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[English]

The Chair (Ben Carr (Winnipeg South Centre, Lib.)): Good
afternoon, everybody. Welcome.

Here we are again, meeting for the second time on our defence
industrial strategy study. This is meeting number seven of the
Standing Committee on Industry and Technology.

This is a friendly reminder to protect the health and well-being of
our interpreters. If you are using your earpiece, and if it's plugged
in and not on your ear, please place it on the sticker in front of you.
If it's not plugged in, don't worry about that. That's just relevant to
those who have tables in front of them.

Colleagues, we're going to try to be effective and efficient today,
as always. We have two witnesses with us here for the first hour of
our meeting.

From the Office of the Parliamentary Budget Officer, we have
the interim Parliamentary Budget Officer himself, Jason Jacques.
We also have Christopher Penney, senior adviser, from the PBO.

Mr. Jacques, the floor will be yours for upwards of five minutes.

Following that, we will get into a line of questioning. Each mem-
ber of the affiliated political parties here has an allotted amount of
time. We'll begin with our colleagues from the Conservative Party
and then go around the table.

If you have any questions at any point, you are certainly wel-
come to pose those to me. Otherwise, I'm going to let us get going.

Mr. Jacques, the floor is yours for five minutes.
[Translation]

Jason Jacques (Interim Parliamentary Budget Officer, Office
of the Parliamentary Budget Officer): Thank you.

Good afternoon, Mr. Chair and committee members.

Thank you for the invitation to appear before you today. We're
pleased to be adding content to the study of Canada's industrial de-
fence strategy.

With me today I have senior advisor Christopher Penney, our of-
fice lead on the defence file.
[English]

In accordance with our legislative mandate to provide impartial

independent analysis to help you fulfill your constitutional role of
holding government accountable, our office prepares reports and

analyses on the fiscal implications of Canada’s defence spending
and major procurement programs.

In May 2022, we published our independent assessment, “The
Industrial and Technological Benefits Policy: An Analysis of Con-
tractor Obligations and Fulfillment”. This report analyzes transac-
tions and investments under the industrial and technological bene-
fits policy, also known as the ITB policy, for Canadian defence and
security procurement.

Based on our analysis, we found that transactions under this poli-
cy for the period of 2015-19 totalled $18.3 billion. Of this amount,
we found that almost half related to transactions that were not di-
rectly related to the production of military equipment purchased by
Canada.

Furthermore, our analysis found that Canadian-owned firms ac-
counted for about one-third of the total dollar value of ITB transac-
tions with large partner firms.

® (1635)

[Translation]

We'll now answer your questions regarding our analysis of the
industrial and technological benefits policy or other work done by
the Office of the Parliamentary Budget Officer.

Thank you, Mr. Chair.
[English]

The Chair: Thank you very much, Mr. Jacques.

Mr. Guglielmin, the floor is your for six minutes, sir.

Michael Guglielmin (Vaughan—Woodbridge, CPC): Thank
you both for being here today.

Mr. Jacques, your economic and fiscal outlook doesn't include
the NATO commitment of 5% of GDP on defence by 2035. Is that
correct?

Jason Jacques: That is correct.

Michael Guglielmin: Your outlook then didn't include the full
picture of Canada's fiscal position, considering that it not only
didn't include the 5%, but also didn't include a large portion of the
Liberal campaign promises.
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Jason Jacques: It's important to look at the other side of what
was also not included. We also did not include the potential savings
from the comprehensive expenditure review currently being under-
taken by the government. That could potentially offset some of the
additional fiscal costs that will be incurred by the government. As
well, with respect to the NATO 5%, something which I mentioned
at the government operations committee, one of the major reasons
we didn't include the ramp-up from 2% to 5% is that there is the
potential for dual-use infrastructure. As to the extent to which
Canada is already spending on infrastructure, under the new NATO
5% commitment that might be eligible as part of the new 5%, we
don't know what that precisely looks like at this point.

Michael Guglielmin: You also said in some of your assumptions
that you made around this that the countermeasures that were in ef-
fect on September 5 would remain in place. There were some as-
sumptions that the Canadian tariffs on goods from the U.S. will be
gradually phased out. Is that correct?

Jason Jacques: That's correct.

Michael Guglielmin: We learned today that not only do we not
have a deal with the U.S. yet, but news out of the U.S. today said
auto tariffs are going to remain in place. This means that potentially
the outlook could be worse than anticipated.

Jason Jacques: It potentially could be worse. It potentially could
be better. It's a very dynamic environment, and it's something—

Michael Guglielmin: That's fair enough.

Given that the federal deficit is projected to be $68.5 billion this
year and that Canada has an unsustainable debt trajectory, as you
had mentioned, even before accounting for the very much-needed
defence spending increase, to your knowledge, should Canadians
be at all concerned that Canada might not be able to meet these im-
portant critical NATO defence commitments and potentially risk
not keeping our commitments to our troops or allies?

Jason Jacques: With respect to the key question of sustainabili-
ty, the debt-to-GDP ratio for the country cannot rise in perpetuity.
What I pointed out at the government operations committee was
that this is the first time in a long time that we've seen an upward
trajectory for the debt-to-GDP ratio. Obviously, the government's
aware of that and the government has space at this point to manage
1t.

The key point and I think the key takeaway that I highlighted
was that it's a very challenging fiscal situation owing in large part
to factors outside of the government's control and to external fac-
tors outside of the country at this point.

Yes, absolutely, it raises challenges for the government to make
really important trade-offs.

Michael Guglielmin: Given your stark warning that it's not a
funny outlook, that it's unsustainable and shocking, what concrete
fiscal adjustments would you think the government might need to
make so that we can meet this very necessary and critical NATO
defence spending commitment, and what happens if we don't make
the adjustments required, just from a purely fiscal perspective?

Jason Jacques: I think, as I mentioned at previous committees,
generically there end up being two options for the government, or
any government, around budgeting: You can make adjustments on

the expense side or you can make adjustments on the revenue side.
Fundamentally, it does come down to a question of trade-offs.

Michael Guglielmin: It's cut spending or raise taxes.

Jason Jacques: It's the same way that people would manage a
household. You can't buy everything you want. You can't get every-
thing you want. You have limited means. The government, like any
household in this situation, is going to have to make trade-offs, just
as Canadians need to make trade-offs.

Michael Guglielmin: Your report highlights that debt interest
charges will cost taxpayers $55.3 billion this year, already exceed-
ing health care transfers. It will rise to $82.4 billion by 2030.

If we add this very important and critical NATO spending on top
of this, what effect would this have on debt servicing costs?

® (1640)

Jason Jacques: Obviously, if you spend more money without a
commensurate increase on the revenue side, then potentially you
would need to raise that money through debt financing. If you raise
it through debt financing, then you're going to be paying higher
debt interest costs.

Again, something that I mentioned at the committee previously is
that it's a forecast; it's not the future. If [ were perfectly clairvoyant,
I would be retired on a Pacific island with a helicopter pad at this
point. I'm not, and the mandate of the office is to ensure that we are
putting numbers into the public domain and making them available
to parliamentarians so they have a sense of what the status quo
looks like. I'm very optimistic that the status quo will not come to
pass.

Michael Guglielmin: I want to ask a question related to our oth-
er study on capital flight and productivity.

As mentioned, the federal deficit is now projected to reach $68.5
billion this year under Prime Minister Mark Carney. It's a signifi-
cant jump from the $42.2 billion projected in the 2024 fall econom-
ic statement under former prime minister Trudeau. At that time,
the $42.2 billion was so alarming that finance minister Chrystia
Freeland resigned over it.

What does this sharp increase to the deficit say about Canada's
fiscal sustainability moving forward? That sustainability affects in-
vestment, business confidence and overall productivity in the mar-
ket.

You'll have to be quick.
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Jason Jacques: I think a large part of the deteriorating deficit
situation is just a natural reflection of what happens when the econ-
omy hits a period of uncertainty, the labour market becomes more
challenging and automatic federal supports kick into place. People
lose their jobs, unfortunately, and employment insurance is there to
help them out and give them some sort of support. Inversely, the
flip side of that on the revenue side is that when people lose their
jobs, they're not paying personal income taxes, so you would ex-
pect automatically to see the deficit situation deteriorate.

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

Ms. Acan, you have six minutes.
Sima Acan (Oakville West, Lib.): Thank you, Mr. Chair.

Mr. Jacques, our government is making deliberate and targeted
investments in Canada's strategic industries, from clean technology
to advanced manufacturing, with the goal of building a more inno-
vative and resilient economy. These are not short-term expendi-
tures, but forward-looking investments designed to strengthen our
industrial capacity and ultimately reinforce our long-term fiscal
sustainability. Specifically, defence investments are critical to se-
curing the safety of Canadians in a challenging global landscape. 1
believe you and fellow committee members agree with that.

Given that Canada continues to maintain one of the lowest debt-
to-GDP ratios among the G7 economies, would you agree that
Canada retains fiscal credibility and the necessary fiscal room to
pursue these kind of strategic, growth-oriented, national defence in-
vestments, particularly when they are tied to innovation, long-term
economic outcomes and the security of our nation?

Jason Jacques: Thank you for the question.

In response to it, I would start with a quote from the 2024 fall
economic statement on page 38, which at that point indicated the
following:

The government is committed to its fiscal anchor: to reduce the federal debt-to-
GDP ratio over the medium-term. This metric is key not only for fiscal sustain-

ability, but also to preserve Canada's AAA credit rating, which helps maintain
investors' confidence and keeps Canada's borrowing costs as low as possible.

Sima Acan: I'm asking specifically for defence investments be-
cause there are advanced manufacturers, engineering companies
and aerospace and defence manufacturers in my riding of Oakville
West. That's why I would like to hear your input on this question on
defence investment.

Do you not agree that these investments are actually not expendi-
tures, but investments to bring jobs and more manufacturing to
Canada and to increase our productivity?

Christopher Penney (Senior Advisor, Office of the Parlia-
mentary Budget Officer): I would respond by saying that we
haven't conducted such an analysis at our office to determine
whether these investments are a net gain or a net loss, for instance.

Of course, with any investment in the defence industry, you have
to compare that against what could have been done with that money
otherwise. Could it have been invested in social policies? Could it
have been in tax cuts? Could it have been anything else?

