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1. [bookmark: _Toc496043657]eXECUTIVE sUMMARY

Canada is a thriving trading nation, it has a high level of specialisation with regard to agriculture, which derives from its past where it was encouraged that land bought was to be used solely used for that purpose. However, Canada’s agriculture is not all it specialises in, it has access to a wealth of natural resources such as oil and precious minerals that it trades with other nations. Canada’s major trading partner is the US and it is the US who Canada exports most of their oil and uranium to. However, should these relations fall apart, which could be likely if tensions grow due to the tariffs put in place by Canada on some US good, so does Canadas major income source and so Canada needs to strengthen its other income sources in preparation for the worst. There are signs of Canada already doing this, as it has signed a trade deal with the EU, with imports from the UK alone increasing by 13.7% and potential trade deals with Australia and New Zealand currently being negotiated. The Canadian economy does look like it is going strong however, with the increase in the strength of the Canadian dollar compared to the US dollar, this could easily change as good or bad news relating to Canada or the countries of comparison come in. Despite the Canadian dollar being strong, the country itself is still at high levels of debt and is expected to reach a height of $757bn by 2023.  Thankfully Canada avoided the worst of the financial crunch with finely timed implementation of lowered interest rates and of procedures such as discouraging people from borrowing above their limits. In conclusion it would seem that Canada will remain a strong part of international trade with plenty of room to grow and expand.







2. [bookmark: _Toc496043658]Introduction
2.1 [bookmark: _Toc496043659]Report Remit
[bookmark: _GoBack][image: ]This report will look at how financial markets can affect the current economic standing of Canada as well as seeing how the currency fares against others in terms of its exchange rates. Will also be looking into its history, to see how the foundation of its economy started and what impact it has on it today in terms of its main products for export. We will also be looking at the various strengths, weaknesses, opportunities and threats the country may have in the form of a SWOT and PESTLE analysis to identify possible avenues in which Canada can increase its balance of payments. Canada currently has the 10th strongest economy in the world. 
 Figure 2-1 - World GDP Rankings (Statistics Times, 2018)

2.2  Country History
Canada’s most traded resources when it first started to be colonised in 1604 was furs. The trading at this time was primarily taking place between the natives and the Europeans still colonising North America. The trading of furs however, led to an over-zealous culling of the local wildlife, such as beavers from whom the furs were obtained. Thus, alternative products were needed in order to achieve a more sustainable source of income for the country. (Easterbrook, 1988) At the time when France owned large parts of Canada they implemented various laws and regulations to deter exploitation of resources by anyone other than the state, such as a 20% tax incurred on the lands value at the time the sale happened when sold by the government. The Government also made it clear that the land was specifically to be used by the one who bought it solely for the purpose of agriculture, thus discouraging businesses wanting to make use of the natural resources. (Taylor, 1995) Agriculture remains a major part of Canada’s exports, being the 5th largest exporter of agricultural goods in the world with 90% of Canadian farm workers being dependent on these exports. (Canadian Agri-Food Trade Alliance, 2019)




3.0	International Trade
International trading is the back bone of many countries’ economies, which is especially the case for Canada whose farm workers rely heavily on trade links with other countries, as well as their oil industry, to support the countries income (Bank of Canada, 2017). The increase in international trade also leads to globalisation which does have its positives and negatives which can lead to a country’s growth or to an increased level of poverty (Raluca, 2010). 

3.1	Trade Theory
There are number of major trade theories, however there are two in particular that will be looked at. The first would be absolute advantage, which was put forward by Adam Smith (1776), who is considered the father of modern day economics. The second is comparative advantage which, according to Ruffin (2002), there is a lot of debate surrounding who actually developed this particular theory however it is generally agreed to have been David Ricardo. 

3.1.1	Absolute Advantage
Adam Smith (1776), describes absolute advantage as when a country is able to   make a product at a faster rate or at a price that is more cost efficient than a country that is able to specialise in that particular product. In doing so, those in the country that work on making a specific product would also become more efficient with time due repetition allowing them to become a lot more skilled at making that specific product. Canada would have originally fallen into this category with regard to its uranium output as it was the world’ s leading producer for many years until 2009 where they were overtaken by Kazakhstan (World Nuclear Association, 2018). A prime use of this method would be for Canada to export uranium. With it being something they are able to mine more efficiently than most than countries that either have no natural access or are unable to meet demand with their current output in exchange for a product that would not be native to Canada such as tropical fruit, they would be able to achieve absolute advantage. This theory is becoming overshadowed more by that of Comparative Advantage in the modern day.


3.1.2	Comparative Advantage
The theory of comparative advantage that was allegedly put forward by Ricardo, is considered by many, such as Maneschi (1998, 10), to be superior to Smith’s (1776) theory of absolute advantage. Maneschi (1998, 10) states that comparative analysis “has been the bedrock on which all subsequent developments in the theory of
international trade have rested” making it seem like the theory of absolute advantage is being pushed to one side. Comparative advantage is when a business or country is unable to compete with another in terms of efficiency, however, it is able to make the product at a higher quality or more efficiently than it would its other products (Hunt, 1995). It could be said that comparative advantage may apply to Canada’s oil exports now rather than its uranium, as it has a competitor that has been able to overtake them in terms of production on uranium.
3.2	Major Trade Partners
Canada relies heavily on its trade, which as mentioned previously is primarily with the US. However, Canada trades with more countries than just the US. The major countries, besides the US, include Mexico and Britain (World's Top exports, 2019). It is these trade routes that will be looked at in greater detail alongside that of the US.

