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Part I: Twenty-five (25) Multiple Choice Questions. Write all answers on the computer sheet provided. Please use a PENCIL (Total=25 marks).

1. 
If taxes depend on income, then the size of the government expenditure multiplier__ it would be if taxes were a constant.

a. could be either larger than or smaller than

b. is larger than

c. is equal to what

d. is smaller than

e. none of the above.

2.       Which of the following is FALSE?

a. The bigger the multiplier, the higher the impact of a change in any autonomous variable on equilibrium output.

b. A discouraged worker is no longer in the labour force.

c. Unanticipated inflation benefits borrowers.

d. For a given nominal interest rate, the real interest rate is lower when there is a low inflation rate.

e. The marginal tax rate has a negative effect on the multiplier.

3.       If an economy is heading towards a recession and if the authorities want to minimize the drop in real GDP, they should

a. Decrease taxes and decrease money supply.

b. Increase government expenditure and decrease money supply.

c. Decrease taxes and increase money supply.

d. Decrease government expenditure and increase money supply.

e. None of the above.

4. 
Suppose consumption (C) is $30,000 when income is $32,000, and the marginal propensity to save (MPS) is 0.25.  An increase in income causes C to rise to $36,000. What is the new income?
a. $24,500

b. $35,000

c. $40,000

d. $42,500

e. None of the above.

5.
Suppose Jack deposits $600 in currency at a commercial bank. Later that day Jane borrows $1,200 from the same bank. The money supply would have

a. Increased by $1,200.

b. Increased by $600.

c. Decreased by $1,200.

d. Decreased by $600.

e. Stayed the same.

6.
Which of the following statements is/are CORRECT?

a. When the interest rate rises, it becomes more expensive to borrow, and fewer investment projects are undertaken.

b. When the interest rate rises, it has no effect on investment if this person has all the money needed to start up his project.

c. In macroeconomics, investment expenditure refers to people putting money into bonds, stocks and mutual funds. Hence, when the interest rate rises, people invest more.

d. A and B only.

e. All of the above.

7.
The Canadian dollar (C$) can buy around US$0.90. If the Bank of Canada does not want the C$ to strengthen further,  

a. It should raise taxes.

b. It should sell bonds in the open market.

c. It should cut interest rates.

d. It should do B and C only.

e. It should do all of the above.

8. 
Canada had a fixed exchange rate system with the US$ from ____ at the rate of US$1 cost C$ _____.


a. 
1949-1970; 1.08.


b. 
1949-1970; 1.25.


c. 
1962-1970; 1.08.

d. 
1962-1970; 1.25.


e. 
1971-1983; 1.15.

9. In Pluto, 200,000 people are in the labour force and the unemployment rate is 5%. As Pluto moves out of a recession and the prospect of finding jobs increases, 10,000 previously discouraged workers become "encouraged" to search for jobs. The unemployment rate becomes

a. 5%.
b. 9%.

c. 10%.

d. 12.5%.
e. None of the above. 

10.
Since the Canadian dollar has depreciated against the U.S. dollar, Rosanna (who works and lives in Canada) chooses to take her vacation fishing in Halifax, Canada, rather than going to the U.S. This is an example of the Bank of Canada using monetary policies to keep a weak Canadian dollar in order to 

a. Stimulate investment spending.

b. Increase exports.

c. Decrease imports.

d. Reduce exports.

e. Keep exports constant.
11.
A firm produces consumer goods and adds some to inventory in the third quarter. In the fourth quarter the firm sells the goods at a retail outlet that leaves its inventory diminished. As a result of these actions, what component(s) of GDP change in the fourth quarter?

a. Only investment and it decreases.

b. Only consumption and it increases.

c. Investment decreases and consumption increases.

d. Investment increases and consumption decreases.

e. None of the above.

12.
The M1 measurement of “money” includes _________, which is _______ than the monetary base.

a. Cash only; larger.

b. Cash and chequing deposits; larger.

c. Cash and chequing deposits; smaller.

d. Cash and chequing and savings deposits; larger.

e. Cash and chequing and savings deposits; smaller.

