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I am pleased to be invited to appear before this 
Committee to discuss our spring Monetary Policy Report, which was 
released last week. 

In each Monetary Policy Report we present the Bank's 
assessment of the current trend of inflation and outline the 
monetary policy actions that we felt were necessary to keep that 
trend within the Bank's target range of 1 to 3 per cent for 
inflation control. The reports also provide the Bank's outlook 
for inflation in the near and medium term and give some insight 
into our analysis of economic indicators. 

If I may, I would like to repeat what I have told you 
before about the operation of our inflation-control targets. As 
we note in the Report, these targets are not an end but the means 
by which the Bank contributes to the good performance of our 
economy. An economy functions better with low inflation. As 
well, by taking actions to hold inflation within our 1 to 3 per 
cent target range, monetary policy acts as an automatic 
stabilizer of the economy. When economic activity is strong and 
is pressing on the limits of capacity, with the risk of pushing 
inflation through the top of our range, the Bank will act to 
tighten monetary conditions. In exactly the same way, a weak 
economy that may result in the trend of inflation falling below 
our range will lead the Bank to ease monetary conditions. 

Let me amplify why we believe it is important to keep 
the trend of inflation inside our target range. This is a 
commitment we have made to Canadians to provide them with a high 
degree of certainty about the general level of prices in the 
economy. Confidence in a stable value of money through tight 
inflation control makes it easier for Canadians to make plans and 
to take sound savings, investment and production decisions. Our 
responsibility is to act promptly if there is evidence that the 
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While the expected pickup in economic activity should 
take up some of the slack in the economy through 1997, it might 
still leave significant unused capacity in the economy. Such an 
outcome raises the possibility that a year or two from now the 
trend of inflation might fall below the lower limit of our target 
range. An easing in the desired medium-term path of monetary 
conditions would be implied to counter such a trend. 

But we must also consider the possibility that the 
significant easing of monetary conditions over the past six 
months may lead to a pronounced turnaround in consumer 
confidence. Such a reversal of confidence could result in a much 
stronger economic upswing and less concern about downward 
pressure on the trend of inflation. 

Thus, we will be examining the economic information 
carefully over the coming period in order to come to a judgement 
on the balance of risks regarding the trend of inflation. 

We would now be pleased to take your questions. 