We haven't conducted a report on that. We wouldn't want to
speak authoritatively in providing a response.

® (1645)

Sima Acan: How can we ensure that we have the right metrics
or measurement framework in place to evaluate the long-term out-
comes of defence investments, not just in terms of immediate
spending, but with respect to economic growth and productivity
gains?

Christopher Penney: I would say that defence investments are
included in our economic modelling thus far. It's certainly some-
thing we want to look at in more detail going forward.

Of course, with the increased defence expenditures planned to
reach 5%, or 3.5% of actual defence and 1.5% ancillary defence, by
2035, we want to know and people want to know what the econom-
ic impact of this increased defence expenditure will be. Yes, we
will certainly deign to model those economic impacts.

Sima Acan: Thank you.

Canada's defence industry undertakes 3.4 times more research
and development than the manufacturing sector. It employs 2.5
times more STEM workers.

When modelling the economic impact of the defence industrial
strategy, what key assumptions are necessary to fully capture the
productivity uplift associated with this high level of specialized re-
search and development, and capacity reuse?

How would these benefits compare to modelling conventional in-
dustrial or infrastructure spending where research and development
intensity may be lower?

Christopher Penney: I would say that it's a matter of course that
investments in the defence sector would tend to have a greater con-
centration of, for instance, STEM or other technologically oriented
areas.

As mentioned, we haven't yet conducted a study on this topic. It
is something that we would like to look into in greater detail.

Sima Acan: I may be repeating myself here, but would you
please answer?

With Canada committed to increasing defence spending through
the new defence industrial strategy, what would the cost of inaction
on this file be? How might an increased reliance on foreign supply,
missed innovation opportunities or an immature industrial supply
chain impact Canadian opportunities and development in the com-
ing years?

Christopher Penney: That's a very good question. It's perhaps
the million dollar question actually.
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One of the main reasons you want to invest in your domestic in-
dustry is to ensure security of supply in the event of a sustained
conflict. Are we there yet? That remains to be seen. If you look at
the MSP, the munitions supply program, only half of our munitions
are supplied by Canadian firms. Certainly you don't want to get into
a situation where you enter into a conflict and you're unable to sup-
ply yourself.

Yes, you can make the argument, or one reasonable person could
make the argument, that investments are needed in these areas.

Sima Acan: I'm happy to see that you agree that defence invest-
ment is a major item that we need to focus on now.

Thank you so much
The Chair: Thank you, Ms. Acan.

[Translation]

Mr. Ste-Marie, you have six minutes.

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

Good afternoon, Mr. Jacques and Mr. Penney.

Thank you for agreeing to appear before the committee today to
discuss the industrial defence strategy.

Mr. Jacques, before asking you more specific questions, I want to
hear your thoughts on something. The government announced that
it will table its budget on November 4. It warned us that some
spending would reach record levels. We often hear talk of $100 bil-
lion. A new accounting approach would involve keeping govern-
ment operating expenses very low and placing almost everything in
another category.

Have you looked at the announcements made by the Minister of
Finance and the rest of the government regarding this new account-
ing method?

In your opinion, where would military spending fall under this
new approach? What are your thoughts on this?

Jason Jacques: Thank you for your questions.

We saw yesterday's announcement. We're pleased about the gov-
ernment's statement that the current indicators for the debt-to-GDP
ratio and the deficit-to-GDP ratio will remain unchanged. Every-
thing that we've seen in the past will continue.

At the same time, as you said, the government announced anoth-
er way of looking at the budget, with an operating budget and a
capital budget. This has already been done in Quebec and other
Canadian provinces. However, as we said yesterday, the govern-
ment is proposing a different definition for the capital budget,
which would exist only here in Canada. It would be distinct. That
gives us some cause for concern. Parliamentarians should opt for a
clear and obvious approach that already exists, instead of reinvent-
ing something completely new.

In terms of National Defence spending, given yesterday's an-
nouncement, I think that defence infrastructure will be included in
the capital budget. Some conceptual issues remain when it comes to

increasing productivity with a few military weapons. However, ac-
cording to the accounting approach, it will be there.

® (1650)

Gabriel Ste-Marie: [ want to be sure that [ understood correctly.

You're telling me that all military spending would be considered
capital expenditures, not operating budget expenditures.

Jason Jacques: That isn't the case for all spending. This applies
only in cases where the government will be purchasing goods.

Gabriel Ste-Marie: Good. Thank you.

If the November 4 budget did indeed include a $100 billion
deficit, how much financial leeway would this give Canada for ma-
jor new military spending programs?

What would be the impact?

Jason Jacques: It's difficult for us to predict. One hundred bil-
lion dollars is a large figure, but it's just one figure. We think that
it's more important to look at the other figures. One hundred billion
dollars is a high figure. However, it's more important to look at the
forecasts for other years and the projections for managing the finan-
cial gap in the future. This is difficult right now.

You spoke about military spending. There are other expenditures
and other types of significant revenue. It's difficult to calculate the
revenue and expenditures.

Gabriel Ste-Marie: Yes, clearly.

In your opinion, could the additional investments undermine oth-
er federal government priorities, taking into account the leeway
available?

Jason Jacques: As I said, it's always about decisions. Money
isn't an inexhaustible resource. You and I must make decisions
about our own finances. Canada, the provinces and Canadians must
do exactly the same thing.

Gabriel Ste-Marie: Good.
My next question is for Mr. Penney.

A little less than a year ago, you published the report entitled
“The Fiscal Implications of Meeting the NATO Military Spending
Target”.

Can you take a few minutes to tell our committee the areas of
concern in your report?

[English]

Christopher Penney: It is perhaps somewhat ironic to bring up
that report, which is now completely moot, as we're now aiming to
hit 5% and not 2%. In that report, we found that there would be
some violations of the fiscal anchors that were placed at that time,
which were the GDP decreasing and deficit to GDP being under
1%. We found that, according to that study, it would violate the
deficit to GDP and there would be some period of increasing debt
to GDP under those assumptions.
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With the 5%, I am happy to advertise that we are working on a
new report that will ascertain the fiscal impact of reaching 3.5% of
defence spending plus 1.5% ancillary defence spending by 2035.

® (1655)
[Translation]
Gabriel Ste-Marie: Thank you.
The Chair: Thank you, Mr. Ste-Marie.
[English]
Madam Dancho, the floor is yours for five minutes.

Raquel Dancho (Kildonan—St. Paul, CPC): Thank you, Mr.
Chair.

Thank you, Mr. Jacques and Mr. Penney, for being with us today.

As you know, this committee is also studying the productivity
decline and capital outflow which Canada has been experiencing,
unfortunately, for quite some time. Certainly, as you know, on top
of these long-standing economic issues in Canada, we're also expe-
riencing a bit of an economic slowdown. In fact, the government's
own numbers, as you're well aware, are predicting a decline of
1.6% in real GDP in 2025. Certainly at least some of that decline
can be attributed to the tariff war.

I think everyone agreed that we needed to punch back against
what we see as unfair trade practices from the United States with
counter-tariffs, but what I've been unable to find is the magnitude
of those counter-tariffs.

Are you aware of how much revenue the Canadian government
has accumulated from those counter-tariffs? Can you provide a
number?

Jason Jacques: I have a number but, unfortunately, it's back at
the office right now.

I would say the government's been relatively transparent about
providing numbers on counter-tariff revenue. They publish a
monthly fiscal monitor by the Department of Finance, and the de-
tails are provided within that document.

I'd be happy to furnish the precise number back to the commit-
tee. I know that we have an estimate for the current fiscal year, for
2025-26.

Sadly, I did not anticipate there would be so much interest in our
economic fiscal outlook.

Raquel Dancho: Thank you.

Yes, I did see in The Globe and Mail that it was just south of $1

billion, but we saw some of the numbers in the spring from the Car-
ney government that were over $1 billion.

I'm wondering if you can provide an update, even just a general
number. Is it more than $1 billion? Is it $5 billion? Is it $10 billion?

Jason Jacques: I could, but I always get into trouble when I
speculate. I'll get back to the committee with that number.

Raquel Dancho: Can you confirm if it's $20 billion or near $20
billion? That's a number that you would remember, I think.

Jason Jacques: The number $20 billion was floated in the
spring, and it was something that we looked at in anticipation of the
counter-tariffs that had been announced by the government being in
place, as announced, for the full year. As everyone is aware, those
counter-tariffs have been removed slowly over time, so we're well
below the $20 billion mark at this point.

Raquel Dancho: Okay.

From the numbers that we saw, it's perhaps $1 billion to $2 bil-
lion. That's what I saw. Those were the most recent numbers I was
able to get, but you're saying it may be more but it's certainly
not $20 billion, as you've outlined.

I appreciate that.

1 did also want to ask if you're aware of how much has been re-
mitted to businesses since then, because we did hear that there were
promises that these counter-tariff measures from businesses paying
on those imports from the United States would be given back to
workers and businesses. Do you have a number for that?

Jason Jacques: I do have a number and, sadly, it's back at the
office right now. I apologize.

Raquel Dancho: That's no problem. If you could commit to
sending those figures to us, that would be great.

It's my understanding from the Canadian Federation of Indepen-
dent Business that well over half of their members—which is
100,000 members—who have applied have not heard back. Out of
their membership who applied for counter-tariff measures, half of
those have not heard back.

Dominique O'Rourke (Guelph, Lib.): I have a point of order,
Mr. Chair.

The Chair: I'm sorry, Madam Dancho. I've stopped the clock.

Madam O'Rourke.

Dominique O'Rourke: I understand it's of interest—

Raquel Dancho: Is there a standing order I'm violating, Mr.
Chair?

Dominique O'Rourke: —but we are speaking about the defence
industrial strategy.

The Chair: Madam Dancho, a point of order requires me to ad-

dress the member who has raised it. I'm just trying to understand
her argument, so give me one sec.

Madam O'Rourke, if I understand this correctly, you're raising a
point of order on a question of relevance.

Dominique O'Rourke: Precisely.

The Chair: Okay.
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Look, we're here to have a conversation about the defence indus-
trial strategy. I understand that this can encompass a wide array of
affairs. I hope in our line of questioning we can get to some
specifics that, even if not at the outset, when directed toward the
defence industrial strategy will ultimately help us understand how it
connects to it.

