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About the Public Policy Forum 
 
 
The Public Policy Forum is a national, independent, non-profit organisation aimed at 
improving the quality of government in Canada through better dialogue between the 
public, privacy and voluntary sectors. The Forum’s members, drawn from businesses, 
federal and provincial governments, the voluntary sector and the labour movement, share 
a common belief that an efficient and effective public service is a key element in ensuring 
our quality of life and global competitive position. 
 
Established in 1987, the Public Policy Forum has gained a reputation as a trusted, neutral 
facilitator, capable of bringing together a wide range of stakeholders in productive 
dialogue.  Its research program provides a neutral base to inform collective decision-
making. By promoting more information sharing and greater linkages between 
governments and other sectors, the Public Policy Forum ensures that Canada’s future 
directions become more dynamic, co-ordinated and responsive to the challenges and 
opportunities that lie before us. 
 
 
 
 

 
This report was prepared by Nicole Murphy, Research Associate, 
under the direction of Yves Poisson, Director, Special Projects,  
Public Policy Forum. 
 
The comments made by participants are reported on a not-for-attribution basis. 
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Executive Summary 
 
On the evening of January 22, 2004, the Public Policy Forum (PPF) hosted a dinner and 
roundtable to discuss the economic impact of the recent appreciation of the Canadian 
dollar. The evening was chaired by Marcel Côté, Public Policy Forum chair, and the 24 
participants included CEOs, presidents of major business associations, senior federal 
officials and senior economists from selected research organizations. Opening remarks 
were provided by four lead speakers: John Murray, Don Drummond, Stephen Poloz, and 
Russel Horner.  
 
The discussion addressed a number of issues related to the appreciation of the dollar. The 
views were somewhat polarized between the economists and the representatives from the 
manufacturing sector. Some of the key points were:  

 
 Economic experts agreed that the appreciation of the dollar is a positive 

development for the Canadian economy. 
 

Economic experts noted that the stronger dollar provides important benefits to 
Canada. These include an improvement in our trade terms, potential productivity 
gains, and a more balanced growth path. The higher Canadian dollar is 
accompanied by other good news—e.g. stronger global and U.S. growth and 
higher commodity prices.   
 
Wholesalers and retailers, finance and insurance companies, and business services 
are most likely to benefit from the stronger dollar. Those who will most likely 
suffer are industries exporting a large portion of their production, and with a low 
import content, such as forest products, pulp and paper.  
 

 This is not a Canadian story.  
 

Most participants agreed that to a large extent, the recent rise in the Canadian 
dollar reflects generalized U.S. dollar weakness, which may represent a corrective 
response to large U.S. current account deficits. The Canadian dollar is not the 
only currency that has made strong gains against the U.S. dollar. In fact, all major 
currencies have appreciated against the U.S. dollar since the end of 2001. 

 
However, some argued that a number of factors specific to Canada may also have 
contributed to the recent appreciation of the Canadian dollar. World commodity 
prices and the Canada-U.S. short-term interest rate differential both supported an 
appreciation of the Canadian dollar in 2003.  

 
 Forecasts of where the dollar will go were divided. 

 
Publicly available forecasts show a range of 73 to 90 cents by the end of 2004. 
Discussion of what the value of the dollar would be did not lead to a unanimous 
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forecast. Some participants believed that the dollar will rise above 80 cents in 
2004, while others believe it will stabilize in the 73 to 75 cent range.  
  

 CEOs and association presidents agreed that the Bank of Canada should 
lower interest rates to reduce the differential between Canada and the U.S.  

 
CEOs and association presidents stated that governments take a significant share 
of the proceeds from industry and that taxes should be reduced to enable 
companies to invest more. CEOs and association presidents were very concerned 
by the velocity of the appreciation of the dollar and believe that the impact on 
profitability in the export sector will be significant. Safeguards, such as hedging, 
have been exhausted and the true impact of the appreciation of the dollar on 
companies will be felt in 2004. The manufacturing sector and rural areas will be 
most affected, and jobs will continue to be lost.  
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Introduction  
 
On the evening of January 22, 2004, the Public Policy Forum (PPF) hosted a dinner and 
roundtable to discuss the economic impact of the recent appreciation of the Canadian 
dollar.  
 
