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Bank of Canada faces interest rate dilemma

Promise by U.S. Federal Reserve to keep rates low may force Canada to follow
By Prithi Yelaja, CBC News Posted: Aug 11, 2011 7:47AMET | Last Updated: Aug 11, 2011 7:47 AMET [1 519
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Mark Carney and the Bank of Canada may cut interest rates in light of the U.S. Federal Reserve's promise to keep rates low,
some experts predict. (Chris Wattie/Canadian Press )

The Bank of Canada had been expected to start raising interest rates in

September, but is now likely to keep them on hold or even announce a n E E ® Illside POli,ucs Blog

cut, experts say.
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10 consumers, there IS i

no reward in saving \
1
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think about saving for

your retirement or a Mchael Hinka is a CBC business conmrentator.

rainy day, you might

as well spend it now in the hope that this consumer spending will
stimulate the economy and lead to job creation."

Canada will have no choice but to follow suit in cutting rates, said Hlinka.

"To raise interest rates would drive up the
Canadian dollar, making our exports that
much less competitive. Now it seems
almost inevitable that the next move for
our benchmark interest rates will be
down."

But that could push the country into a
deep and prolonged recession with record
levels of private debt, according to Hlinka.

Cutting interest rates could further
overheat the housing market and
encourage people to spend beyond their
limits, creating a bubble that will soon
burst, predicts Hlinka.

He points to VVancouver, a city whose
housing market has cooled considerably
this summer, as a harbinger of things to
come for Toronto and other Canadian
cities.

BMO deputy chief economist Doug Porter
told the Canadian Press that the bank will
likely keep its key overnight rate target at
one per cent well into next year.

Until the recent turmoil, Porter said, he
thought the Canadian central bank would
start raising interest rates this fall with two
quarter-point rate hikes by the end of the
year.

"In fact, because of the weakness in
equities there has been some talk recently
that there is even a remote possibility the
Bank of Canada could cut rates in the
coming weeks or months," Porter said.

"I still think that's a long shot, but at the
very least events have conspired to keep
the Bank of Canada on the sidelines for a
lot longer than most had anticipated as
recently as a few weeks ago."

Andreas Park, a professor of economics at
the University of Toronto, is more cautious,
hedging his predictions and taking a wait-
and-see approach.

"If economic conditions stay as they are
now in Canada, | predict interest rates will
go up. If we see a deterioration in the U.S.
on a small scale that affects Canada
slightly, then they will stay as they are. If
there is another recession in the U.S. the

Trade ties key
During trade talks in Brazl
earlier this week, Prime
Mnister Stephen Harper
downplayed the market
turmoil.

"We put too much emphasis
on this stuff. It's waytoo easy
to focus on the trillions that
seem to have been made or
lost from movements on
markets. What really matters
is what we're doing here ... to
focus on a clear, long-term
strategy to create jobs and
wealth."

Prof. Andreas Park agrees.

"We had a political crisis with
the debt ceiling discussions
about whether to increase
taxes, cut the deficitand so
on and so forth ... but nothing
has fundamentally shifted in
the U.S. economyin the
meantime," says Park.

"I don't think that these
enormous drops we've seen
in the stock markets all of a
sudden are on the whole
warranted, because really
nothing has fundamentally
shifted other than a fear of
recession caused by
potential government
spending cuts."

Park says Canada would be
foolish not to seek trading
partners other than the U.S.

"It's a competitive world and
our government should do as
much it can to ensure our
businesses can frade with
other countries. Brazl is an
important emerging nation.
It's done really well
economically over the last
few years and it makes
sense to strengthen trade
ties with them. In many
aspects theyare in the same
business as Canada —
digging natural resources out
of the ground."

Canada should also seek to
boost ties to other emerging
countries such as Chile,
Argentina, China, South
Korea, Thailand, Malaysia
and India, he adds.

interest rates will be cut in Canada," says Park.

"All of this is a big unknown for Canada at this point. And the Americans

don't know it either."

If the U.S. government cuts spending dramatically that could have a
negative impact on the economy, he adds. If that happens, Canada will

be affected.

