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Introduction

The burning issue right now in Canada is the cost of living – and it’s not going away anytime soon. Despite 
the inflation rate slowing to 2.9 percent in March, Canadians remain anxious and recent polls show that 
sentiment is only worsening.1

A big reason for Canadians’ discontent is that while inflation (year-over-year price growth) may have 
slowed, price levels are still far higher than in mid-2021 when they first began to take off. Between March 
2021 and March 2024, food prices, for instance, have risen overall by a crushing 21 percent. Shelter is 
similarly up by 20 percent. There’s no sign that either will retreat to lower levels anytime soon  
(see Table 1).2

Table 1: Price Increase Since March 2021

Category Percent Increase

All Items 14.5%

Food purchased from stores 21.4%

Shelter 19.9%

Rent 19.1%

Mortgage interest 50.0%

Source: Statistics Canada, Consumer Price Index, March 2024.

If policymakers want to address price levels themselves, it prompts the question: what can they  
do about them? 

The problem, like so many in economics, is that there is never one cause. Any pro-affordability  
agenda need to address the different factors that have contributed to higher prices and rising  
costs for Canadians. 

There are five forces that have driven inflation in Canada and around the world:

1.  Supply Chain Constraints and Geopolitics
2.  Monetary Policy
3.  Fiscal Policy
4.  Firm Behaviour and Competition
5.  Housing 

This DeepDive aims to outline various causes of Canadian price inflation and offer some substantive  
ideas as to what governments can do to make the lives of Canadians more affordable. 

1 Gigi Suhanic, “Most Canadians don’t feel like the economy is doing better, poll finds,” The Financial Post, April 13, 2024,  
https://financialpost.com/news/economy/most-canadians-think-economy-on-wrong-track-poll.

2 This DeepDive was written prior to last week’s release of Statistics Canada’s April CPI data. As such, the data in this table  
are reflective of March 2024.
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1. Supply Chain Constraints and  
Geopolitics Kickstarted It All

When we think about causes of inflation, the usual suspects have been around for many years – corporate 
greed, ultra-low interest rates and too much federal spending – but notwithstanding the presence of 
these different factors, inflation remained low for more than a decade. Research from the U.S. Federal 
Reserve shows that what really kicked off the recent spike in inflation was the unprecedented supply chain 
disruptions from COVID-19.3 Factory closures, transportation delays and labour shortages all reduced 
supply for many products and drove up production costs as a result. At the same time, the Russian 
invasion of Ukraine drove energy, fertilizer and global commodity prices upwards causing a 1.2 percent 
increase in Canada’s inflation.4

The greatest inflationary effects accumulated while much of the economy was shuttered or suppressed 
for months and people stayed home due to COVID restrictions. People delayed purchases and demand 
built up over time so that when everything did reopen, a flood of pent-up demand flooded our depleted 
supply of goods and services and led to shortages that drove up prices. Research from the Cleveland FED 
shows that much of the increase in inflation in the U.S. and Eurozone was caused by supply problems that 
made it impossible for producers to meet resurgent demand.5

Supply chains are now back to normal and COVID disruptions are gone, but geopolitical disruptions 
remain, continuing to impact trade.6 This is not limited to the Russia-Ukraine war but also growing 
disruption in the Middle East, fresh rounds of U.S. tariffs on China, the potential for Trump to further upend 
the trade order, etc. We must consider how to protect our economy from such shocks in the future. It is 
important to be realistic – we cannot divorce ourselves from global supply chains, but we can improve our 
resilience to shocks, both domestic and international.

Policy Solutions

• Reinforce Canada’s energy independence by ensuring that we have sufficient energy and natural 
resource infrastructure to serve our entire country from our own resources, to cope with supply 
shocks and to support our allies.  

• We also need to dramatically accelerate approvals process for Canadian production of rare earth 
minerals. As Minister Wilkinson has noted, “it cannot take us 12 to 15 years to open a new mine in 
this country.”7 Canada’s extremely burdensome environmental review processes is undermining 
the viability of its energy independence by causing a collapse in investment – the number of major 
natural resource projects completed between 2015 and 2023 declined by 36.4 percent.8 We never 

3 Matthew V. Gordon and Todd E. Clark, “The Impacts of Supply Chain Disruptions on Inflation,” Federal Reserve Bank of Cleveland:  
Economic Commentary, May 10, 2023,  
https://www.clevelandfed.org/publications/economic-commentary/2023/ec-202308-impacts-supply-chain-disruptions-on-inflation.