One of the most significant economic developments in 2003, which is expected to 
continue in 2004, has been the significant increase in the value of the Canadian dollar. In 
2003, the Canadian dollar soared to its highest levels in almost ten years, reaching 0.78 
cents. Since the end of 2002, the Canadian dollar has appreciated by more than 20 per 
cent against its U.S. counterpart. In fact, although the appreciation of the Canadian dollar 
has occurred in 2003, all major currencies have appreciated against the U.S dollar since 
the end of 2001. Looking to 2004, most analysts expect the Canadian dollar to stabilize or 
continue to climb.  
 
The roundtable was chaired by Marcel Coté, Public Policy Forum Chair, and included 24 
CEOs, presidents of major business associations, senior federal officials and senior 
economists from selected research organizations. For a complete list of participants see 
Annex 2.  

Summary of Discussions  
 
Marcel Côté opened the roundtable by noted that the Public Policy Forum has an interest 
in the Canadian dollar as a public policy issue. However, for many of the participants 
around the table the dollar is a bottom line issue, particularly for those involved in 
exporting and importing.  
 
In his opening remarks, John Murray, Advisor to the Governor, Bank of Canada, noted 
that the exchange of views promised to be useful and interesting. Mr. Murray put the 
situation into perspective: 
 
 The recent appreciation of the Canadian dollar is unprecedented in terms of speed, 

however, the appreciation is smaller than that of many other currencies and 
follows a long period of weakness.  

 
 The appreciation is nevertheless likely to have a more significant effect on 

Canada than on many other countries, for the Canadian economy is relatively 
open and the U.S. is Canada’s major trading partner.  

 
Mr. Murray pointed out that most of the movements in the Canadian dollar over the past 
30 years have been driven by three variables: world commodity prices, interest rate 
differentials, and inflation. However, he noted that different forces seem to be at work in 
the most recent period of appreciation, reflecting global imbalances and increased 
concern over the widening U.S trade deficit. According to Mr. Murray, there are four 
broad adjustments to a weaker U.S. dollar: 
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1. Increased reliance on domestic demand as opposed to foreign demand. 
2. A shift toward commodity-based exports vis-à-vis exports of other goods. 
3. A marginal increase in the share of exports going to countries with appreciating 

currencies, such as Europe. 
4. Increased investment and a higher capital/labour ratio, owing to the lower cost of 

imported machinery and equipment.  
 
While the transition will not necessarily be easy, Mr. Murray noted that it is important to 
remember that the stronger dollar also provides important benefits to Canada. These 
include an improvement in our terms of trade, potential productivity gains, and a more 
balanced growth path. Wholesalers and retailers, finance and insurance companies, and 
business services are most likely to benefit from the stronger dollar. 
 
On the other hand, Mr. Murray noted that manufacturers and some primary producers are 
most likely to be adversely affected by the appreciation of the dollar. Survey evidence 
from the Bank of Canada suggests that Canadian firms have already started to adjust to 
the stronger dollar, and many firms that are negatively affected have started to take 
measures to alleviate the impact of the appreciation.  
 
Don Drummond, Senior Vice President and Chief Economist, TD Bank Financial Group, 
remarked that it is the speed of the appreciation of the dollar that is the issue. Mr. 
Drummond felt that there are two key questions. The first is, what will be the impact of 
the appreciation already experienced? Mr. Drummond pointed out that this is difficult to 
answer. Economists make inferences from historical experiences, but there has never 
before been such a rapid appreciation. Further, the economy has changed significantly 
since the late 1980s, the last time Canada experienced anything like the current rise in the 
value of the dollar. More Canadian companies have natural hedges, such as borrowing in 
U.S. dollars or owning their supply chains outside Canada. Financial hedging is much 
more prevalent now, although used inconsistently across sectors. 
 
The second question raised by Mr. Drummond is where the dollar will go from here.  
Publicly available forecasts show a range of 73 to 90 cents by the end of 2004.  Given the 
continuing volatility in world exchange markets, businesses and investors are well-
advised to consider scenarios in their outlooks for the dollar rather than unduly relying 
upon point estimates.  Serious consideration should be given to scenarios where the 
Canadian dollar rises further, based on the presumption of continuing downward pressure 
on the U.S. currency stemming from investor concerns over the U.S. trade and fiscal 
deficits. 
 