Madam Dancho, I paused the clock. I'll return the floor to you
with a minute and 57 seconds remaining.

Raquel Dancho: On that same point of order, if I may, when we
were consulted on whether we could bring in the PBO, my under-
standing from our Bloc Québécois member was that it was for both
studies. That may be my mistake. We did have conversations, I be-
lieve, with the clerk, but perhaps there's been a miscommunication.
I would not have agreed unless he could have come to speak to
both.

Perhaps a compromise is that he be invited back promptly to
speak exclusively about productivity and capital outflow. Other-
wise, we would not have agreed. I can either continue my line or
we can have him back real soon.

The Chair: For the purposes of the efficiency of this discussion,
with two minutes remaining in your line of questioning, let's allow
you to complete that. If I hear anything that concerns me about the
direction, I'll intervene at that point.

® (1700)
Raquel Dancho: Thank you.

I could loop this, certainly, to the defence industrial strategy, be-
cause a lot of our SMEs produce things that the Canadian military
would be happy to buy and does buy. It does certainly impact them,
because of course they are importing many goods from the United
States to manufacture into things that are Canadian made. In fact, a
very large part of our businesses in this country does bring in goods
from the United States. I think 51% of SMEs bring goods in from
the United States. Many of them have experienced reduced profit
margins, layoffs and very serious consequences from what the U.S.
is doing, but of course we have our countermeasures. We under-
stood that we had to punch back very hard. I think everyone sup-
ports that.

There was a promise in the spring about those counter-tariffs col-
lected from Canadian businesses importing those American goods
to build Canadian goods. The Liberal government promised that the
money would be remitted to those businesses and workers. We're
hearing on the ground that this is not happening. I would like con-
firmation of the numbers that the Liberal government has taken and
what's been remitted. I think it's very important that, at a time when
we're seeing massive capital outflow, businesses closing and mov-
ing to the United States, and layoffs, we ensure that we're holding
the government accountable to the promises they made to ensure
that these businesses are being helped out. Unfortunately, I don't
see a lot of evidence of that.

I appreciate your time and look forward to that data.
The Chair: Thank you very much.

Madam O'Rourke, the floor is yours for five minutes.
Dominique O'Rourke: Thank you, Chair.

I have a quick question around dual use. Obviously, many of our
projects of national interest will also be about our sovereignty and
our defence—things like runways, investments in ports, digital per-
haps, and a lot of defence in the Arctic. How do you approach that
from a finance perspective in terms of the ROI and in terms of
mapping out what is the defence spend? Are these double counted?
Can you help me understand what the approach is on these dual-use
investments that will unlock more work if there's a longer runway
in the Arctic? How do we approach that?

Christopher Penney: It's an excellent question. It's been a bit of
a curveball, to be honest, to understand that there is this added
1.5% as part of the 5% that is going toward the things you referred
to—security of supply, ancillary, critical minerals, cyber. It's actual-
ly not at all clear that these would necessarily be incremental to
current spending. It may be that we're already at 1.5%.

We've interfaced with the Department of National Defence to un-
derstand what exactly the definition is for the 1.5% ancillary spend-
ing. They've duly provided us with information. They don't have an
estimate of how much we actually have at this moment, but our
analysis going forward will include, of course, an estimate of
spending under that rubric.

Dominique O'Rourke: Thank you.

Mr. Jacques, you said in your opening remarks that we're in a
very challenging period. Just last week we heard from an ADM at
the Department of National Defence and also the chief of the Royal
Canadian Air Force and space force development that we are not in
peacetime, so there's an urgency both at home and abroad to meet
our NATO commitments and to rearm and equip our military. At
the same time, we're facing tariffs that are not in our control, and
so, in the event that there's a larger tariff impact, we're looking at
investing in major projects, training folks for trades, investing in
housing and setting aside funds for EI and other social programs.

In your assessment, are these situational expenses at this moment
in time? How are they offset by returns on those investments—as,
certainly, there will be—or is this a structural issue that we need to
address in the longer term? I would add as well that there's no abili-
ty to wait, particularly on the defence spending.

Jason Jacques: Certainly, given the mandate of our office, it's
not our place to judge policy or decisions the government makes on
what they want to spend on and when they want to spend on it. It's
our mandate simply to calculate the numbers and present that to
parliamentarians in a neutral and independent way.

With respect to the return on investment or the economic benefits
of the investment, that's something, as my colleague Mr. Penney
mentioned previously, that is explicitly taken into account within
our macroeconomic model as part of the overall numbers for
growth when we see additional government investment.
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With respect to the longer-term spending—and to get back to a
point I made to Monsieur Ste-Marie—the major issue is not what
happens in the next one or two years; the major question is what
years three, four and five look like. What we've seen in the past,
and to go back to the recent reports from the International Mone-
tary Fund and the OECD, the advice is to be aware that, for most
governments around the world, public debt is going up, and it's a
major challenge and needs to be managed carefully. That's a com-
mon challenge everyone faces.

The major concern, and the challenge the government needs to
solve at this point is that, certainly, we'll see a short-term economic
shock, but where do we end up over the longer term? Mathemati-
cally, there does come a point at which the economy has to grow in
such a way that it generates enough revenue to pay for the goods
and services that Canadians expect and enjoy.

® (1705)

Dominique O'Rourke: I'm so glad you mentioned that most
governments around the world are facing similar situations, be-
cause it broadens that lens and allows us to see that there are global
shocks and not strictly in Canada. I appreciate that.

What metrics would you suggest we put into analyzing the suc-
cess of the defence industrial strategy?

Christopher Penney: In terms of metrics to assess whether the
defence industrial strategy is working, I would think that looking at
delivery timelines would certainly be one of them, and cost over-
runs, of course—these are the things we're always concerned
with—but to know whether investments are effective is a difficult
thing.

One metric that has been used in the past is to look at whether a
firm, let's say, in the case of our ITB report, that has received ITB
economic activity continues exporting, for instance. If they're
wrapped into a global supply chain as a result of investments, that
certainly would be something you could point to as being success-
ful.

The Chair: Thanks, Madam O'Rourke. We're over time here.

[Translation]

Mr. Ste-Marie, you have two and a half minutes.

Gabriel Ste-Marie: Mr. Penney, a few years ago, you worked on
industrial and technological benefits policies in the defence and se-
curity sector.

Can you summarize the main points of your study?

If you had to make an assumption about the development of
these policies up to now, given the announcements, what should we
be looking at as members of Parliament?

[English]

Christopher Penney: With regard to the ITB program, our study
found that.... Mr. Jacques mentioned a few of the faits saillants in
the introduction.

My apologies for not answering in French.

I would say that my read of the situation is that only 30% of the
firms involved in ITBs are Canadian. Of the remaining firms, I be-

lieve that about 60% or 63% are American owned. On the stated
goals of the policy, among other things, there are many things if
you want to look at enhancing research and development and help-
ing out small and medium enterprises. With regard to the latter
point, only 12% of the total economic activity goes to small and
medium enterprises. This would be something that I think should
be of interest, although that's my opinion.

Going forward in terms of analysis, in terms of what I think or
we think should be done or should be analyzed is looking at what is
the premium associated with the industrial and technological bene-
fits program. We buy something from a foreign country and we re-
quire them to invest in Canada. These other firms are not stupid.
They of course factor that requirement into the cost of what they're
selling us.

To answer the question of whether this policy is effective,
whether it's actually helping our industry, we have to compare that
against how much we're saving or how much we're having to
spend.

[Translation]
Gabriel Ste-Marie: Thank you.
The expenditures include many imports.
Would you say that Canadian defence companies export just as
much? Is this offset, or do we have a trade deficit in this area?
® (1710)
[English]

Christopher Penney: Yes, it's an excellent question. Unfortu-
nately, our study did not cover exactly what is the breakdown be-
tween exportation and importation under the ITB policy, but it is
something that I can see would be very important to.

[Translation]
Gabriel Ste-Marie: Thank you.
The Chair: Unfortunately, your time is up.

Thank you, Mr. Ste-Marie.
[English]
Mr. Falk, the floor is yours for five minutes.
Ted Falk (Provencher, CPC): Thank you, Mr. Chair.

Thank you, Mr. Jacques and Mr. Penney, for your attendance
here at committee.

Just to confirm a few things, on the $68-billion deficit you're
projecting, does that include or anticipate the 2% military spend-
ing?

Jason Jacques: It does. Yes, based upon the numbers we have
within our five-year outlook, it rounds to 2%.

Ted Falk: Okay. Have you factored in at all a model if we were
to reach the 5%?

Jason Jacques: No. We're working on that right now, so stay
tuned. There is keen interest by many parliamentarians.

Ted Falk: Okay.
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Following up a bit on Mr. Ste-Marie's line of questioning, the
government has signalled that they're looking at presenting our fi-
nances in a different format and at a different time of year. Things
like that are flags to me. They want to move to a more capital asset
type of reporting system and income and expense. Have you looked
at that model at all?

Jason Jacques: Yes, we have. Yesterday morning, we published
our initial take on what the government has proposed and has in
mind.

I would say, broadly speaking, that it's a mixed bag. There are
some aspects where we think it's really a win for Parliament, espe-
cially in looking at the timing side. Moving the budget up to earlier
in the year ensures that something all parliamentarians over the 20
years I've been on the Hill have complained about, and that's the
lack of integration between the main estimates document and the
budget. This allows that to actually to happen.

Ted Falk: The fiscal reporting periods wouldn't change.

Jason Jacques: No. From a fiscal reporting period perspective,
it won't change.

Moving the documents up is also a good international practice.
It's something that the IMF and the OECD have recommended, be-
cause previously, we would have a situation where the budget
would be tabled potentially after the fiscal year it started and the
main estimates would be tabled very close to the beginning of the
fiscal year, but they wouldn't actually incorporate any of the mea-
sures in the budget.

Ted Falk: Would you also then anticipate a new line in the re-
porting for depreciation?

Jason Jacques: Yes, in terms of the shift, the government's an-
nouncement of enhancing or adding additional metrics that they're
going to provide on the operating and capital side, again I go back
to how everything that we've seen before, everything that was pub-
lished previously, will continue to be published. That was the first
concern for us. It's something that we are really pleased to see, that
the government has committed to, and we're not losing anything.