13. If the reserve ratio of all commercial banks is 0.2 and the currency drain ratio of the public is 0.2, then an open market purchase of bonds by the central bank of $10 million will result in

a. $25 million increase in money supply. 

b. $30 million decrease in money supply.
c. $50 million increase in money supply.
d. $60 million decrease in money supply.

e. None of the above.

14. 
If consumption is $25,000 when income is $21,000, and consumption increases to $25,900 when income increases to $22,000, the Marginal Propensity to Save is

a. 0.9

b. -0.1

c. 0.1

d. -0.2

e. -0.3.

15. 
If a $100 billion increase in investment spending creates $100 billion of new income in the first round of the multiplier process and $60 billion in the second round, the multiplier in the economy is 

a. 4.

b. 5. 

c. 3.33.

d.  2.5. 

e.  None of the above.

16.
Under a fixed exchange rate system in which the C$ is fixed against the US$, if the Bank of Canada (Bank) attempts to cut interest rates relative to the U.S. interest rates, the problem it would encounter is

a. A downward pressure on the value of the Canadian dollar and a depletion of the Bank’s US$ reserves.

b. A downward pressure on the value of the Canadian dollar and an accumulation of the Bank’s US$ reserves.

c. An upward pressure on the value of the Canadian dollar and a depletion of the Bank’s US$ reserves.

d. An upward pressure on the value of the Canadian dollar and an accumulation of the Bank’s US$ reserves.

e. None of the above.

17.
A chequing deposit in a bank is considered __________ of that bank.

a. a liability

b. an asset

c. net worth

d. capital

e. none of the above.

18.
If one Canadian dollar buys US$0.8, and one Euro buys US$1.10, then one Euro should buy

a. C$0.88.

b. C$1.375.

c. C$1.625.

d. C$2.15.

e. Cannot be determined.

19. Suppose our current nominal wage is $20 per hour, and the current CPI is 120. Our labour unions are currently negotiating with the firms for a new nominal wage for next year. Our unions want us to be able to afford the same goods and services that we typically buy. If we agree to a new nominal wage of $25 per hour, this implies we believe the CPI for next year to be     

a. At most 135.

b. At most 150.

c. At most 175.

d. At most 190.

e. Cannot be determined.

20.
Which of the following does not affect potential GDP Yp?

a. The quantity of human and physical capital available.

b. The quantity of land and resources available.

c. The level of technology available.

d. The price level.

e. Pollution.

21.      If a country’s capital account is positive, this country is a ____ and its balance of payments is ____.

a. Lender, zero.

b. Borrower, zero.

c. Lender, positive.

d. Borrower, positive.

e. Lender, negative.

22.
The BOC wants the inflation rate to lie in between

a. 0% and 3%.

b. 1% and 2%.

c. 1% and 3%.

d. 4% and 6%.

e. 5% and 8%.

23.
Continued long run economic growth is most likely to be fostered by 

a. expansionary fiscal policy. 

b. elimination of an output gap. 

c. decreasing taxes on consumer goods. 

d. technical change embodied in physical or human capital. 

e. All of the above.

24. If a country’s current account = - $100 and its capital account = $40, the official reserves transactions would be equal to

a. $60, and the central bank is selling foreign exchange reserves.

b. $60, and the central bank is buying foreign exchange reserves.

c. -$60, and the central bank is selling foreign exchange reserves.
d. -$60, and the central bank is buying foreign exchange reserves.
e. None of the above.
25.
If the Bank of Canada sells bonds in an open market, the present value of the bond will ____ and the interest rate will ___.

a.    increase, increase

b. increase, decrease

c. decrease, increase

d. decrease, decrease

e. decrease, not be affected.

Part II: Answer FIVE of the following seven questions in the allotted space. If more than five questions are answered, only the first five will be marked. State whether each statement is true or false and explain. Use graphs to support your answers when applicable. No marks will be awarded to simply stating “true” or “false” without explanation (Total=25 marks).