4 René Bruemmer, “One year in, the ripple effects here of war in Ukraine,” The Montreal Gazette, February 18, 2023,  
https://montrealgazette.com/news/local-news/ukrainians-in-quebec.

5 Gordon and Clark, “The Impacts of Supply Chain Disruptions on Inflation.”

6 “Supply chains are back to normal. Why is inflation still so high?,” The Economist, June 22, 2023,  
https://www.economist.com/graphic-detail/2023/06/22/supply-chains-are-back-to-normal-why-is-inflation-still-so-high?

7 Nelson Bennett, “‘Faster’ environment approval for mines measured in years, not days,” The Western Investor, May 1, 2023,  
https://www.westerninvestor.com/british-columbia/faster-environment-approval-for-mines-measured-in-years-not-days-6933942.

8 Heather Exner-Pirot, “The smoking gun for Canada’s weak economic growth? A collapse in energy and resource investment,”  
The Hub, May 2, 2024, https://thehub.ca/2024/05/02/heather-exner-pirot-the-collapse-in-energy-and-resource-investment/.
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want to be in a situation like Germany, which has seen permanent structural demand destruction 
due to its dependence on Russian natural gas.9 

• Canada should make massive investments in our trade infrastructure, including ports, rail and 
airports, so that in the event of a future shock, the country easily has the capacity to surge imports 
to make up for a shortage or to double exports of fertilizer or LNG to support our allies. This would 
have the welcome bonus of boosting Canadian productivity by helping exporters get their goods to 
market more quickly and cheaply. In addition, it can be productivity enhancing. Economist Trevor 
Tombe has pointed out that we need more funding for critical infrastructure because “our transport 
infrastructure is inadequate and our productivity suffers as a result.”10

• Create incentives for “Friend-shoring.” Simplify the customs paperwork and regulatory 
requirements for importing products from allied countries (those with which we have trade 
agreements) and make it tougher to import from other countries with increased scrutiny around 
human rights and forced labour, and tariffs for countries with a track record of dumping, trade 
abuses and IP theft.

9  German industry unlikely to fully recover from energy crisis, warns RWE boss,” The Financial Times, April 9, 2024,  
https://www.ft.com/content/5d98bcab-c8bc-49c8-83a0-88522194f64d.

10 Trevor Tombe, “Actually, Minister Guilbeault, Canada needs more roads, rail, and all of the above,” The Hub, February 22, 2024,  
https://thehub.ca/2024/02/22/trevor-tombe-canada-needs-more-roads-rail-and-all-of-the-above/.
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2. Monetary Policy Failed  
to Apply the Brakes

The fact that inflation hit 8.1 percent in June 2022 while interest rates were rising faster than at any point 
in Canadian history has demonstrated that the Bank of Canada, like many central banks throughout the 
advanced economies, held interest rates too low for too long and continued quantitative easing when it 
was no longer needed.11  

When inflation did appear, central banks initially declared it “transitory”, a temporary phenomenon that it 
would take care of itself. They then found themselves behind the curve, offering too little too late and in 
need of unprecedented interest rate hikes, from 0.25 percent to 5 percent in a little over a year. 

In the U.S., the Federal Reserve has come under considerable criticism for policy mistakes. As Larry 
Summers put it, “I do think there needs to be considerable soul searching at the Fed as to how they 
missed this as badly as they did. They were declaring that inflation would be transitory through most 
of 2021, even as it was becoming clearer to--clearer and clearer to a growing number of observers that 
inflation was not a path to being purely transitory.”12

To his credit, the Bank of Canada governor did some of the soul searching recommended by Summers.  
Tiff Macklem wrote in February 2024 that he and his team had underestimated the strength and 
persistence of inflation in 2021 and 2022 in the midst of a series of shocks.13 Also, the Bank’s models 
weren’t properly calibrated to measure price pressures throughout the economy, he wrote, and bank 
officials were “not sufficiently attentive to the risk that inflation could rise sharply.”

