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There are many memorable scenes in Karate Kid that offer life lessons, and even some for
policymakers. Canada’s population surge brings to mind Daniel balancing on the bow of a
rowboat with Mr. Miyagi saying “Better learn balance. Balance is key.”.

For years, economists had been warning that aging demographics would throw the econ-
omy off-kilter by straining economic growth, tax revenues, and the social system. A ramp
up in skilled-based immigration offered a solution. Government policies have delivered, but
now the question is whether the sudden swing in population has gone too far, too fast.

"Better learn balance.
Balance is key."

MR. MIYAGI
THE KARATE KID-1984




Highlights

Canada’s population boomed by 1.2 million people over the last 12 months. The positive support to the labour market
and economic growth risks coming at a cost of worsening dislocations in other segments of the economy.

Continuing with a high-growth immigration strategy could widen the housing shortfall by about a half-million units
within just two years. Recent government policies to accelerate construction are unlikely to offer a stop-gap due to the
short time period and the natural lags in adjusting supply.

* Inaddition, we estimate that the neutral interest rate level would likely need to be lifted by an extra 50 basis points rela-
tive to prior assumptions on population growth.

The population surge is a textbook demand shock. If sustained over time, the boost to industry profits, labour income and
government tax revenues help re-align priorities to what’s in high demand versus what’s in short supply. However, the
operative words are ‘over time’. The speed of change defines whether economic and social factors can ‘catch up’.

* Policymakers must strike the right balance between the ability to absorb population growth within the economic and
social infrastructures, while leveraging policies to better utilize the current workforce and integrate new Canadians.

Canada’s 1.2 million population expansion over the past year is more than double the pace in 2019 and in the years that pre-
ceded it (Chart 1). For comparison, the U.S. population, which stands at nearly ten times the size, is estimated to have grown by
a nearly comparable amount. This “great Canadian migration” has been met with a combination of optimism and apprehension.

Canada has achieved this milestone by pulling on two levers. It has steadily lifted immigration targets, which are slated to
welcome 500,000 people per year by 2025. But the bigger factor more recently has been in facilitating the entry of non-
permanent residents (NPRs) in larger numbers. Of that 1+ million population influx, 60% arrived through the NPR channel.
'This second channel is an integral part of Canada’s immigration plan to solve workforce shortages, but the speed at which
it unfolded was not telegraphed and caught many economists oft guard. Evaluations of the future housing stock, be it for
ownership or rental, were already pointing to worsening affordability across the country even before this sudden influx. We
estimate that a continuation of a high-growth immigration strategy would widen the housing shortfall by about a half-
million units within just two years. Recent government policies to accelerate construction are unlikely to offer a stopgap in
this short time period due to the natural lags that exist in adjusting supply.

And social pressures are not limited to housing. The OECD estimated that Canada ranked 31 of 34 countries in the number
of acute care hospital beds on a per capita basis in 2019. That ranking is unlikely to have improved given the rapid expansion
in population despite provincial and federal governments identifying and accelerating the recruitment of health care workers.
Infrastructure too needs to expand. Canada’s starting position

was already on the back foot in all of these areas. Chart 1: The Population Surge Continues
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falls, the left hand has not put in place the appropriate infra- 5
structure to absorb this large influx of people, particularly if the
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The Million People Question...
...will it be repeated?

Early indications are that the rapid acceleration in popula-
tion growth will persist through 2023, at the very least. The
NPR classification is a catch-all for those with a work or
study permit, or refugee status. All three categories remain
on the rise. Last year, the Canadian government attempted
to address labour shortages through a host of remedies.!
'This included removing the limit on the number of low-
wage positions a company can fill using Temporary Foreign
Workers (TFWs) in seasonal industries. Firms also saw the
limit upped on allowable TFWs to 20% of their workforce.
Currently, there isn't a specified time period for this limit to
revert back to the original 10%. In addition, firms in selec-
tive industries that were identified as having high job vacan-
cies could bump their international workforce even further
to 30%. This policy is intended to remain in place through
October 2023. The combination resulted in a 68% jump in
the number of positions approved for TFWs in 2022. The
highest share of these positions, at over 40%, was in agricul-
tural, forestry, fishing and hunting, followed by manufactur-
ing and food/accommodation (Chart 2).