Stephen Poloz, Chief Economist, Export Development Canada, addressed the sectoral 
impacts of the appreciation of the Canadian dollar. The response to exchange rate 
movements varies enormously by sector. Mr. Poloz began by discussing the resource 
sector, where export prices are in U.S dollars. When comparing the 20% rise in the dollar 
in the past year, it is important to assess what has happened to global prices for resource 
products. Many sectors are below this line, such as gold, energy, paper and steel. The 
accounting effect is very real, but according to Mr. Poloz, the higher Canadian dollar has 



The Impact of the Appreciation of the Dollar on the Canadian Economy 

brought with it a lot of other good news—e.g. stronger global and U.S growth and higher 
commodity prices.  
 
Manufacturing is a different story because manufacturers have very little or no pricing 
power or global excess capacity. For most in the manufacturing sector, a 20% rise in the 
dollar means 20% lower Canadian dollar revenue –the export price remains unchanged in 
U.S dollars.  
 
However, Mr. Poloz pointed out that globalization of supply is a big factor that goes 
unrecognized. Many companies break up their processes and contract out what they can 
to low-cost markets such as China. So, when the dollar rises, the cost of these inputs 
declines. Thus when the imported content of a product is greater than 30% there is a 
substantial offset of the appreciation. Some of these sectors include; automobiles and 
parts (57% import content), computer, telecoms, electronics (48%) and machinery and 
equipment, appliances, clothing (35%). The service sector may be the most vulnerable, as 
there is minimal pricing power and the import content is very low (12-13%); this includes 
both tourism and business services such as engineering and consulting. 
 
Export Development Canada (EDC) published their semi-annual Trade Confidence 
survey, which covered 1000 exporting companies, and they found that exporter 
confidence has edged higher despite the appreciation of the dollar. In the survey only 
18% of exporters said they would be raising export prices.  
 
EDC believes that the appreciation of the dollar is being overplayed and for that reason 
predicts economic growth for 2004 at 3.4%. EDC believes that the exchange rate will 
settle in to the 73-75 cent range, perhaps after a period of overshooting, because it sees 
the movement in exchange rates as a normalization of global conditions, not due to a 
large U.S. current account deficit.  
 
Russell Horner, President and CEO, Norske Skog Canada Limited, raised concerns about 
the velocity of the appreciation of the Canadian dollar and its impact on the export sector. 
Mr. Horner pointed out that the speed of the movement of the dollar has led many 
exporters to feel abandoned by the monetary policy unit of the Bank of Canada 
 
Mr. Horner noted that the impact of the dollar on profitability is significant in his sector 
and he is witnessing damaging results in his industry – jobs are starting to disappear. He 
noted that safeguards, such as hedging, are running out and the true impact of the 
appreciation of the dollar on companies will be felt in 2004.  
 
Mr. Horner argued that with hedging instruments now being used up, in the next three to 
six months companies will start to feel all of the devastating effects of the dollar. In 
response to the appreciating dollar, companies must respond by laying off employees in 
order to improve productivity.  
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Following these presentations, Marcel Côté moderated a general discussion among the 
participants. Among the key points arising in discussion were the following:  
 
 The economists mostly agreed that the appreciation of the dollar is a positive 

development for the Canadian economy, except for industries that export a large 
portion of their production, and have a low import content, such as forest 
products, pulp and paper. 

 
 Most economic analysts expect that the dollar will continue to appreciate in 2004-

2005, or in fact will stabilize at its current level of about 76 cents U.S.  
 
 CEOs and association presidents are very concerned by the velocity of the 

appreciation. It is not possible to increase productivity and reduce costs quickly 
enough to offset the impact of the rising dollar.  

 
 Some industry participants highlighted the impact on the export sector. For 

exporters, a rising currency makes their goods increasingly expensive in the U.S 
and exporters find it increasingly harder to compete. This is a concern for 
exporters because more than 85% of our exports go to the U.S. Some participants 
noted that all their income is reported is in U.S. dollars and they are reporting a 
20% loss of revenue due to the appreciation.  

 
 One participant noted that manufacturers around the country feel ‘hammered’ by 

the appreciation of the dollar and it is difficult to adjust to the velocity of the 
change.    

 
 CEOs and association presidents noted that safeguards, such as hedging have been 

used up and the true impact will be felt in 2004. The manufacturing sector and 
rural areas will be most affected, and jobs will continue to be lost. However, the 
outcome is difficult to predict as the level of demand from the U.S., increased 
commodity prices and domestic demand will all play a role.  