To be fair, it would also have been impossible for the Bank of Canada to foresee how serious the COVID 
crisis would be. A shutdown of the Canadian economy could have lasted years and been far more 
devastating. As then-Governor Stephen Poloz explained, “A firefighter has never been criticized for using 
too much water.”14 

It’s not at all clear that the performance of the Bank of Canada has been worse than other central banks. 
It is entirely possible to argue that the Bank did well in engineering a “soft landing”. Nevertheless, the 
inflation crisis precipitated by the pandemic has proven the need to reinforce the Bank’s inflation mandate 
and improve Parliamentary oversight without harming the Bank’s independence.

11 Craig Sebastiano, “Prime Rate History in Canada,” Forbes, May 23, 2024, 
 https://www.forbes.com/advisor/ca/banking/prime-rate-history-canada/.

12 “Transcript: The Path Forward: The U.S. Economy with Lawrence H. Summers,” The Washington Post, May 31, 2022,  
https://www.washingtonpost.com/washington-post-live/2022/05/31/transcript-path-forward-us-economy-with-lawrence-h-summers/.

13 Tiff Macklem, “The Bank of Canada’s response to post-COVID inflation, and some lessons learned,” in Monetary Policy Responses to the 
Post-Pandemic Inflation, eds. Bill English, Kristin Forbes and Angel Ubide, (Centre for Economic Policy Research: Paris, 2024), 51-64,  
https://cepr.org/system/files/publication-files/197150-monetary_policy_responses_to_the_post_pandemic_inflation.pdf.

14 “Poloz makes another rate cut: “A firefighter has never been criticized for using too much water”,” CTV News, March 27, 2020,  
https://www.youtube.com/watch?v=FrNtl6RNdGA.
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Policy Solutions

• Clarify the bank’s mandate. The Government of Canada must clarify that the Bank’s mandate is 
price stability: the 2% inflation target and nothing else. Not inclusive growth or climate change or 
digital currency.15 When the Bank of Canada renewed its mandate in 2021, a number of economists 
raised the alarm about odd language “promoting maximum sustainable employment” in the joint 
statement from the Bank and the Government. As McGill University economist Chris Ragan has 
stated, “all of us should be worried about the future. If the Government is not really committed to 
having an operationally independent Bank of Canada pursuing low and stable inflation, then there is 
good reason to expect that inflation and inflation expectations may become unanchored.”16

• Conduct an independent review of quantitative easing and unorthodox monetary policy by a team 
of respected economists. The Bank of Canada has already talked about some of the mistakes that 
it’s made, but its judgment isn’t being subjected to independent analysis. There needs to be an 
independent audit to ensure real accountability.

• Improve Parliamentary oversight, particularly for unconventional policies. If the Bank of Canada 
wishes to implement unconventional monetary policies such as quantitative easing, the Governor 
should be required to make an appearance at the House Finance Committee to explain the 
rationale, risks and benefits, and provide a written report to Parliament. Of course, the Bank  
of Canada’s independence would remain unaffected, but the accountability would ensure 
democratic oversight.

15 Tiff Macklem, “The Benefits of an Inclusive Economy,” (speech, Universities of Atlantic Canada, Halifax, NS, May 13, 2021),  
https://www.bankofcanada.ca/2021/05/benefits-inclusive-economy/; “Coordinating the Bank’s climate change work,” The Bank of Canada, n.d., 
https://www.bankofcanada.ca/publications/annual-reports-quarterly-financial-reports/annual-report-2020/global-engagement/in-focus-
climate-change/; “Digital Canadian Dollar,” The Bank of Canada, n.d., https://www.bankofcanada.ca/digitaldollar/.