1. Under the Y=AE (45-degree diagram) model, prices are assumed to be flexible and hence price changes move to equate Y=AE.

Ans: False ( Prices are fixed, inventory changes move to equate Y=AE.
2. Monetary base is the same as money supply (M2).

Ans: Monetary base is cash held by public as cash and banks as reserves; M2 is cash + chequing + savings deposit creation of banks.
3. If the Canadian dollar is fixed or pegged against the US$, the Bank of Canada and the U.S. Federal Reserves can pursue independent monetary policies.

Ans: False ( central bank has to follow US Fed’s monetary policies.
4. According to the uncovered interest rate parity theory, if Canadian interest rates are higher than US interest rates, then this implies we expect a depreciation in the Canadian dollar in the future.

Ans: True ( UIRP says ic = ius + (expected rate of change in the C$). If ic > ius, then the (expected rate of change in the C$) is positive, which means we expect a depreciation of the C$. Basically, the Americans will stop demanding more Canadian assets only if the payment of the Canadian assets in C$ will exchange for fewer US$ in the future. The expected depreciation of the C$ offsets the attractiveness of the higher Canadian interest rate.
5. The elimination of automatic stabilizers would decrease the need for other fiscal policies. 

Ans: False ( Without automatic stabilizers, equilibrium income would be subject to greater swings, increasing the need for other fiscal policies.
6. The crowding-out effect increases the effect of expansionary fiscal policies on the economy.

Ans: False ( G ( will lead to Y(, money demand (, interest rate ( and I(, so Y (.
7. The U.S. trade deficits (NX<0) are not related to its tax cuts and high investment rates.

Ans: False ( NX=(S-I)+(T-G), so the lower is T and higher I, the lower is NX.
Part III: Answer FOUR of the following five questions. If more than four questions are answered, only the first four will be marked (Total=60 marks).

Question #1 (15 marks)

There are three goods in the consumer basket.  Over a three-year period, the prices of these goods, Pa, Pb and Pc (in dollars), vary as follows:

Year   Pa
    Pb       Pc
 Consumption Quantities

2005
10
20
30
Qa = 40; Qb = 50; Qc = 80

2006
12
24
36
Qa = 55; Qb = 60; Qc = 90

2007
15
29
40
Qa = 50; Qb = 50; Qc = 95

Assuming that 2005 is the base year, 

(i) Calculate the consumer price index (NOT expenditures) for each of the three years (3 marks).

Ans: 
You should use the quantities from 2005 ONLY. 


CPI 2005 = 100

        CPI 2006 = 120


CPI 2007 = 138.16
(ii) Using the answers obtained in part (i), calculate the annual rate of inflation over the period, starting from 2005 to year 2006, and year 2006 to year 2007 (4 marks).
Ans: 2005-2006 inflation rate is 20%, 2006-2007 inflation rate is 15.13%. 

(iii) Inflation affects lenders and borrowers. Suppose the Canadian borrowers borrowed $1,000 from the Canadian lenders on December 31, 2005 and promised to pay back $1,300 on December 31, 2006. 

(a) Find the real interest rate, which is defined as real interest rate = nominal interest rate – inflation rate (2 marks). 

Ans: $1300 versus $1000, this is a 30% nominal interest. Real interest=30%-20%=10%.
(b) Do the creditors gain or lose from this transaction? Explain briefly (2 marks).
Ans: They gain because they get paid $300, but it only costs them $200 more to buy the same goods and services.
(iv) Suppose the borrowers want to borrow $1,000 again on December 31, 2006 for one year. The lenders want to make sure they would earn a real interest rate of 8%. What would be the nominal interest rate that the creditors would ask for, if your numerical answers above are now known to everyone? Explain (4 marks).


Ans: 8%=x-inflation rate, and inflation rate from above is 15.13%, so x=nominal interest rate=23.13%.
Question #2 (15 marks)

Suppose that, in 1991, the price levels in Argentina and the US were 100. By 2000, the price level in Argentina has increased to 200, while the price level in the US rose to 150. Suppose the exchange rate between two countries was 

US$1 = Peso$1 in 1991.

