
Toward Monctary Union

Recent year-to-year fluctuations in bilatcral agricultural trade can bc attributed in part to changes
iii the value of tle Canadian dollar relative to thc U.S. dollar. I-ligh trade barriers--especially
nontariff barriers--buffer the agricultural sectors on both sides ot'the border from exchange rate
shocks. Now that the barriers arc reduced, therc is less protection from exchange rate risk. For
example, a 25 percent decline in the real value of the Canadian dollar, as occurred between 1991
and 1995, would roughly translate into a 25 percent drop in the price or Canadian goods exported
to the U.S. market--a major improvement in thecir competitivencss. On the other hand, U.S.
goods exported to Canada could cost 25 percent more in Canada.

The exchange rate could emerge as an especialty troublesome risk factor with the decline of other
trade barriers. With an unpredictable shift in the exchange rate, enterprises with a comparative