On the operating and capital side, again, on the capital budget, it
is a unique made-in-Canada, at the federal government level, ap-
proach. I think that for most accountants it gives you a bit of a
pause when the federal government is coming up with a brand new
way of presenting capital budgeting when there are 10 Canadian
provinces that are already doing it, along with other municipalities.

Ted Falk: Thank you.

It reminds me of that saying, “Figures don't lie, but liars know
how to figure.” That's the first thing; it's a flag that comes up for me
when they're changing the reporting only.

Jason Jacques: Something I've mentioned before is the govern-
ment has indicated this is how they're making decisions internally
on the capital side and the operating side, so we're very much re-
straining the growth and operating spending. Historically, it's been
growing at 9% a year; the target now is to take it down to around
2% and shift to continue to grow capital spending.

From my own perspective, if the government was not sharing
that information with parliamentarians, if they had a new way of

making decisions inside government and they weren't communicat-
ing that to the public, the first thing I would say is, “It's not trans-
parent, and it's problematic, so please share your internal delibera-
tions and how you make decisions with the public.” I think, from
that perspective, it's definitely transparent.

Ted Falk: They've also been using different terminology. Now
they're using deficit to GDP as opposed to debt to GDP. Are there
any other jurisdictions now reporting it differently like that as well?

Jason Jacques: The choice of fiscal—

Ted Falk: It's certainly a departure from what we have been used
to.

Jason Jacques: Yes, it's a departure from what we've seen in the
past. Over the past 40 years, the debt-to-GDP anchor—and, as I re-
cited earlier, the declining debt-to-GDP anchor—has been a corner-
stone of the government's fiscal anchors regardless of the stripe of
government you're looking at.

® (1715)
Ted Falk: What is the fiscal anchor, then?

Jason Jacques: Thankfully, the Minister of Finance was at com-
mittee yesterday, and he identified two fiscal anchors: balancing the
operating budget over three years and a declining deficit-to-GDP
ratio over the medium-term horizon. He conspicuously did not
mention the debt-to-GDP anchor, although on September 17—I
have the quote right here—the Prime Minister did indicate one of
the fiscal anchors is “a declining level of debt” overall. At that
point, I presumed he meant debt to GDP, but obviously there are a
lot of things in flux.

Ted Falk: Okay.

May I ask one more question very quickly?

The Chair: I'm sorry, Mr. Falk, but we're 30 seconds over. My
apologies.

Thank you.

Mr. Bardeesy, go ahead for five minutes.

Karim Bardeesy (Taiaiako'n—Parkdale—High Park, Lib.):
Thank you so much.

I'm going to focus my questions on the defence industrial policy
study we're doing. I want to pick up a few of the threads Monsieur
Ste-Marie and Mr. Falk laid.

Earlier in the conversation, you mentioned you're going to give
some guidance on capital versus operating more generally. Specifi-
cally with respect to defence procurement, we know there is going
to be a need for hardware procurement, but we also know the de-
fence sector is changing and software procurement is probably go-
ing to be a bigger part of defence procurement going forward. Soft-
ware procurement has capital-like features, but it's not goods you
can point to.

I'm wondering if you can speak to how software procurement in
defence spending might be treated. What is your thinking on that?
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Christopher Penney: Our office does track capital spending by
National Defence and, as of recently, the Coast Guard. We are not
enabled by the legislation to release any information the department
doesn't allow us to release, so we can't talk about specific projects.

We have a capital spending report that is going to come out later
this month, most likely; I think I might have just painted us into a
corner, but yes, we're planning on releasing it later this month. We
don't parcel out the different aspects of capital spending, other than
perhaps we'll look at the different environments, as we call them—
army, navy, air force, joint—but there will probably not be a sepa-
rate section for software capital.

Karim Bardeesy: 1 have a couple of questions about ITBs.
Again, Monsieur Ste-Marie was asking about these.

In your summary brief, you mentioned Canadian firms accounted
for 30% in the past study. Are there benchmarks for other countries
that have policies similar to ITBs? Is there an objective we should
be aiming for?

Christopher Penney: I can't speak to an objective. I can say,
however, that virtually every developed country levies some type of
program. Pretty generally, those of us who are nerdy enough to call
ourselves defence economists call them trade offsets or defence off-
sets, and most countries engage in this. I wouldn't speak to any
benchmarks that would say it's better or worse.

Karim Bardeesy: Is it fair to assume that a greater proportion of
Canadian firms' involvement in ITB going forward could lead to
greater tax revenue in the revenue calculations you're looking at?

Christopher Penney: 1 see nothing objectionable about that
statement.

Karim Bardeesy: Governments like to talk about the potential
revenue uplifts from all kinds of policies, but it's important to put
on the record that you've already identified that defence spending
has multiplier effects that are perhaps greater than other forms of
spending.

Christopher Penney: As I said, it's one of the things we're going
to be studying more in the future, but yes, as Mr. Jacques and I
have already mentioned, our economic modelling takes into ac-
count the multiplier effect of investments in defence.

Karim Bardeesy: A couple of my colleagues have spoken to
this, but I want to see if there are more points that can be put on it.
There is a cost of not acting, and there is a potential fiscal cost of
not acting in defence procurement or national security more gener-
ally.

In the world you occupy, of defence economics, in particular,
how do they think about that? Even if it isn't something they would
publish with numbers, can you talk to us about how those kinds of
things are discussed?

® (1720)

Christopher Penney: When it comes to the study of defence in
economics, one of the things that are really hard to measure is the
output. What is the output? The output is we get to have a country
and we're able to protect ourselves. It's not like when we have a ca-
pability for tanks, for instance, or fighter aircraft or something like
that. How much is that worth? How do you put a price tag on that?

Essentially, it's one of the primary confounding things in that
area of study.

Karim Bardeesy: Do I have time for one more question? No.
Okay.

Thank you.

The Chair: Colleagues, because we are a little under the time,
we don't have time for a full round. I'm going to Mr. Ste-Marie for
two and a half minutes, the Conservatives for two and a half min-
utes and then the Liberals for two and a half minutes.

Go ahead, Mr. Ste-Marie.
[Translation]

Gabriel Ste-Marie: Every time that he meets with the Prime
Minister of Canada, the President of the United States talks about
his “Golden Dome” protection project.

Mr. Penney, to your knowledge, if Canada were to fund this type
of protection project for both countries, what economic benefits or
financial impact could this entail for the federal government and the
Canadian economy?

[English]

Christopher Penney: It's very hard to say, especially at this
nascent phase when the project has only been announced. We've
seen the media reports about it, but we don't really know what's go-
ing into it and we don't know how much we're going to pay. For
better or for worse, we're intertwined with the United States via
NORAD and NATO, and those investments, certainly for NORAD,
will continue at pace, regardless.

We haven't looked at the golden dome and what exactly that en-
tails for the Canadian economy.

[Translation]

Gabriel Ste-Marie: So we have the name of the project, but the
details are yet to come. Thank you.

Suppose that Canadian defence equipment exports to the United
States were subject to additional tariffs. Could you model this sce-
nario to see the potential impact on our public finances and the
Canadian economy?

[English]

Christopher Penney: It would be difficult to look at that in real
time. In terms of modelling and using data, the tariffs are very new,
and it would take some time for us to really ascertain exactly what
the impact has been.

As 1 mentioned before, 63% of ITB dollar value comes from
American-owned firms. Would it levy tariffs on those? Honestly,
we haven't studied that in great detail as of yet.

[Translation]

Gabriel Ste-Marie: Thank you.
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I believe that the American government would be able to impose
tariffs on its own companies for products manufactured in Canada.
This is something to keep an eye on.

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

[English]
Madam Dancho, you have two minutes and 30 seconds.
Raquel Dancho: Thank you, Mr. Chair.

My question is about the defence procurement agency. Canada
has a considerable issue with its procurement process in the mili-
tary. It takes a very long time to procure the equipment we need.
Do you have a budget number for this new agency, or is it going to
be an amalgamation from existing department apparatus?

My understanding is that we have a very large bureaucracy in
charge of procurement now. Is this within that, or will it be addi-
tional to that? Do you have a budget figure for it at all?

Jason Jacques: Our most recent economic and fiscal outlook
was finalized before that announcement occurred, so we don't have
figures on that. That said, we will be obtaining additional informa-
tion from the government, so we'll be in a position to provide infor-
mation to the committee within the coming weeks.

Raquel Dancho: Thank you.

I believe Mr. Falk has a question, as well.
Ted Falk: Thank you, Raquel.

As a follow-up question, does the 2% of defence spending that
you've included in your $68-billion projected deficit include addi-
tional things like Coast Guard expenditures now?

Christopher Penney: For this year, I don't think it does. The
thing we need to understand is that Coast Guard expenditures were
already included under the NATO definition of expenditures. When
they're saying $62 billion for this year, 2% of GDP, that already in-
cludes spending from other government departments, including the
Canadian Coast Guard.

The Canadian Coast Guard has moved under National Defence.
I'm speculating at this point, but I think that means that some of the
administrative costs, some of the civilian areas of CCG would be
included now in the definition because, under the NATO definition
of your defence ministry, everything counts as far as civilians are
concerned.

I suspect that adding CCG will increase, just by virtue of ac-
counting, defence spending. It shouldn't be part of that figure,
though, because those figures were released before CCG....

® (1725)

Ted Falk: Is that something your department will be monitoring
or auditing?

Christopher Penney: We are coming out with reports on a year-
ly basis on NATO defence spending, yes.

Ted Falk: Are you aware of any other areas where the govern-
ment is reclassifying expenditures into defence to meet that 2% tar-
get?

Christopher Penney: My understanding is that, every year, Na-
tional Defence sends some of their civilian members to other gov-

ernment departments to figure out how much spending would fit
under the NATO definition of military expenditures. At the end of
the year, they have line items showing that for this department, for
example, the RCMP, there's x billion dollars, for the Coast Guard,
there's y billion dollars, and so on and so forth.

The Chair: Thank you, Mr. Falk.

Mr. Bains, you have two and a half minutes.

Parm Bains (Richmond East—Steveston, Lib.): Thank you,
Mr. Chair.

Based on publicly available data, can your office estimate re-
gional and sectoral benefits from defence procurement? For exam-
ple, in my home province of British Columbia, the national ship-
building strategy is under way.