 
 Because of the strong currency, Canadian companies are facing importing 

competition from the U.S. and many companies may be forced to shut down 
factories in Canada. 

 
 Most participants agreed that the U.S. dollar is only one part of the equation. 

Some more factors specific factors to Canada that have contributed to the recent 
appreciation as well as global imbalances.  

 
 CEOs and association presidents argued that there is a need for a clear message 

from the Canadian government. Clear direction from government on economic 
policy and direction is paramount. Some noted that it would be helpful for the 
government to soften the impact of appreciation through higher interest rates, 
therefore allowing the industry to cope better with the rapid change, for example, 
through disciplined hedging programs.  
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 Participants noted that the rapid appreciation of the dollar has a major impact, but 

one participant pointed to the recent recovery in the U.S. economy and forecasted 
that this would have a positive impact on result export growth in Canada. The 
participant noted that the impact of the U.S. economic recovery has yet to be felt, 
and that the effects of the recovery are uncertain, but he still believed that the 
Canadian situation would increase in light of the U.S. recovery.  

 
 CEOs and association presidents agreed that the Bank of Canada should lower 

interest rates to reduce the differential between Canada and the U.S. However, the 
Bank of Canada stated that the interest rate differential does not alone control the 
dollar, and that lowering the interest rate would not have that large of an impact. 

 
 The Bank of Canada has made a promise to Canadians to keep the inflation rate 

consistent, averaging at about 2%. The Bank attempts to forecasts the impact it 
will have on Canada’s Gross Domestic Product. The Bank makes predictions 
based on the national picture, and no decision is based on sectoral impacts.   

 
 There was discussion about what the government can do to mitigate the impact of 

a higher dollar. CEOs and association presidents argued that governments take a 
significant share of the proceeds from industry in taxes, in resource rents, in 
benefits mandated through legislation–and that the government should take less to 
enable companies to invest more. There was agreement that addressing the overall 
business climate is one area where government could help to offset the impact of 
the dollar.   
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Annex 1: Agenda 
 

The Impact of the Appreciation of the  
Dollar on the Canadian Economy  

 
Sir John A. Macdonald Room - Rideau Club 

99 Bank Street, 15th Floor - Ottawa 
Thursday, January 22, 2004 – 6:00 pm to 9:00 pm 

 
 
6:00 pm   Reception 
 
6:30 pm  Welcome and introductions 

 Marcel Côté, Public Policy Forum Chair 
 
Dinner 

 
7:15 pm   Opening Remarks by Chair  
 
 Opening comments by selected participants 
 

- John Murray, Advisor to the Governor, Bank of Canada 
- Don Drummond, Senior Vice President & Chief Economist,  TD 

Financial 
- Stephen Poloz, Vice President and Chief Economist, Export 

Development Canada 
- Russell Horner, President and Chief Executive Officer, Norske Skog 

Canada Limited 
 
7:40 pm   Discussion  

- Questions for Discussion Sheet 
 

8:50 pm Closing Remarks  
 Marcel Côté, Public Policy Forum Chair 

 
9:00 pm Adjourn  
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Annex 3:  Backgrounder 
 

 
 

 The Impact of the Appreciation of the Dollar on the Canadian Economy1 
 

Background 
 
One of the most significant economic developments in 2003, which is expected to 
continue in 2004, has been the significant increase in the value of the Canadian dollar. In 
2003, the Canadian dollar soared to its highest levels in almost ten years, reaching 0.78 
cents. Since the end of 2002, the Canadian dollar has appreciated by more than 20 per 
cent against its U.S. counterpart. The Canadian dollar is not the only currency that has 
made strong gains against the U.S. dollar. In fact, although the appreciation of the 
Canadian dollar has occurred in 2003, all major currencies have appreciated against the 
U.S. dollar since the end of 2001. Looking to 2004, most analysts expect the dollar to 
stabilize or continue to climb. 
 
Influences on the Dollar’s Appreciation Rate 
 
To a large extent, the recent rise in the Canadian dollar reflects generalized U.S. dollar 
weakness, which may represent a corrective response to large U.S current account 
deficits.  
 
However, some argue that a number of more Canadian-specific factors may also have 
contributed to the recent appreciation of the Canadian dollar. World commodity prices 
and Canada U.S. short term interest rate differential – the two key determinants of the 
Canadian dollar exchange rate in a standard model – both supported an appreciation of 
the Canadian dollar in 2003. For example, the Finance Commodity Price Index has 
increased by about 19% since the end of last year, in part because of rises in the prices of 
forest products and base metals.    
 