(i) Find the inflation rates of the two countries (2 marks).


Ans: Argentina’s inflation rate is 100% (went from 100 to 200), and the US inflation rate was 50%.
(ii) What was the 1991 real exchange rate from the point of view of Argentina? (2 marks)


Ans: Real exchange rate was E = e*PUS/PAR, so E = 1.
(iii) What must the new nominal exchange rate have been in 2000 if the real exchange rate remained constant, from the point of view of Argentina? (2 marks)


Ans: We want E = 1, so 1 = e(150/200), so e = 1.3333.
(iv) In reality, Argentina had a fixed exchange rate system against the US$. The initial nominal exchange rate is fixed. Find Argentina’s real exchange rate. Has Argentina experienced a real appreciation or depreciation? Explain (3 marks).

Ans: The actual E = 1(150/200) = 0.75. This means Argentina’s real exchange rate had decreased or the real value of its currency had appreciated.
(v) Explain whether Argentina’s net exports would rise or fall (2 marks).

Ans: Argentina’s net exports would have dropped. Intuitively, since one US$ could still buy only one Peso and the Argentina price levels have increased, Argentina exports are in fact now more expensive. If this relatively high inflation rate had been offset by allowing one US$ to buy 1.3333 Peso, the Argentina exports would not have lost any competitiveness. Since a fixed exchange rate system does not allow the nominal rate to change, its net exports have suffered.
(vi) Explain why the Argentinean Peso has been overvalued or undervalued (2 marks).

Ans: Overvalued, because it should have taken 1.3333 Pesos to buy one US$, not just one Peso. The value of the Peso is too high.
(vii) Discuss one benefit and one cost of adopting a fixed exchange rate system (2 marks)

Ans: Benefit ( control inflation and money supply, more stability when it is maintained; Costs ( lose monetary policy autonomy, can have real appreciation and hurt NX.
Question #3 (15 marks)

Taylor Rule for Monetary Policies:

The Taylor rule states that a central bank can monitor inflation and GDP by following the equation given by 

i = i0 + (π-π*) + (Y-Yp). In reality, the Bank of Canada does seem to follow this rule, with targeted inflation rate (*=2%. Suppose the current inflation π=π*=2%, and Y=Yp. Let i0 = 5%. 

(i) Find the value of i (1 mark).


Ans: i=5%.
(ii) Now suppose a drop in investment confidence leads to Y-Yp= - 2%. Let us put aside inflation rates for now. According to Taylor rule, what interest rate should the Bank of Canada now set? (2 marks)

Ans: i=3%.
(iii) How would you expect π to change given the change in i you have found above? Explain what happens to AE and AD (2 marks).

Ans: ( (, AE and AD shift up.
(iv) Suppose π=π*-0.75∆i. Find the new π (3 marks).

Ans: (=3.5%.
(v) Suppose the Bank knew that this would have been the new π. To balance between inflation and GDP targets, it has to set a new interest rate weighing both of these effects. Now find the new i that the Bank should set (3 marks).

Ans: i=3.857. (Note: You need to solve the interest rate as an unknown variable – you cannot substitute the interest rate from (ii) to find the interest rate here. See Lyryx lab questions for more examples.)
(vi) Using the exchange rate demand and supply diagram, explain what would happen to the value of the Canadian dollar. Also explain why the goals of keeping ( low and Y high are usually contradictory (4 marks).

[image: image2.emf]1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

Canada (Billions)

BB (% of Y) -2.8 -7.0 -8.2 -7.8 -8.6 -7.1 -5.4 -4.3 -4.6 -5.8

SBB (% of Yp) -4.1 -4.7 -5.6 -6.6 -8.4 -6.9 -5.9 -5.9 -6.3 -6.9

Output gap (% of Yp) 2.2 -3.6 -3.9 -1.3 0.4 -0.2 0.9 2.6 3.3 1.9

Ans: Drop in interest rate will lead to increase in demand for US$, e rises, NX rises, ( (. 