Would you be able to talk about jobs or how much output per
dollar in impacts it has compared to conventional infrastructure or
industrial spending?

Christopher Penney: That's a perfectly fair question.

I would say that ISED would be the department you'd want to
speak to in terms of evaluating regional benefits or economic activ-
ity that occurs in certain areas. It's not something that we've looked
at. Of course, our mandate is to look at things of particular impor-
tance to the nation's finances, so arguably, it's not inside our man-
date.

Parm Bains: In addition to Canada's security and sovereignty,
the defence industrial strategy is expected to bring domestic indus-
trial benefits such as careers and innovation. For example, accord-
ing to a study by Desjardins, one dollar of defence spending leads
to $1.2 in nominal GDP once direct, indirect and induced effects
are accounted for.

Can you tell us what assumptions are needed to model productiv-
ity?

Jason Jacques: To clarify the question in terms of modelling
productivity—

Parm Bains: An example would be innovation and capacity
reuse.

Jason Jacques: As Mr. Penney indicated, within our existing
modelling, we do take into account increasing both the public sec-
tor and private sector investment, of which National Defence would
be included as part of it.

We already have the data available, and it's something we're fol-
lowing and tracking.

The Chair: Thank you, colleagues. That was a productive meet-
ing.

Thank you, witnesses, for making yourselves available today and
providing insight on this study in relation to the defence industrial
strategy, which is a big component of what we are setting time
aside for over the course of the next few months. Thank you again.

Colleagues, we are going to briefly suspend in order to turn to
the second half of our meeting today.
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e (Pause)

® (1735)
[Translation]

The Chair: Colleagues, I call this meeting back to order.
[English]
We're going to get into the second hour.

We have three witnesses with us today, two here and one online.
All witnesses have completed the required connection tests in ad-
vance of this meeting.

For our witnesses, there will be up to, and I stress “up to”, five
minutes for introductory remarks, at which point we will get into a
line of questioning with predetermined allocated time for members
of each affiliated party around the table.

We have with us, from Triple Helix, Alexander Salt, post-doctor-
al fellow; from Acme Testing and Consulting, Richard Borger; and
from U15 Canada, Robert Asselin, the chief executive officer.

[Translation]

Mr. Asselin, since you're participating in our meeting virtually,
you'll be the first to speak.

If you're ready, the floor is yours for five minutes.

Robert Asselin (Chief Executive Officer, U15 Canada): Thank
you, Mr. Chair.

Thank you for the opportunity to appear before you today. My
name is Robert Asselin. I serve as the chief executive officer of
Ul15 Canada. We represent the 15 leading research universities in
the country. Our institutions conduct more than 75% of all universi-
ty research in Canada. They enrol 70% of the full-time doctoral stu-
dents. They generate much of the nation's innovation, from patents
to private sector research contracts or major scientific discoveries.
Collectively, our universities are a national strategic asset. They're
the anchors of talent, research and innovation in Canada.

We're living through a profound transformation in the global
economy. The era of unfettered trade—the idea that open markets
would always deliver stability and prosperity—is over. Around the
world, we see the return of economic coercion. Supply chains are
weaponized, access to technologies is restricted and the nations are
redefining prosperity through the lens of security.

In this new era, economic and national security are inseparable.
The long-term contest among nations is now about who can com-
pete and win in advanced industries.

[English]

As former Google CEO Eric Schmidt's special competitive stud-
ies project puts it, “innovation power”, the ability to invent, adopt
and integrate technologies at scale, is now the foundation of both
prosperity and security.

As former U.S. ambassador Rahm Emanuel recently wrote, in-
dustrial policy can only succeed if it rests on a deep and sustained
base of advanced research.

History offers powerful lessons on how existential threats can
drive transformation. In 1957, the launch of Sputnik was a shock to
the United States. The response was not incremental; it was trans-
formational. President Eisenhower created DARPA, the Defense
Advanced Research Projects Agency. DARPA's innovations—GPS,
the Internet and more—became the backbone of U.S. economic and
technological dominance.

In 1962, President Kennedy went to Rice University to deliver
his famous moon speech and called for a national mission to lead in
science and technology. Crucially, they placed their leading re-
search universities at the centre of that effort. NASA's partnership
with Caltech became a vibrant model for what alignment between
government, academia and industry can achieve. It turned scientific
excellence into national capability, and it produced spillovers in
robotics, materials, communications and defence that still shape the
world today.

Canada now stands at a similar inflection point. Our leading re-
search universities—the Ul5—are among the best in the world.
They produce extraordinary talent and cutting-edge discoveries.
Yet, too often our breakthroughs are scaled elsewhere because we
lack a coordinated strategy linking discovery to deployment and re-
search strength to industrial advantage. That gap, the failure to con-
nect our research power to national purpose, has been the Achilles
heel of Canada's industrial policy.

The creation of BOREALIS, Canada's new defence innovation
platform, offers a way to change that. It can be our version of
DARPA, a vehicle to translate advanced research into deployable
technologies for the Canadian Armed Forces and for our advanced
industries.

® (1740)

[Translation]

However, we must act boldly and decisively. We need to better
connect talent and intellectual capital, foundational research, com-
mercialization and public procurement.

Advanced industries aren't only drivers of productivity. They're
also the building blocks of national security. Canada can't afford to
remain a passive adopter of foreign technologies.
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[English]

Yes, Canada is not the United States; our scale is different, but
scale is not the lesson. The lesson is alignment. When research ex-
cellence, receptive industrial capacity, and predictable procurement
work together, sovereign capabilities follow. If we get that align-
ment right, we will strengthen our security, drive innovation and
build the technological foundations of Canada’s prosperity for
decades to come.

[Translation]

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

You used exactly five minutes.
[English]
Dr. Salt, I'll turn the floor over to you for five minutes.

Alexander Salt (Triple Helix Post-doctoral Fellow, As an In-
dividual): I would like to thank the chair and members for inviting
me to speak today on what is an incredibly important issue.

In my opening remarks, I will make a couple of observations
about the evolving state of Canada’s defence industrial ecosystem
and make a few recommendations that you may want to examine
for further study.

The evolving international security environment, marked by ris-
ing geopolitical tensions and Russia’s war of aggression in Ukraine,
has underscored the urgent need for Canada to develop a coherent
national defence industrial strategy. Such a strategy must go beyond
rhetoric to modernize Canada’s approach, align our defence and du-
al-use innovation ecosystems and ensure that they can be mobilized
for real strategic effect. Canada’s security and economic resilience
increasingly depends on our ability to harness this integrated
ecosystem with purpose, speed and focus. Advanced technologies
such as Al, robotics, cloud networks, biotech and quantum comput-
ing, among others, are holding increasing relevancy to modern mil-
itary operations as well as Canadian defence.

What sets the current generation of emerging tech apart from tra-
ditional 20th century defence technologies, like tanks and fighter
jets, is their origin, in that, historically, conventional military hard-
ware has typically been designed and manufactured by major de-
fence contractors, while today it is civilian technological start-ups,
often at the small and medium enterprise level, that are driving tech
innovation. Many of these start-ups are creating technology with
dual-use application, meaning they hold utility to both militaries as
well as the civilian economy. These dual-use technologies are also
developed at a much more rapid pace than what traditional govern-
ment procurement processes can handle. Simply put, the status quo
of how Canada identifies and acquires new military technology is
likely ill-suited to ensure that the military maintains access to
strategically vital emerging technologies. Unless this is fixed, the
military will be outpaced by allies and adversaries alike. Accepting
risk and prioritizing speed must become a much larger component
of how Canadian defence operates.

In terms of a few recommendations, first, the government needs
better data. To sustain an effective defence industrial strategy it will

require a much better understanding of the small and medium enter-
prise ecosystem within Canada, including what firms are out there
and where they are located. The government needs to better define
how it characterizes dual-use firms. Further, there likely needs to be
a better understanding of what constitutes a sovereign Canadian
company, especially when it comes to multinational corporate
structures.

Second, to meet the needs of small and medium enterprises,
Canada should consider establishing alternative funding mecha-
nisms to help streamline investment in dual-use start-ups. This
could include the establishment of a not-for-profit venture capital
fund. Canadian allies such as the U.S, U.K. and Australia, are start-
ing to demonstrate that this approach can be effective at driving
technological innovation. There is an attractiveness to forming a
publicly funded venture capital fund that could help streamline de-
fence tech investments but also can allow the government and mili-
tary to shape the research and development cycles of the start-ups
involved.

Third, existing innovation mechanisms such as the IDEaS pro-
gram are in need of aggressive reform or replacement. Transform-
ing IDEaS into a formal defence accelerator institution similar to
those currently in operation in the U.K. and Australia would likely
enhance the program's effectiveness by lessening the focus on com-
petition over grants and allowing more opportunities for direct con-
tracting to occur.

Fourth and finally, Canada should diversify its international de-
fence industrial partnerships and explore forming new research and
development agreements with other countries on matters related to
emerging technologies. These initiatives would help diversify and
strengthen the Canadian defence industrial base, help accelerate the
integration of emerging technologies within the military, and poten-
tially, expand the export market opportunities for certain sovereign
defence products.

Thank you.
® (1745)

The Chair: You're setting quite the standard here, witnesses.

Mr. Borger, I think the pressure is on you now, sir.

You have upwards of five minutes. Take your time as needed.

Richard Borger (ACME Testing and Consulting): Thank you,
Mr. Chair, and the rest of the members of this committee.

1 would like to begin by expressing my gratitude for the opportu-
nity to present to you tonight.
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I believe I have a unique perspective to provide suggestions on
how the defence industrial strategy can be leveraged to regenerate
and further develop sovereign capabilities of Canada's industrial
ecosystem and procurement opportunities for Canadian businesses.
In the past several years, I have provided in situ testing and objec-
tive evaluation on the functionality of several innovations that were
processed through the innovation solutions Canada testing stream.
Additionally, since 2023, I have been the secretary of the Innova-
tion Centre of the North, which is one of Canada's recently estab-
lished NATO DIANA testing centres. This experience, coupled
with being the director of a small Canadian business, has provided
me with a rather unique lens to provide suggestions to this commit-
tee.

Based on this experience, I've provided five suggestions for this
committee to consider as you frame the defence industrial strategy
to ensure the most benefit for Canadian businesses.