If interest rates are cut in Canada in September, it will mark five years of

low rates.
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This week on The House, guest-host Susan Lunn
asks Mnister of State for Finance Ted Menzies how
economic problems in the U.S. and in Europe could
end up affecting the Canadian economy. We also ask
retiring BC NDP MLADawn Black what advice she has
for the interim leader of the federal NDP, Nycole
Turmel.
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Hlinka draws parallels between the Bank of Canada and its Swiss
equivalent, which announced last week it was cutting its benchmark
interest rate from one-quarter of a per cent to as close to zero as
possible.

With unemployment at 3.2 per cent and an economy that is growing at
two per cent in the midst of all the turmoil in Europe, the Swiss are the
envy of the world.

"They're terrified that the appreciation of the Swiss franc is going to
upset that apple cart," says Hlinka.

"So their public policy makers and central

bank is saying, 'We'd much rather run the ~ PO.V.: Are you confidentin
risk of creating an asset bubble, instead of ~ the Canadian economy?
sitting and watching the Swiss franc

appreciate day after day and make the products we export to the rest of
the world utterly uncompetitive," says Hlinka.

Switzerland's major trading partners are in the EU, while Canada's major
trading partner is the U.S. Switzerland's economy is much healthier than
its peers in the EU, just as Canada's economy is much healthier than the
US.'s.

But Hlinka warns there is a risk in cutting interest rates.

"l feel like the wild-eyed Cassandra inside the gates of Troy who said
'Don't bring in that statue. It can lead to no good."

Rather than addressing fundamental economic problems, public policy
makers are playing on the margins with factors that have nothing to do
with what the real issues are, such as structural imbalances in the
economy, says Hlinka.

"The public sector is too big relative to the private sector in the
developed countries of the world. The public sector has a much better
deal in terms of wages, benefits, job security, and working conditions,
and it's creating a two-tier society of haves and have-nots."

The private sector creates wealth while the public sector distributes it,
and the result of the imbalance is there are too many people who are

working to distribute the wealth and too few people who are working to
create it, according to Hlinka.

"By the way, these are very unpopular things to say and I'm the first to
admit it."

It's an easier fix to fiddle with interest rates, rather than tackle politically
sensitive issues, says Hlinka.
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Givemeabreak47 Something has gone wrong when the public sector worker making 45 - 60 000 per
year is now considered to be in a second "hawe" tier above everybody else...
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at 1:33 AMET Lets just do away with them all then, so we can all be "have-nots" together. Fewer
senvices for all and less pressure for the private sector to pay anyone a living
wage.
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justadad56 Give evenything to China, child labour, everything. They are Squat without us. If they
own us, shame on us.
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The Bank of Canada like the Federal Resenve is part of the central banking
system.

Clearly the central bankers are profiting immensely from the problems they have
created with their business model of creating debt and compounding interest out
of thin air. But never creating enough money to pay off that debt.

Awise person who finds themselves in a hole stops digging. It's past time to climb
out of our hole and get rid of the central banking schemers. Like they have in
Iceland.
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Alot of people are commenting on house prices. One of the best ways of ensuring
that house prices do not rise too much is to lower the amortization rate. People
work out the purchase by how much they can afford a month. Lower the
amortization rate ceiling to 20 years and see what happens to the payment. Sit
back and wait for the housing bubble to burst or house prices will stabilize pretty
quick as the pool of people available to buy them will decrease due to wages
being too low. Course the banks will fight tooth and nail and claim they are fighting
for the "little guy" who will never be able to afford a house!

I bought my house 18 years ago and paid $178,00 - now | am being told it it worth
$375,000. This is crazy. Mywage has onlygone up because | switched jobs. Myold
job is only paying $3,000 a year more. The onlyway | will realize a profitis if | sell
and purchase a home outside the Ottawa market - hmm | still need to work. The
house price is more driven by the cost of land so when we looked around for a
smaller home - the price difference would only cover the cost of moving - no more.
The only one who gained was the bank - we have paid them a lot of interest over
the years.
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The people of Canada are the stupidest people there are, next to the Americans.
Switzerland is not a member of NATO. They are not involved in all of these phony
wars. We are spending billions on slaughtering innocent women and children. We
support, without question, the biggest antagonist nation in the Middle East. This is
crazy. Switzerland has a 3.2% unemployment rate and they are growing by 2% per
year and they are about to lower their interest rates to near 0%. What's to learn
here people. DUH!
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