Question #4 (15 marks)

I.    Money Multiplier: Answer the following based on the balanced sheet of a bank. Assume the desired reserve ratio is 

      33.3333%, and the cash drain ratio = 0.

Assets




Liabilities

Reserves 
$60,000

Deposits 

$150,000

Loans

$90,000



(i) What is the amount of excess reserves? (2 marks)

Ans: $10,000.
(ii) By what amount can this bank safely expand its loans? (2 marks)

Ans: $10,000.
(iii) By expanding its loans by the amount in (ii), and assume that all other banks have the same practice as this bank, how much money would be created in the system? (2 marks)

Ans: $10,000*1/0.333333 = $30,000.
II.   Government Budget: The following table shows Canada’s actual values for budget balance (BB), structural budget balance (SBB) and output gap. All values are expressed as a percentage of Y or Yp. Source: www.imf.org.


Focus on the absolute values of the numbers above, i.e., we drop the negative sign when we compare the magnitudes of the numbers.

(i) Consider the years 1982-1986: What caused the values of BB >SBB? Were discretionary fiscal policies expansionary or contractionary? Explain (3 marks).

Ans: Recessionary Y, expansionary fiscal policies since SBB is rising.
(ii) Consider the years 1987-1990: What caused the values of BB<SBB? Were discretionary fiscal policies expansionary or contractionary? Explain (3 marks).

Ans: Improved Y, expansionary fiscal policies since SBB is rising.
(iii) As an economist, are you more concerned with the values of BB or SBB? Explain (3 marks).

Ans: SBB, since the recovery of Y from recession will not improve these deficits. SBB changes are due to discretionary fiscal policy changes. SBB deficits will not narrow automatically over time.
Question #5 (15 marks)

In this question we analyze the Canadian economy. The simplified economy is specified as follows: 

A.   Goods market, all values are in billions of C$:

B.  Money market, all Md values are in billions of C$:


- Consumption expenditure:  C  = 270 + 0.8(Y-T)
      - Interest rate: i = 0.1 or 10%.

- Investment expenditure: I  = 400 – 500i


      - Money demand: Md =800 – 3000i.

- Government expenditure: G = 300

- Lump-sum constant taxes: T = 200

- Exports=100

- Imports=0.2Y

Given the above information, solve for the following:

(i) 
The equilibrium Y and money supply (2 marks).


Ans: Ms=500, Y=2150.
(ii) The Conference Board of Canada has recently announced that consumer confidence in Canada dropped in the month of January 2009. Let the drop in consumer confidence to be equal to 10 points, so now C=260+0.8(Y-T). 

(a) Find the value of the goods market multiplier (1 mark).

Ans: 1/(1-0.8+0.2) = 2.5.
(b) Find the new Y, by either using the long calculation method or by using the multiplier (2 marks).

Ans: Y=2125.
(c) Explain intuitively and numerically how the drop in consumer confidence would affect the economy through the multiplier. Use three rounds of effects to demonstrate the multiplier effects. Let the first round be related to car purchases, the second round related to clothing, and the third round related to food (6 marks).

Ans:  Round 1 ( (Consumer Confidence=-10, so (Y = -10.

Round 2 ( (Y= -10, but (C= -8 only, and not all –8 is suffered by Canadian firms because imports will also fall ( imports fall by 0.2Y, so imports fall by 2 ( the net drop in Y of Canada is only –6.


Round 3 ( (Y= -6, so (C = -4.8, but imports fall by 1.2, so net drop in Y of Canada is only –3.6.
(iii) Suppose the Bank of Canada (BOC) is trying to reverse this adverse effect on the economy. For simplicity, it is not concerned about inflation for now. Find the new i and money supply required in order to push the Y level back to the original Y level that you have found in (i) (4 marks).