These suggestions include the following: review and reinvigorate
the innovation solutions Canada testing stream with a committed
intent to normalize the use of third party evaluators; increase uti-
lization of the NATO DIANA testing centres; repeal the industrial
and technological benefits, or ITB, policy; implement dynamic pro-
curement strategies for defence procurement; and promote an inno-
vation-forward mandate for all members of the Department of Na-
tional Defence and the Canadian Armed Forces.

In the brief I provided to the committee, I've attempted to pro-
vide context to each of these items and provide evidence-based sug-
gestions for the implementation that will provide immediate sup-
port for Canada's industrial ecosystem. I look forward to further
discussion on this matter.

Thank you once again for this opportunity.

The Chair: We should have brought you for the entire discus-
sion on productivity.

Some hon. members: Oh, oh!

The Chair: Your introduction in and of itself could have been a
great standard to set for us.

Okay, colleagues, we have some time to play with.

Madam Dancho, the floor is yours for six minutes.
Raquel Dancho: Thank you, Mr. Chair.

Thank you to the witnesses for being here.
I have questions for Mr. Asselin

You mentioned in your opening remarks that universities are a
strategic asset. I very much agree with you. Of course, you are the
CEO of Ul5 Canada, which is our top Canadian academic institu-
tions, our universities. Well done on that, and we're looking for-
ward to your testimony.

I've done a lot of reading of things you've published in recent
years, so [ would like to ask you a bit about that.

You had written that “economic security and national security”
are now “inseparable” and that Canada's “long-standing failure”

has been “linking discovery to deployment and research strength to
industrial advantage.”

I do feel this is a core issue that this committee needs to be
seized with concerning the defence industrial policy that we're
looking to make recommendations on.

As you know, about $3.7 billion goes from the federal govern-
ment to our universities for research and development. There's also
quite a bit of research and development tax credits and innovation
programs. In my study of this department and of this funding, it
doesn't seem to me that there's any coherent strategy behind this
funding that would be focused on, say, sovereignty and our critical
industries. I want to ask you a bit about that.

In particular, you said that Canada must build “the sovereign ca-
pabilities and productive capacity that...underpin [our] resilience
for decades.” That's very well said.

Do you feel that taxpayer funding for research and development
to universities and/or private enterprise should have a more strate-
gic focus on ensuring that it's contributing to our critical industries
and the development of them?

® (1750)

Robert Asselin: It's a great question.

Obviously, the granting councils provide various sources of
funding, from very fundamental to more mission-driven. I will say
that in the context of the defence industrial strategy, we have not
yet seen more targeted funding related to the objectives we're dis-
cussing today. We're hoping this will come, in light of the upcom-
ing budget, with more intentionality.

BOREALIS right now is a vehicle that has been announced. It
has not really been explained in detail how it would, for example,
fund research and what mechanism it would use to transmit this
idea generation to corporations and commercialization and then
public procurement. What we're hoping to see is the full continuum
from research funding through public procurement.

Raquel Dancho: In some of your previous writing you've
warned that “vague” industrial objectives tend to yield “under-
whelming results”. Within that, you've also pointed to DARPA, the
U.S. Defense Advanced Research Projects Agency, which clearly
has been quite successful in contributing to their defence industrial
strategy there.

If Canada were to build its own DARPA, would it be like this
BOREALLIS agency you've alluded to?

Robert Asselin: I hope so, but everything will be in the execu-
tion of it.

Raquel Dancho: What sort of metrics do you think we should be
looking at to measure success?
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Robert Asselin: First, in the design of the institution, it's really
important that it's not business as usual but high risk, high reward
and very focused on the capabilities we're trying to build, linking
the research with the other parts of the innovation ecosystem. The
reason DARPA has been so successful is that it has been very tar-
geted. The way it functions as an agency is very nimble and very
agile. It's not bureaucratic at all. I hope we will follow this model.

Raquel Dancho: Of course, in the last number of months, Cana-
dians have been quite seized with these sovereignty issues. It's quite
timely that we're studying this defence industrial policy. Those are
inextricably linked, in my opinion.

My concern is that we do fund research and development,
whether through our public institutions or private enterprise, to the
tune of billions of dollars. It just doesn't seem to be focused on the
industries that secure our food supply, necessarily, or our defence
technologies, or our computing capacity, or our transportation or
telecommunications. Some of that is funded, but it's almost by acci-
dent, it seems, rather than a coherent strategy for that.

If you could make a recommendation to the Minister of Industry
and perhaps to the Minister of Defence, how would you advise
them to evolve the way in which we're funding research and devel-
opment to our universities and private enterprise?

Robert Asselin: In the case of defence, I think target it to
sovereign capabilities, clearly. Identify it and then fund the research
that comes with it. It also has to be targeted to technology develop-
ment. It's really important. If we want to own our own technology,
we have to first design it through research, obviously, and ideas and
intellectual capital.

Then I would say we need modern science technology architec-
ture. Our architecture is from the post world war 1940s. We have
things like the National Research Council. We have a lot of silos in
the ecosystem that are not working together. I would hope that the
government gets its ducks in order with modern science, technolo-
gy and architecture for the world we live in.

Raquel Dancho: I think you were touching a little bit on our IP.
We do invest in our research and development in our universities,
but a lot of that IP, as you've written, goes to the south or to other
foreign entities.

Can you comment a bit on that and on how we can ensure that
we're keeping that IP in of course the defence and security sector?
That would be great.

Robert Asselin: I'm hoping that the public procurement part of
the initial strategy will be really helpful in solving this problem. We
have a problem of scale in our businesses. Lots of SMEs are not
able to do enough R and D and are not able to scale and keep the IP
in Canada, because it either sold in the U.S. market...or it fails,
eventually, as a company.

I'm hoping that public procurement, especially in the context of
the defence industrial strategy, will really help provide some cer-
tainty around those businesses that we want to scale and keep in
Canada, including, obviously, the IP that we have developed in
Canada.

® (1755)
Raquel Dancho: Thank you very much.

The Chair: Thank you, Madam Dancho.

Mr. Bains, you have six minutes.

Parm Bains: Thank you, Mr. Chair.

Thank you to our guests for joining us today.

I'll begin with you, Dr. Salt.

In your work entitled “The Future of Canadian Defence Involve-
ment in the Indo-Pacific”, you posed that Five Eyes members can
move beyond just information sharing to fostering “technological
development and integration”.

What kind of partnerships and development opportunities do you
think Canada has? What strength does Canada have, and what kind
of role could we play?

Alexander Salt: I think it's a lot easier to form partnerships in
the emerging tech space than it is in the traditional major defence
procurements. Everybody has factories. Everybody wants to not
necessarily lose out on contracting. When it comes to emerging
tech, you can have one side take care of the software and one side
take care of the hardware component. It's a lot easier to share infor-
mation, especially around the world in Australia, New Zealand and
other countries in that area.

In terms of Canada's potential strengths and what it can bring to
the table in potential future relationships here, it's artificial intelli-
gence and robotics, especially in the maritime domain. We have
companies like Kraken Robotics, for example, in Newfoundland.
These are world-renowned companies that are doing some really
innovative tech. Our Al ecosystem in Ontario in the Kitchener-Wa-
terloo corridor is internationally known. These are immediate
strengths we could tap into in any sort of international defence part-
nership.

Parm Bains: Thank you.

I'm going to move to Mr. Borger.

With Russia's invasion of Ukraine, we've seen that there's a need
for modern warfare, for more development of new things like
drones. It's beyond a doubt that nations like Canada also have to
adapt and have to procure these things.

Can you let me know what the software and the control systems
are that go along with that? Is Canada positioned to develop these
advanced systems when it comes to drones?
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Richard Borger: That's excellent. Thank you for the question.

I've worked with a number of drone manufacturers across the
country, starting with Newfoundland again, with StrobelTEK, right
through to Pegasus in the Kitchener-Waterloo area. Every single
one of those companies works with open-source hardware and
open-source software, and they actually modify that specifically for
their command and control links for the drone technology that
they're using.

There is actually a fairly wide spectrum of capabilities that can
be leveraged. Some of it is open source, and some of it is very pro-
prietary. Canada is well positioned to actually develop that technol-
ogy here in our country.

Parm Bains: What is the capital availability currently for your
sector within the country?

Richard Borger: I'm sorry, but that's outside of my expertise. Is
it possible to rephrase that question?

Parm Bains: Is there financing capital that's available right now
for private industry? To go a bit further, how much interest is there?
How much private investment is there?

Richard Borger: There's a significant amount of private interest
in these companies. The challenge that a lot of these companies
have is getting through that stage of prototype development and be-
ing able to attract venture capital to investments in their companies.
That's why, in the brief that I provided, one of the suggestions I
made was to reallocate some of those ITB credits to increase the
multiplier for investment in some of those SMBs, which would al-
low that development that is already of interest there, but it would
allow that development to increase further until it reaches that pri-
vate sector capital raise.

Parm Bains: Thank you.

Mr. Asselin, when it comes to Canadian universities, we have
some of the most highly respected research institutions in the
world. My colleague talked a bit about that. How can the research
from universities be better commercialized to enhance Canadian ac-
cess to dual-use technologies and to get these technologies into
market?

Robert Asselin: This is at the core of the innovation problem we
have in Canada. I just want to be clear that our job as leading re-
search universities is to be excellent—and we are—at research. Our
job is not to be corporate entities that commercialize our own re-
search. In the ecosystem, we have to build that bridge that trans-
lates intellectual capital into commercial applications both in ser-
vices and in products. Most countries have built these mechanisms.

I spoke to the DARPA model; BOREALIS could play that func-
tion. I want to emphasize that the commercialization problem will
not be solved by universities. It is not what they are designed to do.
We have to build an innovation ecosystem that understands that and
that builds this bridge between leading research universities and the
corporate world.

® (1800)

Parm Bains: You believe the focus should be on research insti-
tutions or on other entities that can create that strength in the do-
mestic industrial base.

Robert Asselin: Basically, they are different steps. What I'm ar-
guing today is that industrial strategies and industrial policies start
with talent and research. Then it has to be moved into commercial-
ization and technological applications. Those functions are played
by different players in the ecosystem. Universities will continue to
be excellent at research, but other institutions need to play the role
of translating these ideas into the corporate world.