Canada also continues to absorb a population surge among
international students, where many simultaneously con-
tribute to the workforce. Rightly so, here too the govern-
ment has facilitated pathways towards permanent residen-
cy and immigration. This is a badge of honour for Canada,
which is heavily sought out by the best and brightest from

Figure 1: Foreign Student Permits Exceeding
Recommended Levels
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Chart 2: Temporary Foreign Worker Approved
Positions by Industry
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around the world. Recognizing their importance, a Cana-
dian federal advisory panel recommended a doubling in
the number of international students from approximately
240k in 2011 to 450k in 2022. However, Canadian educa-
tional institutions have far exceeded those recommenda-
tions with 807k study permits in circulation as of last year
(Figure 1).2 In fact, educational institutions first surpassed
the target back in 2017 and never looked back. This has
garnered a lot of attention. Institutions have benefitted
from higher international student tuition fees, but there
seems to be little coordination and oversight of student
capacity nationwide. International students need to be ab-
sorbed within Canada’s existing social infrastructure from
affordable living options to health care capacity.

'The final channel within NPRs is asylum seekers. This varies
year-to-year depending on global events but has trended at
an average of 30k people over 2011 to 2021.* However, Rus-
sia’s aggression on Ukraine displaced millions and Canada
stepped up to provide a safe harbour. Over 1.1 million appli-
cations have been submitted under the Canadian-Ukraine
Authorization for Emergency Travel (CUAET) and, so far,
roughly 800k have been approved. Of these, 169k people
entered the country over fifteen months. It’s hard to know
how many people among the remaining approved applica-
tions will actually enter the country, given that some may
have since chosen other locations. Regardless, the existing
and potential entry are large numbers that require resource
planning on a longer-term basis. The temporary residency
extends three years, after which here too there are various
pathways to permanent residency.

All of these influences suggest that 2023 will be another

one-million person year, and quite possibly higher.
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Chart 3: Job Demand Leveling-Up
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A Government Guarantee: Benefits and Pitfalls

Long before the recent “amped up” changes in immigration
policy, Canada had a strong reputation for its successful
recruitment of workers across the globe. The Trump ad-
ministration in the U.S. even looked into replicating its
success. Canada is an international recruitment force to be
reckoned with, reflecting an ability to quickly pivot on the
policy front. Most recently, this was evident in the Tech
Talent Strategy announcement. Among other measures,
U.S. H-1B visa holders (and their accompanying family

members) were able to receive Canadian work permits.’

The benefits of Canada’s efforts are evident in the labour
market. Since last spring, monthly job growth has averaged
around 40k, compared to the 20k trend over the 2010 to
2019 period (Chart 3). Even with that pace, unfilled job
vacancies remain at around 800K. If not for high labour
force growth, the unemployment rate may have tightened
to as low as 4.5%, rather than levelling out in a 4.9% to
5.4% range that has already led to strong wage pressures.
In the counterfactual world, the pass through to inflation
could have been stronger, and the Bank of Canada would
not have had the luxury of skipping meetings during the
spring months in hiking rates.

But it’s hard to know for sure. The population influx, in
the near term, also places a floor under the country’s GDP
growth, which could be resulting in less sensitivity to inter-
est rate movements and/or longer lags. Consumer spending
has defied expectations, propelling Canada to the top of the
G7 leaderboard for GDP growth during the first quarter
of 2023. To get a sense of whether the parts are equal to
the whole, economists have started to emphasize alterna-

tive measures to gauge underlying economic health. More
and more, there are references to per capita measures, which
reveal an economy largely moving sideways over the past
two quarters while other countries, like the U.S., race ahead
despite far less population growth. The Conference Board
of Canada even recently coined the term “city-cessions” to
describe a decline in per capita consumer spending among
the majority of major urban centers. This helps to explain
how it’s possible for Canadians to feel strain on their quality
of life, while also producing some of the best spending and
economic growth figures among peer countries.