Ans: Want (I=10, so need new I=360=400-500i, so i=0.08, Ms=560.
Part IV: Answer the following question (Total = 40 marks).

The Canadian economy was operating at Y=Yp on the LAS curve before the following events took place. 

Consider the following article from www.globeandmail.com:


(i) Given Article 1, and the fact that the US is our main trading partner, use the Y=AE and AD/AS/LAS diagrams to illustrate how Canada’s economy will be affected in the short run. Explain in words which curves would shift and why. How would the unemployment rate and inflation rate be affected? Explain (5 marks).





AE shifts down due to NX


AD shifts inward

Consider the following article from the Associated Press:


(ii) Demonstrate graphically how the two events described in Articles 1+2 will affect the Canadian economy by using the AD/AS/LAS diagram. For simplicity, assume that Canada is a net importer of oil (Ontario larger than Alberta) and that the housing market has the overall stronger effect on Canada than the oil effect. Explain in words as well (5 marks). 






Ans: AS shifts left, lower Y, AD shifts left, lower Y.
(iii) Given your graph in (ii), discuss how the BOC can use monetary policies to maintain Y=Yp. Discuss two methods that the BOC can use to conduct monetary policies. Show the effect of this monetary policy on your graph in (ii). How are unemployment and inflation rates affected (5 marks)?

Ans: ( interest rates, buy bonds, switch deposits into banks; AD shifts up to Yp, (u=0, ( (.
Consider the following article from www.globeandmail.com:


(iv) Define SRA and SPRA. Given Article 3, has the BOC been conducting SRA or SPRA before and around October 3rd, 2008? Explain. Is the overnight interest rate likely to rise or fall due to the BOC’s actions? Explain (5 marks).

Ans: SRA = sale and repurchase agreements, drains cash from banks; SPRA= special purchase and resale agreement, injects cash into banks; Has been conducting SPRA; overnight interest rates likely to fall.
Consider the following article from www.globeandmail.com:


(v) Explain why a cut in the target overnight interest rate would usually lead to a drop in the value of the Canadian dollar (5 marks).

Ans: Weaker demand for Canadian assets, weaker demand for C$, C$ drops.
Consider the following article from www.globeandmail.com:


(vi) State the difference between budget balance (BB) or structural budget balance (SBB). Which measurement would reflect a larger deficit? If we believe the recession is only temporary, should we examine our fiscal budget health by looking at BB or SBB? Explain (5 marks).

Ans: BB=tY-G, SBB=tYp-G, and BB likely show larger deficit than SBB since Y would have dropped under BB. We should focus on SBB which assumes Y=Yp.
(vii) Consider Articles 1 and 2: Suppose that neither the Bank of Canada nor the government responds to the U.S. slowdown and higher oil prices. Explain in words and graphically how the Canadian economy will adjust back to the long run equilibrium. Also relate to the Phillip’s Curve.  (5 marks).





Ans: Wages will (, AS shifts right, back to Yp; PC says wages ( if Y<Yp.

Consider the following article from www.globeandmail.com:

 

(viii) Based on the above article, how would Canadian GDP be affected? In the AD/AS/LAS model, which curve will be affected? Explain in words, no diagram necessary (5 marks). 

Ans: LAS shifts right very slowly or even shifts left.
The End

Article 1: Warnings mount over U.S. housing slump


BARRIE MCKENNA,Globe and Mail Update,October 16, 2007 at 6:23 PM EDT





WASHINGTON — U.S. Treasury Secretary Henry Paulson and Federal Reserve Board chief Ben Bernanke have acknowledged the housing slump isn't nearly over, rekindling economic gloom on Wall Street. In his starkest take yet on the housing and credit mess, Mr. Paulson called the situation “troubling” and warned the crisis would take “some time yet” to ease.





“Despite strong economic fundamentals, the housing decline is still unfolding, and I view it as the most significant risk to our economy,” Mr. Paulson said Tuesday in speech at Georgetown University in Washington. Mr. Bernanke likewise predicted the housing slump would be a “significant drag” on the economy into next year. He said it would take time for Wall Street banks to work through the credit crunch.