Parm Bains: Thank you.

The Chair: Thank you, Mr. Bains.

[Translation]

Mr. Ste-Marie, you have the floor for six minutes.

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

I want to extend my greetings to all the witnesses and thank them
for their participation.

My first questions are for Mr. Asselin.

It's quite interesting. I'll start with the issue raised by my col-
league, Mr. Bains. You said that this issue lies at the heart of the
matter. How could we improve the connection between research
and innovation in academia and its application in business? You
said that this issue is hindering productivity growth in Canada.

Given all your experience, both at the government level and in
business and academic circles, how could Ottawa improve this as-
pect, particularly for the National Defence sector?

Thank you.

Robert Asselin: Thank you for your question.

I have high hopes for the newly created BOREALIS office. It
serves as a vital bridge between research universities and the corpo-
rate world. This would serve to boost research into concrete appli-
cations and, ultimately, to ensure that a public purchaser, in this
case the Government of Canada, adopts Canadian technologies.
This will support our innovation and productivity. The missing
links in the chain come after ideas leave universities, which take
care of patents. These patents aren't commercialized because no
one in the ecosystem has that mandate. I hope that BOREALIS will
pay particular attention to this aspect.

Gabriel Ste-Marie: Thank you.

Can you elaborate on BOREALIS?
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Robert Asselin: This scientific office was created and an-
nounced by the Prime Minister at the University of Toronto a few
months ago. I can't speak on behalf of the government or the Minis-
ter of National Defence. However, I understand that the idea is to
emulate the DARPA model in the United States. We want to use
this office to revisit previous issues and direct research into the
sovereign capabilities that Canada should possess. We may not yet
have these capabilities, or they may not be sufficiently developed.
We want to commercialize these capabilities with the ability to
make public purchases. The government would become a purchas-
er, similar to the United States. Take companies such as Boeing and
Lockheed Martin, for example. They didn't become multinational
corporations simply because they were good at their job. The main
reason was that institutions such as DARPA helped them, with pub-
lic funds, become experts in defence technology. They acquired
their expertise largely through public funds.

Gabriel Ste-Marie: Thank you.

When we look at defence spending in Canada, we can see that a
large portion of purchases are made in the United States or in other
places outside Canada.

Our initial witnesses, particularly defence officials, said that this
was part of the procurement process. For example, I saw contracts
awarded to Boeing for end-of-life aircraft rather than to Bom-
bardier for aircraft made in Canada. I know that Boeing aircraft will
be manufactured mostly in Canada. However, in some cases, the
call for bids for night vision goggles and glasses was tailored to
American production rather than Canadian production.

Based on your experience, and not just as CEO of UlS5, what
should be changed to maximize the economic benefits of defence
spending in Canada? Also, how are universities working to maxi-
mize the benefits to the local economy through BOREALIS?

® (1805)

Robert Asselin: Good question.

This really lies at the heart of the defence industrial policy. In my
opinion, this will also determine its success or failure. We must see
whether we can provide public procurement that will help our
Canadian companies expand in the market. We may even export
our technologies, services and equipment.

In terms of exports and the culture of the Department of Defence,
I'll be honest. I suspect that I won't be the first or the last person to
say this. Obviously, we always turned to the Americans to buy their
technology because it was more practical and more integrated.
However, if we fail to change this habit and promote the domestic
market, we won't be able to help our companies succeed. Moreover,
in my opinion, the defence industrial policy won't be a success. So,
in my view, this policy is really about a fundamental cultural shift
and a change in public policy.

Gabriel Ste-Marie: Thank you.
Of course.

Mr. Chair, do I still have time?
The Chair: You have 20 seconds left.

Gabriel Ste-Marie: I'll use them to ask about the need for a
foothold in the upcoming budget, which will be tabled on Novem-
ber 4, to find out what you think.

Robert Asselin: Okay.

The Chair: Thank you.
[English]

Mr. Falk, the floor is yours, sir.

Ted Falk: Thank you, Mr. Chair.
Thank you to all of our witnesses for their testimony.
Mr. Borger, I'd like to begin with you.

I want to pick up on a comment you made in your presentation.
You said that the industrial and technological benefits policy needs
to be scrapped.

There are things that are completely unrelated to manufacturing
and defence procurement inside of that policy. Can you tell me
specifically what you think the problem with that program is or
what impediments it creates?

Richard Borger: That's an incredibly challenging question.
Ted Falk: It's what you're here for.

Richard Borger: To be honest, the ITB program is relatively
murky at best. To really understand the ins and outs of the ITB pro-
gram, it's important to bring in someone from ISED directly to
speak to that.

However, my experience with the ITB program, as we heard ear-
lier from the Office of the Parliamentary Budget Officer, is that it's
not strongly benefiting Canadians. We're seeing that only 30% of
the recipients are Canadian companies. We're seeing that process is
often exploited by defence primes to a point where SMBs are
spending time preparing pitches in the hopes that they'll land a con-
tract that might be outside of their purview. The time that they
spend on that contract would actually be better spent doing the R
and D or the development of the product that they're better focused
on.

In addition to that, in my role, I've seen pitches targeted to help-
ing defence primes spend their ITB obligations with little concern
over whether or not there is output that will benefit the Canadian
economy. That, to me, is concerning. It shows that while the core
concept of ITBs is fundamentally beneficial to Canadians, it's just
not being implemented properly. This is why I suggested the repeal
of the program.

® (1810)

Ted Falk: Okay, so scrap it.

It seems to be very difficult for SMEs to break into defence pro-
curement or the defence industry. What are some of the barriers
you've identified for small and medium-sized enterprises that pre-
vent them from accessing defence contracts or tenders?
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Richard Borger: There are quite a few things that stand in the
way of allowing SMBs to commercialize their procurement with
the Canadian Armed Forces or the Department of National De-
fence. Perhaps one of the biggest is the lack of direct relation to an
end operator. By the time a contract is issued, it's gone through sev-
eral stages of review, and it's been distilled to a point where that
contract is no longer valid to the end operator. The device that's
produced is no longer valid because there's no direct feedback loop
between the end-user and the innovator themselves.

Ted Falk: Can I interrupt you there?
Richard Borger: Absolutely.

Ted Falk: Are you a little concerned about this new initiative of
a defence procurement agency creating another level of bureaucra-
cy that's going to further compound that aggravation?

Richard Borger: I'm hopeful and perhaps naively so. This is
why I suggested the creation of that group be focused on—very
similarly to what they have with Bravel in Ukraine—every new in-
novation being vetted for its technological capabilities by an end-
user or a group of end-users. They could then validate the function-
ality of that tech in a very rapid feedback loop. That would immedi-
ately provide meaningful feedback to the innovator, which would
allow them to develop their prototype for the next stage of commer-
cialization.

Ted Falk: For the benefit of the committee, most SMEs have to
work through a prime as opposed to directly.

Richard Borger: Yes.

Ted Falk: In some applications, it would be beneficial to Canada
and to our defence agency to have a direct relationship with some
of these SMEs. How can we do that or facilitate that?

Richard Borger: Again, this goes back to my first point about
the review and reinvigoration of the innovative solutions Canada
program, especially the testing stream. It's a gem. It allows innova-
tors to produce their innovation, bring it forward to end-users and
get immediate feedback, ideally with a third party evaluator who
can promote that dual-use component. It's not just focused with the
government as the end client but allows for other users outside of
the public sector.

That program really was an accelerator for many SMBs within
the country.

Ted Falk: Thank you.

Dr. Salt, I'd like to ask you a question as well. You indicated that,
the longer Canada waits to procure many of these necessary emerg-
ing technologies, the greater the risk for Canada's continental de-
fence and international security commitments. My question is this:
In what ways does government bureaucracy hinder Canada's ability
to rapidly procure emerging technologies critical for national
sovereignty and defence?

The Chair: Be concise, please, Dr. Salt. Thank you.

Alexander Salt: Concisely, I think there's a culture of risk
averseness in the decision-making process cycles that we have
within the bureaucracy here. We don't want to make the wrong de-
cision. We always want every decision to be 100% correct rather
than, maybe, 85% correct that will be delivered on time. We need to
shake that risk averseness culture and just be prepared to take a bit

of risk to make decisions a little faster to get the tech and equip-
ment that we need on time and at cost.

The Chair: Thank you very much.

Ms. Acan, the floor is yours.

Sima Acan: Thank you, Mr. Chair.

Thank you to our witnesses for being with us tonight.

This question is for any expert, but Mr. Borger, I was thinking of
you.

Canada's new government has made a historic and generational
investment of over $30 billion this fiscal year, which will ensure
that we hit the NATO 2% spending target. This summer, at the NA-
TO leaders summit, the Prime Minister also announced that Canada
will meet the new NATO targets of 3.5% and 5% on defence and
defence-related capabilities.

As a member of Parliament who has an electronics engineering
background and also has experience with robotics and uncrewed
land systems, I see these investments as very important steps not
only for our sovereignty but also for our industries, which can take
Canada to a number-one level, to be the name for defence manufac-
turing in the world.

From your perspective, can you speak to what these new invest-
ments mean for Canada's ability to produce and produce new capa-
bilities? Do we have what it takes to get the money out the door in
time to hit our targets?

® (1815)

Richard Borger: Thank you very much for the question, espe-
cially the latter half of it.

The announcement of the investment is very much welcomed by
the industry. It's desperately needed. The challenge, though, is this:
How do we leverage that money, or how do we get that money out
the door?

This essentially becomes a procurement challenge. It's easy to
say that we need to fix procurement, but that's a generational
change. I think one of the easiest solutions is to delegate that pur-
chasing authority to a lower level, to allow for a more dynamic ap-
proach for procurement to actually happen, so that we're not wait-
ing for an executive-level approval on a purchase. We can actually
have those procurement authorities delegated to much lower levels,
who are equally well trained and responsible with the public's dol-
lars, but are able to action that money a lot quicker.
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In addition to that, speaking of timelines, there needs to be a bit
more of a consequential emphasis on maintaining service standards
by procurement. There were times when I worked with innovators,
and we waited six, eight, 10 or 12 months for an answer to a bid or
a bidder's solicitation.