16 Chris Ragan, “Are Dangers Lurking Within the Bank of Canada’s New Mandate?,” MAX Policy, December 16, 2021,  
https://www.mcgill.ca/maxbellschool/max-policy/dangers-lurking-bank-canadas-new-mandate.
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3. Fiscal Policy Fuelled  
the Inflation

In response to the crisis, governments around the world spent massive sums to counteract the effects of 
shut-downs across the economy. We’re now seeing a consensus emerge that inflation was driven by the 
excessive size of COVID stimulus packages which injected massive amounts of stimulus into the economy 
at a time of supply constraints. Research also shows that the governments who spent the most had the 
highest inflation, while the more moderate spenders have had lower inflation rates to contend with.17

In Canada in 2020-21 (see Figure 1), federal program expenditures almost doubled from $349 billion to 
$623 billion, an increase amounting to 14 percent of GDP. And the spending kept on coming: an additional 
$130 billion or 6 percent of GDP in 2021-22 and another $100 billion or 4.5 percent of GDP in 2022-23. 
This pushed an explosion of demand (almost 20 percent of GDP) into our economy of diminished supply 
and created shortages that drove prices sky-high.

Figure 1: Federal Government Program Expenses (Billions of $)

Source: Fiscal Reference Tables, Budget 2024
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17 François de Soyres, Ana Maria Santacreu and Henry Young, “Fiscal policy and excess inflation during Covid-19: a cross-country view,”  
FEDS Notes, July 15, 2022, https://www.federalreserve.gov/econres/notes/feds-notes/fiscal-policy-and-excess-inflation-during-covid-19-a-
cross-country-view-20220715.html.
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On top of this, provincial program spending surged by 9.2 percent in 2020-21 to $504.4 billion and an 
estimated further 5.6 percent to $532.9 billion in 2021-22.18 This is a much smaller percentage increase 
than the near doubling of federal spending. However, most provincial spending never retreated when the 
COVID crisis past. Ontario, BC and Quebec all have program spending this year which is above the peak 
COVID budgets in 2021 and 2022.19

The fact that the Government of Canada was unable to turn off the spending taps, even when it became 
clear that the COVID crisis was over and inflation was accelerating, made it more difficult for the Bank of 
Canada to cool the economy. Effectively, the Bank was hitting the brakes while the federal government 
and many provincial governments were flooring the accelerator. According to Scotiabank, excessive 
government spending forced the Bank to raise interest rates by an additional 2 percent.20 

Overall federal program spending remains well above pre-crisis levels at 16 percent of GDP compared to 
the 13.2 percent average before the crisis.21 Despite all this, Budget 2024 just added another $5 billion of 
annual spending annually and it’s no doubt to head even higher as we get closer to an election in 2025.

Policy Solutions

• The federal government should cease or postpone all new spending programs until inflation 
stabilizes within target and the Bank has lowered the policy rate to neutral levels.22 This will prevent 
excess spending from pushing interest rates higher. If fiscal and monetary policy are not working in 
tandem, they will be working against one another. 

• Establish a credible path back to a balanced budget. Even if it takes say five or more years, it is 
important for investors and markets to understand that the government is serious about fiscal 
discipline in order to bring down long-term interest rates. Shifting fiscal guardrails or anchors are 
not enough. 

• Adopt an internal budgeting system where new spending priorities can only be funded by 
reallocating from existing programs that are less needed or underperforming. This will force 
departments to prioritize and reinforce with the public that there is no need for cuts. The Trudeau 
government has taken tentative steps toward spending reviews, but these have not produced any 
significant savings so more rigorous processes are needed.23

18 Livio Di Matteo, The Fiscal Impact of COVID-19 on Canada and the Provinces, (Vancouver: The Fraser Institute, 2022),  
https://www.fraserinstitute.org/sites/default/files/storm-without-end-fiscal-impact-of-covid-19-on-canada-and-the-provinces.pdf.

19 Ontario Ministry of Finance, Ontario’s Economic and Fiscal Outlook in Brief, (Toronto: Government of Ontario, 2023), https://budget.ontario.
ca/2023/brief.html; Tegan Hill and Jake Fuss, “B.C. government projects massive debt accumulation—and British Columbians will pay the 
price,” The Fraser Institute Blog, February 22, 2024, https://www.fraserinstitute.org/blogs/bc-government-projects-massive-debt-accumu-
lation-and-british-columbians-will-pay-the-price; Colin Busby and Pierre-Carl Michaud, “Quebec needs solutions to its long-term financial 
challenges,” Policy Options, March 26, 2024, https://policyoptions.irpp.org/magazines/march-2024/quebec-financial-challenges/.