Article 2: Oil climbs past $147 on tensions in Iran, Nigeria


Last Updated: Friday, July 11, 2008 | 3:05 PM ET The Associated Press 





Crude oil prices hit a new record Friday, surging over $147 US a barrel, boosted by concerns over possible disruption to tight global supplies.


Oil hit a new intraday peak of $147.27 US. Light sweet crude for August delivery later settled at $145.08 US a barrel on the New York Mercantile Exchange, up by $3.43 from Thursday amid ongoing tensions over Iran's launch of test missiles and the possible renewal of oil-related violence in Nigeria.





"There's always a fear premium in pricing," said Jeff Brown, managing director of FACTS Global Energy in Singapore. "The tensions in Iran and the threat of supply disruption will help support oil prices.' Friday's new intraday peak surpassed last week's record of $145.85 US a barrel, after the near-month contract had lost nearly $10 on Monday and Tuesday.











Article 3: Bank of Canada pumps billions into system


October 3, 2008 HEATHER SCOFFIELD, Globe and Mail Update





OTTAWA — The Bank of Canada is substantially bulking up its liquidity injections, increasing their frequency and making it easier for financial institutions to partake - measures that aim to manage near-frozen conditions in money markets.





The central bank said it is increasing its plans to inject extra cash into term lending markets from $8-billion, announced recently, to $20-billion. The central bank also said it is expanding its list of eligible collateral, again. “In recognition of market conditions,” it will now take bank-sponsored asset backed commercial paper, in addition to other securities recently added to its list of acceptable collateral, the bank said.











Article 4: Loonie falls almost two cents


JOHN PARTRIDGE, Globe and Mail Update, October 21st, 2008


� INCLUDEPICTURE "http://ctv2.theglobeandmail.com/servlet/story/RTGAM.20081021.wloonie1021/business/Business/businessBN/" \* MERGEFORMATINET ���


The Canadian dollar fell nearly two cents Tuesday after the Bank of Canada cut its benchmark interest rate. And currency specialists generally think the loonie will continue to lose altitude over the next few months.





The currency was at 82.15 cents (U.S.) in early afternoon trading, down 1.62 cents from Monday's official close. Earlier, it fell as far as 81.91 cents, its lowest intraday level since Aug. 18, 2005, according to Bank of Canada data. Its official close for the day was a little higher, at 82.39 cents, down 1.38 cents. The steep drop came following the central bank's 9 a.m. (ET) announcement that it has cut its benchmark rate to 2.25 per cent from 2.50.











Article 5: Ottawa will go $64-billion in the red, official says


STEVEN CHASE, Globe and Mail, January 22, 2009 





OTTAWA — The Harper government, which only eight weeks ago still forecast surpluses for Ottawa, has now revealed it will run the deepest shortfalls Canada has seen in more than half a generation: $64-billion over the next two years. A senior government official, speaking to reporters on the condition of anonymity, also warned that it will take as long as five years for Ottawa to return to balanced budgets.





Article 6: Canada: A land of mediocrity


HEATHER SCOFFIELD, Globe and Mail, June 13, 2007 at 5:00 AM EDT





Canada's failure to innovate is spilling over into the economy, environmental protection, health care, education, and poverty eradication - turning the country into a land of stifling mediocrity, according to a harsh new report card from the Conference Board of Canada.





"This country is doing dismally in the critically important area of innovation," writes the board's president, Anne Golden. "And the implications of that failure ... show up in the absence of creative policy and investment decisions across all the other domains." Canada fares miserably in the areas of innovation and environment, earning a D grade in both categories. While Canada's air and water quality are high, and protection of biodiversity is solid, our level of waste generation and our battle to curb climate change are rock bottom, the report says. Again, the lack of creative thinking to solve these problems slows progress, Ms. Golden said. And so it's no surprise that in the innovation category, Canada ranks 14th out of 17 countries - "an alarming portent for the future."
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