The Impact of a Higher Canadian Dollar  
 
Exports  
 
As the Canadian dollar has climbed higher versus the U.S. concerns have also mounted, 
particularly regarding the impact on the export sector. For exporters, a rising currency 
makes their goods increasingly expensive in the U.S and exporters find it increasingly 
harder to compete. Where exporters face world prices denominated in U.S dollars, 
retained earnings are depleted, reducing the resources available for new investments. This 

                                                           
1 Sources include:  The Report of the Standing Senate Committee on Foreign Affaires. “The Rising Dollar: 
Explanation and Economic Impacts (Volume 2).” November 2003; discussion with selected experts and 
review of bulletins and recent reports.   
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is an understandable concern because with more than 85% of Canada’s exports go to the 
U.S., the impact on employment and economic growth could be significant. Total real 
exports declined in each of the first three quarters of last year despite the recovery in U.S. 
economic activity, suggesting that the appreciation of the Canadian dollar has affected 
export activity.  
 
Imports  
 
The stronger currency benefits importers. Consumers and businesses benefit from a better 
Canada-U.S. exchange rate through less expensive imports from the U.S. The 
appreciation of the dollar lowers import costs and, more specifically, offers cheaper 
capital goods, making investment in new machinery and equipment in Canada cheaper. 
Canadian businesses import 80% of equipment and machinery, and with these imports 
now more affordable, a boost to business investment can be expected.  However, some 
argue that with the loss of revenue, investments in new machinery and equipment would 
not be substantial.   
 
Sectoral Effects  
 
The appreciation in the Canadian dollar will affect sectors to varying degrees. The effect 
of a currency appreciation depends on both a sectors export reliance and import content.  
 
According to analysis by the TD Bank Financial Group, five industries, which account 
for two-thirds of manufacturing production, rely on exports for at least 50% of their 
production. These include; transportation equipment, forest products, computer and 
electronic, machinery, and electrical equipment and components.  
 
However, one must also consider the ratio of imported inputs to production. The larger 
the ratio, the less affected companies will be by a rising dollar. Sectors displaying high 
levels of import content include; transportation equipment, computer and electronic, 
textile and textile mills, clothing and leather production. Industries with low foreign 
content in their export are typically the most affect by a rise in the value of Canadian 
currency, some include; forest products, the food, beverage and tobacco industries and 
non-metallic minerals.  
 
Competitiveness and Employment  
 
A key indicator used to measure international competitiveness is the labour costs 
associated with producing one unit of output; the unit labour costs. Some argue that the 
unit costs in manufacturing are equalized between Canada and the U.S. with an exchange 
rate of approximately 72 cents U.S. Presently, Canada’s labour cost advantage over the 
U.S has been eliminated with the Canadian dollar trading at over 76 cents U.S. The rise 
of the dollar has harmed profit margins across export-oriented industries and this profit 
squeeze is forcing Canadian companies to lower costs and improve productivity in order 
to defend profit margins.  
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To compensate for the higher dollar, manufacturers are lowering costs by reducing 
employment levels, as well the rise in the Canada-U.S exchange rate has made the hiring 
of new labour less attractive relative to capital. The rise in the dollar has been identified 
as a contributing factor in the loss of 80,000 manufacturing jobs since November 2002. 
 
Productivity Gains  
 
The dollar’s appreciation could possibly benefit Canadians in the future through an 
improvement in productivity. Some argue that one of the most important impacts of a 
stronger currency is the effect it would have on productivity in Canada. International 
competitiveness is improved by increasing economic output per unit of input, which in 
turn, can lead to higher outputs, profits, wages and, in the long term, employment gains. 
 
On the other hand not everyone agrees that a high dollar will result in high productivity. 
Some argue that a currency appreciation would dampen retained earnings and corporate 
profits, thereby reducing the ability of Canadian firms to make capital investments.  
 
Impact on Inflation and Monetary Policy 
 
As of mid-October 2003, the Bank of Canada decided not to raise interest rates. The 
Bank has generally focused on maintaining low and stable inflation as its primary 
objective. The Bank of Canada will be publishing its next monetary policy report update 
on January 22, 2004. 
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Annex 4:  Presentation by John Murray  
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