
1
-27-

of fax policy. The prime objective of tai policy is to raise maximurn revenue

with minimum distortions to resource alCocatïon. Tariffs directly distort the

irirternaziona! a llocation of resaurces thraugh their impact on trade flows. In

evaluating the impact of . taxation on our ;rade patterns the central issue is

whether• domestic taxes have impacts on exports and imports 'tha: are

Comparable to the `tarïff in their impact on Canada's trade flows:

r_xcliange rate management cornprri!5es actïons by domestic monetary

autwarities to alter the value of the exchange rate fru:n the` value that %4rould

result frarn suppl^ and d0-mànd conditions in the foreign exchange markets. The

supply and derna.nd conditions are t';_4 e channels whereby the overall balance ef

payments positsvn is transmi:;ed to he exchange rate. Exchan Qe ra te

management is pro.-rrpt--d by Objectives for the domest:c inflation rate or for the

dome!^rtic unernpl(^yment rate. Either one of these can t^e the prime object"Ves

achieved ove:- a short run horizon of up -to a year through switches of do^xest-ic

re5idenn' expenditure• patterns between internationally traded gaods and

domestically traided goods. Nanethetess, exchange rate manage-lent has its

impact upon riaminal r+aluacions expressed in terms of money irnstead of real

valuatipns expftssed in terms of the-items traded. Rational ieconofnic behaviouf

means that i ndi++id4al ecvnornc heiwavlour responds to reai valuations:

Cansequerttlj^; ezchange rate management influences on nominal yaluations

.cannot permOnantly change the. real patterm of e0orts and imports that are

traded. Exchange rate management can only have a Significant impact on

transitory chang es in the: Permenant p atterrrs af our trsde Vvws.
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