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Answer Key
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42. a.	Very slow productivity growth in Canada.  Canada-US productivity gap is about 20% larger than it was in 2000.
b. Canada is doing well in the human capital area.  The major problem is in the innovation/R&D area.  In particular, Canadian businesses do not invest as much in R&D as their US counterparts.  Also, capital investment in Canada is not as large as it should be.

43. a.	[4 points]

b. An increase in GST means that consumption becomes more expensive.  This provides an incentive to save.  The savings curve shifts right.  The interest rate falls and the quantity of loanable funds increases (i.e., there is an increase in the amount saved and invested).  [4 points]
c. Investment increases.  This leads to an increase in productivity and an increase in the standard of living in the long run.  [2 points]

44. a.	Expected real interest rate = nominal interest rate – expected inflation rate = 6% – 4% = 4%  [1 point]
b. Actual real interest rate = 6% – 5% = 1%  [1 point]
c. Jay and Joyce benefited because they make their interest payments with dollars that have less purchasing power than anticipated.  George lost because he received dollars that were worth less than expected.  [2 points]
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