20 Jean-François Perrault and René Lalonde, “To Spend or Not to Spend? This is the Monetary Question,” Scotiabank Global Economics:  
Insights & Views, November 17, 2023, https://scotia.bluematrix.com/links2/pdf/64294d4c-8153-4773-a32c-a4e17e8f3830.

21 Department of Finance, Fiscal Reference Tables, October 2023, (Ottawa: Government of Canada, 2023),  
https://www.canada.ca/en/department-finance/services/publications/fiscal-reference-tables/2023.html; Beata Caranci,  
Francis Fong and James Orlando, “Federal Budget 2024,” TD Bank, April 16, 2024, https://economics.td.com/canadian-federal-budget.

22 Frida Adjalala, Felipe Alves, Hélène Desgagnés, Wei Dong, Dmitry Matveev and Laure Simon, “Assessing the US and Canadian neutral rates: 
2024 update,” Bank of Canada Staff Analytic Note, April 2024, https://www.bankofcanada.ca/2024/04/staff-analytical-note-2024-9/.

23 “Refocusing Government Spending to Deliver for Canadians,” Government of Canada, March 1, 2024,  
https://www.canada.ca/en/treasury-board-secretariat/topics/planned-government-spending/refocusing-government-spending.html;  
Sean Speer, “What the Trudeau government can learn from Stephen Harper about how to control spending,” The Hub, August 31, 2023,  
https://thehub.ca/2023/08/31/sean-speer-what-the-trudeau-government-can-learn-from-stephen-harper-about-how-to-control-spending/.

https://budget.ontario.ca/2023/brief.html
https://budget.ontario.ca/2023/brief.html
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4. Firm Behaviour and Competition

Some left-wing politicians in Canada who believe that inflation is caused by corporate greed alone have 
been summoning grocery store CEOs to various Parliamentary committees to yell at them. Instead, they 
should listen to economist Brian Albrecht who says: “Blaming inflation on greed is like blaming plane 
crashes on gravity.”24 

It may be literally true that planes crash because of gravity, but gravity is a pre-existing condition that 
has always been with us. Planes ought to fly in spite of gravity. Similarly, corporations have always sought 
to maximize profit, but they can provide low prices in spite of their desire to make money by ensuring 
competition. 

Box 1: A Canadian Case Study25

Back in June of 2020, Walmart Canda and other retailers were struggling with the soaring costs of 
online shopping (particularly the ruinously expensive cost of $15/hr workers roaming up and down 
the aisles to get your groceries). They worried that their major competitor Amazon had convinced 
everyone that shipping and handling should always be free, so they were afraid to charge additional 
fees for online shopping. Walmart began imposing a 5 percent charge to suppliers for all merchandise 
sold online as well as a 1.25 percent charge on the cost of all the rest of merchandise sold. The other 
major retailers followed suit. 

Suppliers were understandably furious and demanded that government intervene (this is the reason 
we have a grocery code of conduct). But the alternative was to raise prices in response to rising 
costs, and retailers were seeking another way out. The point is that retailers in competitive markets 
are extremely reluctant to raise prices because so many compete purely on having the best price 
(Walmart, Costco, No-Frills, Food Basics, Giant Tiger).

Nevertheless, we can’t be too dismissive about firm behaviour and competition. Isabella Weber has written 
some fascinating work on sellers’ inflation, defined as “when the corporate sector manages to pass on 
a major cost shock to consumers by increasing prices to protect or enhance its profit margins.”26 In a 
normal competitive market economy, firms are extremely reluctant to hike prices across the board,  
even when they’re under pressure from rising costs because they fear losing out to competitors. 

But imagine there is a supply chain crisis that affects all retailers and they know for certain that all  
of their competitors will have to raise prices. Then they’d be a fool not to raise prices concurrently  
with their competitors.