'The whole is larger than the parts. In the world of the Bank
of Canada, the setting of interest rates must address the
whole, leaving the parts feeling worse oft with time.

Now that the post-pandemic strains are moving into the
rear-view mirror, how this next stage in the labour mar-
ket unfolds is less obvious. Most job vacancies remain in
lower pay and lower skilled industries.® Recent research
by Statistics Canada already revealed that new-to-Cana-
da workers are underemployed relative to their skill level.”
In turn, this “government guarantee” of importing work-
ers in increasing numbers and across skill levels may fur-
ther create a counter-incentive for employers to address
chronic weak productivity and labour market ineflicien-
cies. Canada was already ranked last among G7 countries
for investment in research and development, according to
the OECD. Worse, the institution predicts the country
will remain in the tail position for the coming decade
when it comes to GDP per capita.

'This has significant implications for Canada’s competitive-
ness on the global stage. It’s important to strike the right
incentives in balancing labour availability and productivi-
ty-enhancing investments. Industry sectors that have been
hiring more TFWs also have lower labour productivity.
'This is the first cautionary tale of pressing too hard on the
immigration channel as the be-all and end-all solution to
aging demographics. Other cautionary tales are also play-
ing out within the social fabric of Canada.

Housing Gets the Short Stick

'The most apparent is within the housing market. We es-
timated that from 2023 through 2025, Canada could fall
short of supplying demographically driven demand re-
quirements by about 215k units, as strong population
growth collides with a downcycle in housing construction.
However, that forecast embeds an assumption that popu-
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Chart 4: Population Surge Requires Higher
Interest Rates

%

Current Baseline

== = Counterfactual of Prior Population
Assumptions ~

2022 2023 2024 2025

Source: Bank of Canada, TD Economics.

lation growth eventually returns to patterns telegraphed
prior to the expansion of non-permanent resident policies
that were intended to accommodate pandemic disruptions.

Should that not occur and Canada repeats last year’s cycle
of record inflows, then the supply/demand gap for housing
swells to over 500k units through 2025. Perhaps even more
concerning is that even if population growth slows back to-
wards a long-term average that undershoots our baseline
path, the country would still be deficient by about 150k
units. In other words, housing supply will struggle to keep
pace with Canada’s rapidly expanding population under
each scenario. A meaningful improvement in affordability
will likely remain elusive.

Part of this is due to the fact that supply is already on its
back foot and naturally responds with a lag to demand. To
facilitate building in a more timely manner, governments
have been trying to remove barriers. In Ontario, a few
examples include the City of Toronto approving changes
that encourage density and the provincial government’s
decision to lower development charges for rental units.
Even if these changes help spur homebuilders into ac-
tion, the typical construction timeline leaves years to reap
the benefits of higher completions. Applying an aggres-
sive assumption that these policies allow homebuilders
to reach and sustain record level completions, a housing
deficit would still persist if Canada continues to have an-
nual population growth of one million or more. To make
matters more challenging, as explored in the next section,
strong population growth can lead to a higher structural
interest rate, which can erode the economics of construc-
tion, while also eroding affordability for homeownership.
Adding up the pieces, concerns around affordability will

not likely abate in the foreseeable future. This cautionary
tale of housing pressures can be applied to many other
parts of society, from social systems to health care to
physical infrastructure. Everything needs balance.

What'’s the BoC to do?

'The population surge is a textbook demand shock. People
settling in Canada immediately become consumers in
search of everything from housing to new clothes to fur-
niture to cars. Although economists have been pointing to
a slowing in per capita spending patterns by households,
the aggregate impact is what matters in creating a discon-
nect with supply, and eventually feeding through to price
pressures. This disconnect is most stretched in the near-
term, as the demand shock overwhelms the economy’s
ability to rapidly respond. Over time, the boost to indus-
try profits, labour income and government tax revenues
helps re-align priorities to what’s in high demand versus
what’s in short supply. However, the operative words in
that sentence are ‘over time’. The speed of change matters
to whether the economic and social factors can catch up.

