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C.D. Howe Institute

The C.D. Howe Institute is a national, nonpartisan, nonprofit organization that aims to
improve Canadians’ standard of living by fostering sound economic and social policy.

The Institute promotes the application of independent research and analysis to major
economic and social issues affecting the quality of life of Canadians throughout the country.
It takes a global perspective by considering the impact of international factors on Canada
and bringing insights from other jurisdictions to the discussion of Canadian policy.
Recommendations in the Institute’s publications are founded on quality research conducted
by leading experts and subject to rigorous peer review. The Institute communicates clearly
the analysis and recommendations arising from its work to the general public, the media,
academia, experts, and policymakers.

The Institute began life in 1958 when a group of prominent business and labour leaders
organized the Private Planning Association of Canada to research and promote educational
activities related to public economic and social policy. The PPAC renamed itself the C.D. Howe
Research Institute in 1973 following a merger with the C.D. Howe Memorial Foundation,
an organization created in 1961 to memorialize the Right Honourable Clarence Decatur
Howe. In 1981, the Institute adopted its current name after the Memorial Foundation again
became a separate entity to focus more directly on memorializing C.D. Howe. The C.D. Howe
Institute celebrates its 50th Anniversary as the gold standard for Canadian public policy
research in 2008.

The Institute encourages participation in and support of its activities from business,
organized labour, associations, the professions, and interested individuals. For further
information, please contact the Institute’s Development Officer.

The Chairman of the Institute is Tim Hearn; William B.P. Robson is President and Chief
Executive Officer.

C.D. Howe Institute
67 Yonge Street, Suite 300
Toronto, Ontario M5E 1J8
tel.: 416-865-1904
fax: 416-865-1866;
e-mail: cdhowe @cdhowe.org
www.cdhowe.org
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Foreword

In Canada, the financial crisis that erupted in the summer of 2007 and intensified in the fall

of 2008 followed more than a decade of unusual economic and monetary stability. The 2 percent
inflation target that currently serves as the Bank of Canada’s primary monetary policy goal first
came into force at the end of 1995. Since then, Canadians have enjoyed not just remarkably
stable inflation, but also output and interest rates that were less volatile than during any
comparable period in living memory.

The current crisis thus poses a severe test on several fronts. Are the Bank of Canada’s
tools of monetary control — used alone or in concert with other central banks — sufficient to
prevent a systemic collapse in the financial system, and the dire consequences for the real
economy that would almost certainly follow? Will financial turbulence abroad prevent Canadians,
no matter how adeptly they manage their own affairs, from pursuing domestic monetary targets?
Even if it does not, might these stresses lead Canada to abandon the regime that apparently
served so well for something different?

As Governor of the Bank of Canada from 2001 to 2008, David Dodge devoted great time
and attention to the long-term goals of monetary policy and its implementation, to the need for
monetary policy to react to surprises at home and abroad, and to the effects of the central bank’s
strategy and tactics on the efficiency and stability of the banking system. As a former academic
economist and senior public servant in several key federal government departments, he has long
reflected on the ways in which fiscal and other policies complement or conflict with the objec-
tives of the central bank. It is hard to think of a better person to help Canadians sort through the
near-term challenges posed by the financial crisis, and preserve — or even build on — the regime
that has served Canada so well since the mid-1990s.

For help in putting David Dodge’s insights into the monograph in your hands, my col-
leagues and | are very grateful to ScotiaBank, the sponsor of the C.D. Howe Institute’s 2008
Benefactors Lecture. We also thank the many reviewers who commented on drafts of the lecture.
I am personally grateful to Institute Editor James Fleming and Page Layout Designer Heather
Vilistus for producing the finished document.



The C.D. Howe Institute’s aim in the Benefactors Lecture series is to raise the level of public
debate on issues of national interest. Since Canada will be contemplating renewing or replacing the
current 2 percent inflation target over the next three years, it is particularly important to consider
the case David Dodge makes here for ensuring that Canadians emerge from the present turbulence
with a monetary regime that preserves the value of the money they use. As with all C.D. Howe
Institute publications, the opinions expressed here are those of the author, and do not necessarily
represent the views of the Institute’s members or Board of Directors.

William B.P. Robson
President and Chief Executive Officer

C.D. Howe Institute
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