24 Brian Albrecht and Alexander Salter, “Lina Khan won’t solve inflation,” The Hill, February 14, 2022,  
https://thehill.com/opinion/finance/594098-lina-khan-wont-solve-inflation/.

25 “‘Diabolical’: Suppliers ‘absolutely furious’ at Walmart Canada plan to recoup investment through new fees,” The Financial Post,  
July 24, 2020, https://financialpost.com/news/retail-marketing/suppliers-absolutely-furious-at-walmart-canada-plan-to-recoup-invest-
ment-through-new-fees.

26 Isabella M. Weber and Evan Wasner, “Sellers’ Inflation, Profits and Conflict: Why can Large Firms Hike Prices in an Emergency?,” UMass  
Amherst Economics Department Working Paper Series, February 27, 2023, https://scholarworks.umass.edu/econ_workingpaper/343/.
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In fact, IMF research showed that in Europe rising corporate profits account for almost half of the increase 
in inflation in 2021 and 2022.27

The Bank of Canada has done some great research comparing inflation rates and corporate profit margins. 
It found that:

“while changes in markups may have contributed to the initial rise of 
inflation in 2021, their contribution dissipated by the end of 2021  
and growth in marginal costs was the driving force of peak inflation. 
[…] during 2021 the contribution of markup growth to inflation was 
positive but mild—inflation during 2021 was 5.1%, whereas markup  
growth was only 0.44% over the same period (less than one tenth the  
rate of inflation).”28 

The evidence for sellers’ inflation is somewhat mixed and the concept may be more theoretical than 
practical.29 Still, the only way to ensure that profits are not excessive is to foster a real competitive policy 
environment to bring down prices. One critical point is that competition law by itself cannot create 
competition. Competition laws in Canada have been strengthened with increased penalties at least  
three times without having much noticeable effect on prices.

There are two ways to lower prices by encouraging competition. The first is to eliminate many government 
barriers to competition, including: a) restrictions against foreign businesses; b) state-owned

monopolies; and c) regulatory barriers to entry. Research by George Mason University Economist Vincent 
Geloso estimated that 32.6 percent of Canada’s economy is effectively protected from competition.30 

The second is to provide incentives to encourage investment in concentrated sectors (e.g. airlines) or 
in regions (rural areas where there is one or few grocery stores), or overall, by making Canada a more 
attractive place to invest with tax incentives or bringing down the high cost of doing business in Canada 
through regulatory reforms and tax reductions. 

The ultimate goal is to push down prices by having multiple companies investing and competing 
aggressively to steal customers from one another. This cannot be achieved by having the Industry 
Minister cold-calling foreign grocery stores to ask them to come to Canada. Particularly in the current 
environment, who would respond to Canada’s invitation to invest hundreds of millions in order to be 
constantly threatened with excess profit taxes on top of high costs, onerous regulations and carbon taxes.

It’s time to make Canada an exciting place to invest and build a business.

27 Niels-Jakob Hansen, Frederik Toscani and Jing Zhou, “Europe’s Inflation Outlook Depends on How Corporate  
Profits Absorb Wage Gains,” IMF Blog, June 26, 2023,  
https://www.imf.org/en/Blogs/Articles/2023/06/26/europes-inflation-outlook-depends-on-how-corporate-profits-absorb-wage-gains.

28 Panagiotis Bouras, Christian Bustamante, Xing Guo and Jacob Short, “The Contribution of Firm Profits to the Recent Rise in Inflation,”  
Bank of Canada Staff Analytical Note, August 1, 2023, 4, https://www.bankofcanada.ca/wp-content/uploads/2023/08/san2023-12.pdf.

29 Tomás Baioni, “Testing the Sellers’ Inflation Theory: The Role of Markups,” SSRN Working Paper, August 10, 2023,  
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4537390.

30 Vincent Geloso, Canada Still Needs to Open Up to Competition, (Vancouver: The Fraser Institute, 2024),  
https://www.fraserinstitute.org/sites/default/files/canada-still-needs-to-open-up-to-competition.pdf.
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Policy Solutions

• Reduce or eliminate government barriers to competition the foreign-ownership restrictions,  
state-owned monopolies and regulatory barriers that impact almost a third of Canada’s economy.