So where does that leave the BoC? The central bank has
a single mandate to provide a stable inflationary environ-
ment, so any demand shock that carries persistence would
likely need to be addressed via a higher level of interest
rates (in the absence of some offsetting productivity surge,
which has not been Canada’s forte). We calculate that the
neutral level of interest rates would rise by an extra 50 basis
points to counterbalance the Federal government’s immi-
gration targets relative to the prior assumptions on popula-
tion growth (Chart 4). And there isn’t quite as easy a solu-
tion when it comes to home price inflation. As noted in a
previous report,® this is one area in the economy that can be
particularly problematic due to its long reach in influencing
prices directly within the economy, as well as expectations of
tuture inflation.

Moving Forward

While population growth is a good thing and a neces-
sary remedy to aging domestic demographics (Chart 5)°,
the benefits erode if it occurs too fast relative to a coun-
try’s ability to plan and absorb new entrants within the
economic and social infrastructure. Chronic tensions can
quickly become acute for provinces and cities that absorb
a higher population share. Dislocations widen, creating
an even larger come-from-behind strategy in addressing
housing affordability and quality of life issues.
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Chart 5: Clear Need to Offset Aging of Population
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Part of the solution lies in pulling on all available levers.
There’s plenty of evidence indicating that removing work-
place barriers can unleash supply within the existing pop-
ulation, while also right-skilling people to roles. For in-
stance, in a recent report, we noted how flexible work and
lower daycare costs_have led to a surge in mothers with
young children entering the workplace.'* Their participa-
tion rate jumped 4 percentage points since 2020. This was
more than double the pace of the prior three years and a
faster acceleration relative to the rest of the female popu-
lation. Imagine how much tighter the job market would
be without these additional 100,000+ women, with jobs
largely concentrated in full-time employment. To sustain
this influx of workers, Canada needs to press harder on
creating the needed childcare spaces, which we estimate

will fall short by 243,000 to 315,000 by 2026.

Other examples exist, such as recent initiatives to reduce
credential-recognition barriers among medical professionals,
engineers and others. One telling example came from when
the College of Registered Nurses of Alberta streamlined its
application process.!! This created a flood of registrations for
internationally trained nurses already living in the country.

In other words, these individuals were already integrated
into the existing housing/social system and wouldn't create a
source of new demand. In another instance, the Professional
Engineers of Ontario recently eliminated the need for ‘Ca-
nadian experience’ as an application requirement.'? This too
is likely to draw applicants from the domestic population.
These reviews need to occur at every level to challenge self-
imposed barriers, including the trades sector where shortag-
es have been reported within many construction fields. Most
trades take between two and five years of training.” For in-
stance, are the 9,000 apprentice hours to become an elec-
trician in Ontario still the optimal amount of time? That’s
roughly a five year time period (or more, depending on how
many hours a person can secure from an employer). What
should be done to accelerate learning and safety requirements?
Labour force barriers come in many shapes and sizes.

'The more Canadian employers, institutions and govern-
ments remove workplace barriers, the more pressure it can
take off other areas of the social system - like demand for
housing and health care services - by limiting the degree to
which labour shortfalls lead to higher external recruitment.
That will still need to happen, but these statistics are a re-
minder to pull on both levers to eliminate friction.

A lot can be done to better integrate both new and existing
Canadians so that people can reach their full potential. It
can’t just be a matter of bringing in an unchecked amount
of people to take the lower paying jobs on offer - particu-
larly if it underutilizes the workforce and disincentivizes
companies to invest. The Canadian economy already trails
peers when it comes to investment in productivity enhanc-
ing technology. To set the country up for success, policy
needs to be balanced in ensuring an appropriate infrastruc-
ture is in place to bring the best out of workers and fami-
lies. This way the economic pie won't just grow in size, but
the quality will increase as well.
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