombe: Thank you for the question.

Again, it wouldn't be appropriate for me to start discussing the
content, assumptions or methodology presented in the economic

impact study. I'm sure you understand that the committee's motion
was passed on October 22, I believe. So colleagues have been
working for several months to complete the study.

Your panel today consists primarily of witnesses who are trained
jurists. We truly specialize in drafting legislation. A team at the De‐
partment of Finance specifically deals with the economic aspects.
You should be able to find the answer to your question in the report
to be tabled within two weeks.

Mr. Gabriel Ste-Marie: Actually, I was expecting the team in
charge of the economic aspects and carrying out the study to come
report to us and tell us how far along they are. We could have dis‐
cussed it more thoroughly.

The Parliamentary Budget Officer is expecting a change in be‐
haviour. I would simply like your team in charge of the economic
aspects to be advised that we—at least that's my position and the
position of the majority of my colleagues here, I believe—we ex‐
pect that change in behaviour as a result of the tax being introduced
to be factored into their study. I'd like you to convey that message
to them.

With respect to the aerospace sector, HEC Montréal professor
Jacques Roy has done an impact study that takes that aspect into ac‐
count. I want to make sure you tell your economist colleagues to
ensure that aspect is taken into account. We need to see what their
position is on this.

We're hearing that in the aerospace sector alone, 2,000 jobs are
on the line as a result of the tax as it stands. As far as the impact
study is concerned, we need to get an idea of how the department's
study stacks up on that.

Mr. Gervais Coulombe: The only comment I'd like to add is
that, as you mentioned, we were supposed to appear before the
committee on December 9. That was postponed because of
Mr. Carr's tragic death. So thank you for your comment about the
timing perhaps not being ideal, but today is the day we were asked
to appear on the first report.
[English]

The Chair: You have 30 seconds.
[Translation]

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

In closing, I'd like to address you, Mr. Chair, and my esteemed
colleagues. I think we are looking forward to the economic impact
study being tabled. We look forward to seeing it and analyzing it. I
feel we might want to make sure that the people who did the study
can appear alongside the Department of Finance team at a future
meeting to answer specific technical questions about the assump‐
tions used.

I'd like to thank the three witnesses for being with us today. I also
thank them for their work.

The Chair: Thank you, Mr. Ste‑Marie.
[English]

Now we'll go over to MP Blaikie to finish off this panel.

You have five minutes.
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Mr. Daniel Blaikie: Thank you very much, Mr. Chair.

I'll start with some honest feedback about the progress report that
your department prepared. I have to say I found it disappointing. I
think what I had hoped to see in a progress report were some
lessons learned from the initial months of implementing the tax. It
was very light on that, if there was anything. What it provides is a
little bit of history as to how we got to the point of implementing
the tax in its current form.

I've heard the answer many times—in terms of the impact of the
tax overall, we're to wait for the economic impact study. I am inter‐
ested to know, given that you've been in the process of implement‐
ing the tax now for several months, what you have learned. What
kind of friction has there been in the implementation of the tax?
What kind of information have you needed from companies, for in‐
stance, on the ratio of personal use to business use? What's the re‐
porting regime for that? Is that beginning to come together? I know
there were questions before the legislation was passed about what
that would look like and how that would be reported. What are the
new mechanics that your department has had to adopt to implement
the tax as is, and what have you learned in that implementation?

That's what I was expecting to see in the progress report.
● (1300)

Mr. Gervais Coulombe: The luxury tax is to be remitted on a
quarterly basis. Ths first quarter effectively covered the September
1 to December 31 period.

When a quarter is completed, taxpayers have until the end of the
following month to file the return with the CRA and to remit the
luxury tax revenues to the Receiver General for Canada. The reality
is that that process was just completed a couple of weeks ago. As a
result, the department has not yet received microdata with respect
to how much revenue has been collected by the luxury tax. We will
start receiving that information in the near future.

When we look at parallel new tax measures that we have imple‐
mented over the years, we see that it takes a few months after we
start receiving returns to have a broader sense of the situation, the
lay of the land.

That said, we have worked extensively with the CRA and with
the CBSA to ensure that those two administrative agencies were
providing technical assistance to taxpayers. My understanding is
that the CRA website, in particular, includes a list of notices intend‐
ed for the various audiences, those who have to register under the

tax. In that sense, the lessons learned...are likely to continue to have
a good working relationship—

Mr. Daniel Blaikie: I have a quick follow-up question before we
run out of time.

Given the letter of comfort that was issued on November 29,
2022, with respect to sales of subject aircraft or subject vessels en‐
tered into before 2022, do you expect, for that first quarter, that
there would have been aircraft sold that were covered by an agree‐
ment signed in 2022, as opposed to prior to 2022? In that sense, are
you expecting any revenue from the luxury tax on aircraft for this
quarter, or are you anticipating that the aircraft sold in that period
would have been covered by pre-2022 agreements, and therefore
not subject to the tax?

Mr. Gervais Coulombe: We booked for 2022-23, the first fiscal
year, about $79 million of overall luxury tax. On the subject of air‐
craft, we're expecting to generate about $5 million of revenue dur‐
ing the initial fiscal year.

I don't have the breakdown as to whether those revenues were
expected to come in the first reporting period or the second. The
technical adjustments that we made, including through that comfort
letter, were in respect of aircraft that we did not consider to be part
of the base. In that respect, I don't expect to see a huge impact on
the revenue profile.

Again, I'm speculating here. We will see....
Mr. Daniel Blaikie: Indeed, but it is a possibility that the first

quarter would return no revenue from the luxury tax in respect of
aircraft, given that comfort letter.

Is your projection for the entire 2022-23 fiscal year?
Mr. Gervais Coulombe: The numbers that I provided to you are

in line with the fiscal profile we provided to the committee on May
3 of last year with respect to the first fiscal year.

The Chair: Thank you.

We want to thank Department of Finance officials for appearing
before us and for your testimony for this study.

Thank you on behalf of the committee.

Members, that concludes our day, so shall we adjourn?

Some hon. members: Agreed.

The Chair: We are adjourned.
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