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sources in our economy. The basic reason
for tis is that the costs of Canadian pro-
duction have risen toc> much relative to
foreign production to permit Canadian
production to be sufficiently competitive
i international markets.

Foreign exchange
That situation had consequences for the
foreign-exchange value of thre Canadian
dollar. Although there were other im-
portant contributing factors, the main
reason that the Canadian dollar iras de-
clined 80 much in exchange markets over
tire past two years is that Canadian pro-
duction has not been sufflciently compe-
titive with foreign production to avoid a
substantial change. One should note,
however, in tis context that the ex-
change rate for thre Canadian dollar has
been much weakened in recent weeks by
tire appearance i two consecutive
months of figures on Canada's interna-
tional trade tirat were very mucir weaker
than had been expected. These figures re-
corded for tire two months no significant
surplus i our international trade in
goods, whereas Canada needs to have
large net exports of goods to offset our
large net imports of services, includig
business and travel services and interest
and dividends on our large extemral. in-
debtedness. The unexpectedly weak trade
figures naturally raised tire question of
whether Canada's competitive position in
international trade was not much weaker
tiran had been supposed, and the ex-
change market reacted accordingly. 1 my-
self have no doubt that when it becomes
possible to assess these figures i perspec-
tive they will ire found to have been quite
niisleadig as indicators of Canada's coin-
petitive position. The situation is not
nearly as bad as tirose figures suggest, and
when in due course tiraI emerges the ex-
change markcet wil presumably react i

Stability imosile with inflaltionl
it was, ini my opinions, a happy event
when in tire course of 1975 public polJcy
in Canada~ swwig fromn tryig tç> learn to
live wltir inflation to tryipg to learn to
live without it. 1 have asoc wekcomed thre

.îihmwitinitiatives of the féderal and

lie in some arcane central banking belief
in monetary stability as an end in itself
but in the basic economic proposition
that market societies do not and cannot
function well under continuing infla-
tionary conditions. In sucha circumstances
they do not and cannot produce what
their citizens want from them, naniely,
stable prosperity. If a society wants stabi-
lity and prosperity it should avoid infla-
tion like the plague. I do not claim that
this proposition is self-evident but I am
sure that it is true. Its truth is now
strongly supported by a large and rapidly
growing body of economnic experience
around the world.

Monetary expansion reductîon
It is, I take it, a truism that price inflation
cannot continue unless it is fmnanced by
monetary expansion. That is why the
Bank of Canada is foilowing its present
policy of reclucing over time the rate of
monetary expansion in Canada. As you
know, we are doing this gradually rather
than precipitately, and the reason for the
gradualismn is to avoid the intense eco-
nomîc disruption, and the social reaction,
that would inevitably be involved in a de-
liberate precipitate change in the financial
environment.

As you know, we i the Bank of Can-
ada have been pursuing this policy of
moderatig gradually the rate of mue-
tary expansion i Canada by the practice
of publishing a target range for the future
growth of the money supply narrowly de-
fined (MI), and then each year or s0
lowering the target range. Last week we
published the fourth target range in this
series. Thre new target range is from 6 to
10 per cent annually, and it replaces a
range of 7 to il per cent chosen last year,
8 to 12 per cent the year before and 10
to less than 15 per cent announced i the
fail of 1975. We are thus malcing progress
i reducing our target range.

IJaving targets is of course of limited
value if one does not have some success
in hittig tbem. 1 s1hou1d therefore add
that for each of the~ three periods for
whîch we have had tb.em we have corne
well withi our target ranges.

That, briefly, is the story of monetary
policy in Canada ithlelast three year
and ii;s posture for thre future. We have so
fair managed tci follow niuch thre patir for
monetary expansion that~ we wanted to
follow, and we intend to press on. We
have been much encouraged by thre sup-

port that our policy has received, and we
hope for the continuation of that sup-
port.

Over the past three years the path of
price inflation in Canada as measured by
the various price indexes has been rather
erratic. The main reason for this has been
the volatile course traced out by food
prices both here and iii the Unite4i
States...

One can of course flot ignore foý
prices or the effect of the exchange rati
on prices, but if one makes allowance foi
themn in analysis he finds that the upwar(
pressure on prices i Canada from al
other sources has moderated substantiall)
and more or less continuaily ove r the pas
three years. This has arisen fundamentall,
from the mode ration that has occurred ii
the rate of upward movement of labou
costs. This development is cheering, for
reduced rate of inflation of Canadiai
costs is exactly what the country needs t,
strengthen the base for its future prc
sperity. In my opinion there is at presein
far too little recognition both at homi
and abroad of the extent and irnportanc
of the moderation that has been achieve
in the underlying trend of Canadian cost
The main reason for this probably is ti
this favourable underlying developmer
has been obscured for some tirne in tù
price indexes by the rising food pric<
and the declining exchange rate. There i
however, now a good prospect that it wi
soon emerge as the main determinant
the trend of Canadian prices.

The big 'danger in the present situatic
is that the recent upward surge in tI
consumer price index caused by foo4
and the exchange rate will lead to a reve
sal in the moderating trend of producti'
costs in the Canadian economy....

Restraint ueeded now
The trouble is that a new burst of inti
tion of incomes will not ease the natioli
problem, but will rather compound it.
wiil reverse the progress we have made
recent years towards establishing the ba
for stable prosperity. Another outburst
wage and salary inflation wiil mean tf
we shail have to go through the painý
sobering-up process from the beginni
ail over again. One must therefore i

voutly hope that Canadians will find
possible to show sufficient restraint i 1
months ahead to avoid an acceleratioji
cost inflation. One mnust hope that Ut