• Bring in a ten-year corporate tax holiday for new capital investments in areas that require more 
competition. If a grocer (Canadian or foreign) builds a new store in an underserved area, they get 
10-years free of corporate income tax.

• Ban mergers and acquisitions for businesses in the sectors that are already too concentrated 
(telcos, banks, grocery stores), so that they are prohibited unless the Minister makes an exception. 
This would reverse the onus so that a proposed merger would by default be disallowed unless it can 
be demonstrated that it would not damage competition.

• Slash regulation. Begin a government-wide overhaul to reduce regulation by appointing a  
Minister responsible for red tape reduction and set a 30 percent reduction target for every  
federal department. The government should also establish a “regulatory budget” working with 
business to calculate the costs that are imposed by regulation and then setting a declining overall 
“budget” for the costs of regulation that might be imposed in a given year. This approach led to 
significantly improved economic performance in British Columbia according to research from 
George Mason University.31 

• Allow full expensing of all capital investments in the year they were made. Canada currently allows 
some accelerated write-downs already, but these are being phased out, which will a cause a huge 
tax increase on business investment taxes, according to Trevor Tombe.32 Canada needs to reduce 
the competitiveness gap and provide more investment incentives.

31 Bentley Coffey and Patrick A. McLaughlin, “Regulation and Economic Growth: Evidence from British Columbia’s Experiment in Regulatory  
Budgeting,” Mercatus Working Paper Series, June 24, 2021, https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3868527.

32 Trevor Tombe, “Canada just started the largest tax increase you’ve never heard of,” The Hub, May 16, 2024,  
https://thehub.ca/2024/05/16/trevor-tombe-canada-just-introduced-the-largest-tax-increase-youve-heard-of/.
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5. Housing – The Toughest  
Nut to Crack

Right now, the fastest growing parts of inflation are in housing, the sector which is driving the greatest 
unhappiness among young people. In March, rents grew by 8.5 percent compared to a year ago while 
mortgage interest costs were up 25 percent and owned accommodation costs rose 7 percent. 

In the short term, the problem is not going to get better – in fact, the housing shortage will get worse this 
year and will be even worse next year – because Canada’s construction industry cannot keep pace with 
the growth in population. 

The Government’s latest target to build 3.9 million homes by 2031 would require 8 years of building almost 
500,000 homes per year. There is simply no one in the housing industry who thinks that this is remotely 
achievable. Canada’s housing starts are currently at about 240,000 per year and are projected to trend 
lower this year before a modest recovery according to the CMHC.33

Canada certainly does not have the workers to double the rate of home construction, but we also don’t 
have the capital, with an estimated $1 trillion required to build the additional homes. 

Proportionally, Canada is building homes much faster than the Americans. The U.S. is currently building  
1.5 million homes annually, which is the equivalent of Canada building just 150K. If the government’s 
strategy to accelerate construction were able to build 280,000 or 290,000 per year, it would be a  
heroic achievement, roughly twice U.S. levels.

Why our construction industry can’t catch up and why US homes  
are so much cheaper

The U.S. brings in 1 million permanent residents per year and its temporary worker visa programs are 
proportionally smaller than Canada’s (in the US, 900,000 of the various H Visas were approved last year 
alongside 472,000 international students).34 Canada’s official target is 500,000 permanent residents.35 
But when one accounts for international students, Temporary Foreign Workers, and other non-permanent 
residents, Canada brought in 1.3 million immigrants in 2023 which is 5 times U.S. immigration levels.36 

33 CMHC, 2024 Housing Market Outlook, (Ottawa: CMHC, 2024), https://assets.cmhc-schl.gc.ca/sites/cmhc/professional/housing-markets-da-
ta-and-research/market-reports/housing-market-outlook/2024/housing-market-outlook-spring-2024-en.pdf.

34 “Nonimmigrant Visa Statistics,” US Department of State, n.d.,  
https://travel.state.gov/content/travel/en/legal/visa-law0/visa-statistics/nonimmigrant-visa-statistics.html.