In terms of a service range...between five and 25 days, and we
need to get better at that. The terms of service and the announce-
ment of the investment are there, so simply enforcing those terms
of service would be very much helpful in getting that money out the
door in a timely manner. That would mean a lot to the SMBs in the
country.

Sima Acan: Thank you very much.

Your work at Acme Testing and Consulting, particularly in re-
motely piloted aircraft systems and robotic platforms, positions
your firm as a strategic partner in this support and helps bridge the
gap between concept and deployment. We have seen in Ukraine,
and it's been mentioned several times tonight, how low-cost attrita-
ble drones are reshaping modern combat. The Department of Na-
tional Defence has called this a transformative approach for
Canada's defence and security industries by enhancing domestic ca-
pabilities and protecting our national sovereignty.

The challenge now is to build a supply chain, as you mentioned,
that not only supports Canadian SMEs but also attracts offshore
companies to establish operations here.

Mr. Borger, from your perspective, what are the most pressing
bottlenecks in Canada's defence supply chain that limit the ability
for SMEs to scale and compete? Also, how can we work to attract
offshore companies to invest in and bring money into Canada, and
establish operations here?

Richard Borger: I can speak specifically to drones and remotely
piloted systems. One of the big bottlenecks there is printed circuitry
and the precious metals that go into it.

Here in Ontario, we're looking at developments for during a fire,
perhaps, or for other critically important projects for national
sovereignty. I think it's fundamental that we actually work towards
developing those programs to allow for Canadian SMBs to access
the resources that we need here in-country.

With respect to investment, I believe that's better suited to some
of my other colleagues on the witness panel. Economics is a bit out
of my strength.

Sima Acan: Thank you very much.
The Chair: Thank you very much, Ms. Acan.
[Translation]

Mr. Ste-Marie, you have the floor for two and a half minutes.
Gabriel Ste-Marie: Thank you, Mr. Chair.
My question is for Mr. Borger.

I want you to elaborate on one of your comments. You said that,
to ensure dynamic procurement procedures with appropriate over-
sight, it's necessary to delegate procurement powers to lower levels
of management.

Could you explain the reason for this requirement?

[English]

Richard Borger: Thank you, and while French is a beautiful
language, it's definitely not my first, so I'm going to answer in En-
glish.

The dynamic procurement strategy, focused with delegated au-
thority, I think is fundamental, because now, from my experience in
watching contracts go through, the budget analysis has been com-
pleted, the need for that technology has been completed by a man-
agement level and then that request for contract gets pushed up to
the executive level. That executive level is fielding 300 to 400
emails a day, and it might take several weeks for that email just to
be addressed. From there, it then comes back down to the manage-
rial level and gets pushed across for contracting. By allowing that
authority to be delegated to a lower level, I think we will make that
process a lot more dynamic.

In addition to that, I was at the GCXpo recently here in Ottawa,
and I heard Lieutenant-Colonel Amanda Whalen speak about the
option to actually combine delegated authority, so we'd have a dele-
gated purchase authority of a larger number than is currently there.

What that would do is actually allow like-minded individuals
who recognize the desperate need for a piece of technology to com-
bine in a business case the need for that technology and combine
procurement powers and actually be able to buy tech again, at a
much more nimble speed than what we're seeing now.

® (1820)
[Translation]

Gabriel Ste-Marie: Thank you.

Thank you, Mr. Chair.
The Chair: Thank you.
[English]
Mr. Guglielmin, you have up to five minutes.

Michael Guglielmin: Thank you to the witnesses for being here.

Dr. Salt, you've observed in the past that the current procurement
system tends to favour larger, more traditional defence companies
over smaller companies that have very innovative solutions. How
can the government restructure procurement to level the playing
field for SMEs?

Alexander Salt: A couple of things come to mind right away.

First, it's just accelerating the contract process time, because
smaller businesses don't have enough capital runway to wait
months, half a year or even years. They need to pay rent. They need
to pay their legal teams. They need to pay salaries.
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The other key area that could be improved even more quickly is
developing some sort of communication hub/support hub. The Brits
are playing around with this right now with their SME community
in their defence sector. Especially in the emerging tech space like
Al and quantum, you have firms that have absolutely no personnel
with previous military or defence experience. This is a whole new
world where they are potentially seeking to dip their toes into the
water, especially with the increased money floating around, but
they don't know how the processes work. They don't know how
things like ITBs work. They don't know how any of this works.

I think it's very overwhelming for them to try to position them-
selves to get involved, other than having the primes come to them.
Having more options for open dialogue with the department, just to
walk them through the process and provide ongoing support as they
potentially receive contracts, would go quite a long way, I think, in
terms of allowing a more welcoming environment for smaller busi-
nesses to get involved.

Michael Guglielmin: We know that a large number of projects
are pre-approved. The private sector oftentimes is ready to deliver
and government follow-through is often missing. That seems to be
the case.

What would you say to innovators whose work has been stalled
not because of some sort of technical shortcoming, but perhaps be-
cause of cost overruns or bureaucratic delays in the procurement
process? What should they be doing?

Alexander Salt: Having had some conversations with folks, es-
pecially in the small and medium-sized enterprise area, when
they're going through pauses domestically here in Canada, they first
think about the export market and especially the United States,
which is, quite frankly, a bit more welcoming to them. If the U.S.
DOD wants tech, even if it's in Canada, they will make it happen.

My usual advice just informally to them is that they have to look
abroad while we figure out how to make things more effective here
in Canada.

Michael Guglielmin: Mr. Borger, I have a question for you.

You indicated that contracts can take up to six weeks to move
from ideation to submission to PSPC. You've attributed part of this
delay to the fact that only executives can approve contracts exceed-
ing $40,000, while management-level employees across the public
service are restricted to lower values.

How does this concentration of authority at the executive level
create unnecessary delays? Can you expand on what types of forms
are needed to empower management-level decision-makers to make
sure we can get this done in a timely process?

Richard Borger: I'll deal with the second half of your question
first.

I think the empowerment is already there. The lower level of
management is already trained on procurement. Some of them are
taking three- to five-day courses on training. We're paying them
well. The government is paying them well. We do that because we
trust their judgment in what they're doing, and they're well trained
to do it. I think we already have the processes in place to expedite
that.

In addition to that, and with great respect to PSPC, if they are,
indeed, as overwhelmed with contracts as they purport to be....
PSPC, essentially—and this is to my untrained eye—is simply con-
tract management, managing appropriate trade laws and making
sure contracts are put in place that meet all the checks and balances
that the Government of Canada requires. Any law firm worth its
salt could do that. We could easily off-load some of that work to a
law firm that has that contracting capability and then get back on
timelines. Then when the workload is back, we would bring those
contracts back in-house.

® (1825)

Michael Guglielmin: Thank you.

Thank you, Chair.

The Chair: Thank you very much.

Madam O'Rourke, you have up to five minutes.

Dominique O'Rourke: Thank you, Chair.

The United States and the U.K. have dedicated procurement
streams for small and medium-sized businesses. The United States
actually has a dedicated DEI stream. Given that there would be
more competition at that level and potentially lower costs because it
wouldn't be subbed out by a tier one and a tier two, would you sup-
port Canada adopting a dedicated small business or DEI stream?

Alexander Salt: Absolutely. I think it would help level the play-
ing field a great deal.

Dominique O'Rourke: Perfect.
I'm sharing my time, so I'm going very fast.
Thank you.

[Translation]

Mr. Asselin, we're talking about military members and decisions
that become matters of life and death.

In your opinion, at what stage do we still apply ethical standards,
particularly in the use of artificial intelligence and autonomous
weapons, setting limits on production, purchases or exports?

Is this done at the design stage?
Is this done at university?

Where does this fit into our conversation about the defence in-
dustrial strategy?

Robert Asselin: Thank you for your highly relevant question.
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All sorts of policies regulate university research. I can only speak
about this issue in terms of ethics and what is and isn't allowed. Ob-
viously, the concept of academic freedom allows researchers to
choose how they conduct their research and pursue research ques-
tions. I think that this is important.

Artificial intelligence is certainly a major field of work. How
will it be regulated?

I think that a policy will come from the innovation, science and
industry department, rather than from academia.

Dominique O'Rourke: I'll give my time to Mr. Bardeesy.
Karim Bardeesy: Thank you, Ms. O'Rourke.

Mr. Asselin, I know that some of your members met with Minis-
ter McGuinty over the summer.

In your opinion, how well prepared are university administrators
and management for defence procurement?

Robert Asselin: Thank you for your question.

After our very constructive discussions with the Minister of Na-
tional Defence, both sides expressed a sense of urgency. We under-
stand that the country must quickly mobilize all stakeholders, in-
cluding major research universities. We're here to respond to that
request. I want to be clear on that point.

The procurement issue is a bit more complicated in academia.
These institutions aren't necessarily the ones making decisions or
purchasing the technology. However, when it comes to artificial in-
telligence, major research universities can facilitate supercomput-
ing, meaning the ability to generate large amounts of data, and play
a major role in it. Many of our universities and stakeholders play a
key role in this area.

Karim Bardeesy: We heard testimony from a representative of
the University of Alberta. The university launched its own initiative
by creating the Centre for Applied Research in Defence and Du-
al-Use Technologies.

What do you expect from your members as part of this initiative?

Robert Asselin: Thank you for your question.

All 15 of our major research universities have already estab-
lished research capabilities and maintain relationships with the De-
partment of National Defence.

Since the goal and scope of the initiative call for mobilization,
greater efforts will be involved. I want to make it clear to the com-
mittee members that our major research universities already have
significant research capacity in the areas of defence, national secu-
rity, cybersecurity, quantum physics, artificial intelligence and Arc-
tic defence.

We have strong capabilities, but we must continue to develop
them. As a result, we hope that we can work with the Department
of National Defence on this initiative.

® (1830)
[English]

Karim Bardeesy: Thank you.

The Chair: Thank you very much to our witnesses. I appreciate
your contributing today.

Colleagues, I did let the respective representatives of each party
know that we're going to go in camera for five minutes because we
have one brief thing we have to discuss. That means any members
of the media, witnesses, or non-authorized staff are going to have to
vacate the room as quickly as you can, please, as you can't be here
while we're in camera.

Witnesses, thank you very much.
Mr. Asselin, thank you.
We're briefly suspended, and we'll come back in camera.

[Proceedings continue in camera)
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