
Canada's Economic Prospects 
Moving in the Right

Like other countries. Canada has had to 
adjust its economic policies over the past 
five years in order to offset the effects 
of changed international economic condi­
tions since the rise in oil prices in 
1973-74. In Canadian terms this has 
meant implementing policies to combat 
rising inflation, a reduced national growth 
rate and sluggish international markets. 
In the eyes of one man. Gerald K. Bouey. 
the Canadian economy is coming through 
the worsf of the crisis and better days are 
ahead. As Governor of the Bank of 
Canada, the central bank of the Canadian 
banking system through which the 
nations monetary policy is given effect. 
Mr. Bouey is well placed to assess 
Canadian economic conditions. Follow­
ing are excerpts from an address given by 
Mr. Bouey in Toronto outlining the pros­
pects for the Canadian economy.

So far as the current economic situation 
is concerned, there is no shortage of 
difficulties to point to. Unemployment 
remains undesirably high. In recent 
months food prices have produced a 
significant bulge in the rate of increase in 
consumer prices. Although there has 
recently been some recovery in retail sales, 
consumer confidence does not seem to be 
strong. Business confidence is also at a 
rather low ebb, judging from the level of 
new investment in plant and equipment 
in fields other than energy. On the ex­
ternal side, we have been making progress 
in our merchandise trade but our balance- 
of payments deficit on current account 
remains very large and we are financing it 
by going into debt abroad at a rate that is 
correspondingly high.

That's one side of the current picture, 
but there is another side. There are factors 
at work in our economy which, given 
time, should considerably improve our 
situation. Indeed. I would argue that the 
Canadian economy has now in fact made 
many of the adjustments that were 
necessary in order to allow it to perform 
better and to compete more effectively 
with the rest of the world. Thus, while the 
bad news is that our economy has been 
going through a difficult period, the good 
news is that we may already have 
completed a large part of what was bound

Gerald K. Bouey. the Canadian economy 
has made many adjustments necessary to 
allow it to perform better and to compete 
more effectively with the rest of the world.

to be a difficult journey. Much of the es­
sential groundwork has already been laid 
both for a pick-up in the pace of economic 
activity and for a better cost-and-price 
performance—provided, that is. that we 
stick to the course we are on.

Wage settlements
The most fundamental way in which 

we have been getting our economy into 
better shape is through the progress that 
has been made in reducing inflation. On 
that front we have seen a remarkable 
moderation of the average size of negoti­
ated wage settlements—from annual 
increases that were running in the 15 to 
20 percent range back in 1975 to in­
creases that are currently averaging no 
more than 7 to 8 per cent a year, and that 
soon, now that the new guideline is in 
effect should be down to 6 per cent or 
less. Thus the rate of increase in our labour 
costs—a fundamental determinant of our 
ability to compete internationally—is now 
back into much the same range as that of 
labour cost increases abroad.

Consumer price index
At first glance the recent trend of the 

consumer price index would seem to be

at odds with the view that the underlying 
pace of inflation in Canada is continuing 
to moderate. But here is an instance 
where appearances are deceiving. An un­
usual temporary down-swing in food 
prices in 1976. combined with the effects 
of a strong Canadian dollar in holding 
down the prices of imported consumer 
goods, gave an exaggerated impression of 
the degree to which our underlying price 
performance was improving at that time. 
A renewed bulge in food prices in 1977. 
combined with the effects of a substantial 
decline in our exchange rate, have corres­
pondingly obscured the continuing im­
provement in our non-food price perfor­
mance over the course of the present year. 
Taking the two years together, the over­
all rise in the consumer price index to 
date has not been greatly out of line with 
what had been hoped for back in 1975 
when the anti-inflation program was first 
introduced. It is hoped that the prices of 
foodstuffs both from domestic and foreign 
sources will not continue to rise at such 
high rates much longer. Meanwhile, the 
recent weakness of world prices for many 
industrial commodities, together with the 
decline in Canadian interest rates from 
last year’s levels, both represent—for the 
time being at least—some relief from 
pressure in these particular areas of pro­
duction costs.

Expenditure control
Other important adjustments that have 

been made in the economy include a 
firmer control of expenditures by govern­
ments across the country and a less rapid 
rate of monetary expansion. This relatively 
moderate rate of monetary growth has 
been accompanied by a decline in short­
term interest rates, which are now signifi­
cantly lower than [they were] a year ago. 
The same is true of mortgage rates. Long­
term rates have also declined. Interest 
rates are not high now in relation to the 
underlying rate of inflation. Funds are 
readily available to creditworthy borrow­
ers in financial markets and from financial 
institutions. Whether looked at in relation 
to our monetary targets or in relation to 
credit conditions, the current setting of 
monetary policy is not. in my view, im­
peding the achievement of more satis­
factory levels of output and employment 
in Canada.

Foreign-exchange rates
Another important adjustment that has 

occured is the large decline in the foreign- 
exchange value of the Canadian dollar 
over the past 12 months. In large measure 
a decline of this kind was inevitable soon-
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