35 Immigration, Refugees and Citizenship Canada, “Notice – Supplementary Information for the 2024-2026 Immigration Levels Plan,”  
Government of Canada, November 1, 2023,  
https://www.canada.ca/en/immigration-refugees-citizenship/news/notices/supplementary-immigration-levels-2024-2026.html.

36 Statistics Canada, “Canada’s population estimates: Strong population growth in 2023,” The Daily, March 27, 2024,  
https://www150.statcan.gc.ca/n1/daily-quotidien/240327/dq240327c-eng.htm?HPA=1&indid=4098-1&indgeo=0.

https://assets.cmhc-schl.gc.ca/sites/cmhc/professional/housing-markets-data-and-research/market-reports/housing-market-outlook/2024/housing-market-outlook-spring-2024-en.pdf
https://assets.cmhc-schl.gc.ca/sites/cmhc/professional/housing-markets-data-and-research/market-reports/housing-market-outlook/2024/housing-market-outlook-spring-2024-en.pdf
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The CMHC projection that we’ll have a shortage of 3.5 million homes by 2030 is based on Canada having  
a population of 43 million by 2030.37 In fact, Canada’s population is already at 40.8 million and will hit  
43 million in just over 2 years. (The reduction in international students will slow Canada’s population 
growth from 1.2 million per year to 900,000-1 million per year.) This means that Canada is on track to 
facing CMHC’s 3.5 million housing gap sometime as early as 2026 rather than 2030.

The government and the official opposition have proposed a series of thoughtful and effective policies to 
accelerate home construction, but there are limits to how much supply can be increased. The point is that 
even if you build 250,000 or 300,000 homes per year, but the population is growing by 1 million per year, 
then the housing shortage will continue to worsen as demand will far outstrip supply. 

Policy Solutions

• Canada’s annual immigration target of permanent residents (i.e. the 500,000 annually) needs to 
be overhauled so that the provinces who are responsible for so many of the policy levers related 
to immigration settlement (including education, health care, housing, etc.) are involved. The federal 
government should set a much lower target in order to accommodate the global talent streams, 
family reunification, and asylum seekers. On top of that, each province would be able to accept 
additional immigration up to the number of homes built in the previous year. They could determine 
how to allocate among the various categories (skilled, temporary foreign workers, etc.) based on the 
needs of their industries.

• Every college or university should have sufficient rental accommodation available to accommodate 
substantially all of its international students. The federal government could provide cheap loans to 
support educational institutions in building the residence facilities.

37 CMHC, Housing shortages in Canada: Updating how much housing we need by 2030, (Ottawa: CMHC, 2023),  
https://assets.cmhc-schl.gc.ca/sites/cmhc/professional/housing-markets-data-and-research/housing-research/research-reports/2023/
housing-shortages-canada-updating-how-much-we-need-by-2030-en.pdf.

https://assets.cmhc-schl.gc.ca/sites/cmhc/professional/housing-markets-data-and-research/housing-research/research-reports/2023/housing-shortages-canada-updating-how-much-we-need-by-2030-en.pdf
https://assets.cmhc-schl.gc.ca/sites/cmhc/professional/housing-markets-data-and-research/housing-research/research-reports/2023/housing-shortages-canada-updating-how-much-we-need-by-2030-en.pdf
https://assets.cmhc-schl.gc.ca/sites/cmhc/professional/housing-markets-data-and-research/housing-research/research-reports/2023/housing-shortages-canada-updating-how-much-we-need-by-2030-en.pdf
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Key Takeaways

In conclusion, addressing inflation in Canada requires a decisive approach that covers all the five forces 
behind the rise in prices over the past few years. By enhancing energy independence, bolstering trade 
infrastructure, and refining monetary and fiscal policies, Canada can pave the way toward a more stable 
economic future. Additionally, fostering greater market competition and adjusting immigration targets to 
align with housing capabilities are essential steps. 

As we implement these solutions, we can do even better: improving productivity, capital investment and 
innovation will drive up the wages of Canadian workers with better jobs. Thus, a future DeepDive will cover 
how to raise Canadian wages. The ultimate goal is to not only stabilize prices but also support sustainable 
growth and improve the quality of life for all Canadians.
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