3.2.1	The United States
In 2018 the U.S Imported US$294,734million worth of products from Canada while exporting US$276,431million worth of goods to Canada. Thus, Canada had a surplus of US$18,300million in that particular year (United States Census Bureu, 2018). The level of trade may change dramatically in future years as a new trade agreement between the US, Canada and Mexico is set to replace the current NAFTA (North American Free Trade Agreement) which more than tripled regional trade between the three countries (Council of Foreign Relations, 2018) with the main goods imported into Canada from the US were machinery whereas Canada mainly exports mineral fuels to the US (The Washington Post, 2018).




3.2.2	Mexico
Mexico has also benefited greatly from NAFTA, to the point where it has become part of a group referred to countries with the opportunity for exponential growth comparative to their current size (BBC News, 2014). Canada mainly imports vehicles and electronic equipment from Mexico, which equates to 34% and 19% of Canada’s total imports from Mexico respectively (Trading Economics, 2017). Their exports on the other hand mainly consists of agricultural goods and machinery (Trading Economics, 2017) making up 22% of their total exports to Mexico. Also like the US, trade is likely to change drastically with the new trade agreement put in place at the end of 2018.

3.2.3	United Kingdom
Trade with Britain has been increasing, especially since the introduction of CETA (Comprehensive Economic and Trade Agreement) with the European Union in 2017, which has increased the UK’s exports to Canada 13.7% in just 12 months (GOV.UK, 2018). This however could be at risk with the prospect of Britain leaving the EU, however, talks have already begun for a post Brexit trade deal involving Canada, UK, Australia and New Zealand (CANZUKInternational, 2019). It would appear that Canada’s main imports from the UK include aircraft parts and cars totalling to 26% of the total imports Canada receives from the UK (OEC, 2017), however this could change with the UK’s car industry under threat by Britain leaving the EU ( (Independant, 2019), while the majority of all Canadas exports to the UK consist of precious metals, stones and pearls (OEC, 2017).

3.3        Barriers to Trade
Trade barriers, also known as protectionism, are set in place for various reasons, be it to stop cheaply produced goods from being dumped into the country or to protect the local wildlife from potential invasive species (Bright, 1999) that may be brought into the country. A prime example of this would be when the North American grey squirrels were brought over to the UK, at the time it wasn’t conceived that they would cause any sort of issue but this introduction has led to a dwindling population of the native British red squirrels (The Telegraph, 2014). The most common example of a barrier to trade is known as a tariff. The use of Tariffs is to make it less viable to dump cheap goods into another country by putting tax on specified products coming to the country, an example of a tariff placed by Canada would be the 25% tariff on all US metal products, this move was more in retaliation for the tariffs imposed by the US on Canadas products (BBC News, 2018). This sort of trade behaviour can however lead to trade wars and an overall breakdown in country relations. 

3.4 Effects of international Trading
International trading can effect a countries economy in multiple ways, for example if a countries currency is stronger than a country that they are trading with then they will be able to earn more on their exports. However, it can get to the point in which where it becomes less cost effective to buy from that country with a strong currency over wear one with a weaker currency despite the potentially lower quality product, this would then lead to a cycle where the stronger currencies exports will lower thus the value of their currency also drops yet this would encourage people buy more from that country again as it is now worth it again to do so resulting in the fluctuation of the country’s currency. There are of course other factors that can determine whether a countries currency becomes stronger or weaker in comparison, the country could have had an incident occur such as a natural disaster or political scandal, for example the scandal that president Trudeau of Canada was involved in (The Guardian, 2019), would have a negative impact on the economy also known as a bear market where there is a decline in the countries currency against another. The opposite however would be things such as high increase in jobs, such a case occurred for Canada where 36,200 jobs were created (Market Watch, 2019) which increased the strength of the Canadian Dollar, this is known as a bullish market. The change in strength is not solely down to the country’s own news for example the strength of the Canadian dollar could decline or strengthen against the US Dollar should the US get some new, be it good or bad, as the US currency would strengthen or weaken in comparison overall.








4.0  Financial Markets
Financial markets have a large impact on a country’s economy because it helps to attract external sources of investment be it in the form of buying into the country’s currency using a foreign on, buying bonds or investing into particular commodities such as oil. The amount of people buying into a particular currency can have an impact on the strength of a country’s economy as the effects of supply and demand take place as higher demand will increase the value of the countries currency. For example if large number of Americans decide to buy into the Canadian dollar then the value of the CAD would increase while the value of the USD would decrease. This could also be due to Canadian having more money flowing into it, whereas as the US would have more money flowing out of it.

4.1 Online Trading
After some online trading it can be determined that these markets are far from predictable after some research it was determined that the Canadian Dollar would strengthen overall against the US Dollar but sudden news can dramatically change that prediction. After not long buying into the Canadian Dollar the incident regarding Trudeau hit causing the Canadian dollar to significantly weaken against the US Dollar resulting in a large loss on that trade. This is why it is important to put in place measures known as stop losses to prevent situations such as this one from occurring in which a trade causes a significant loss of money.
[image: ]Point of Trudeau Scandal

Figure 4.1 – USD/CAD



















5.0 Analysis
There are various ways to analyse Canada’s position as well as any opportunities it has to grow and expand its various industries. These include a risk analysis where possible negative situations are looked at to see how likely they are to occur and how it is possible to mitigate these instances. Another approach would be a SWOT analysis where the countries strengths, weaknesses, opportunities, and threats are looked at in greater detail to determine what aspects Canada can improve on as well as where it could better use its strengths, to help cover for its weaknesses.
5.1 Risk Analysis
Vose (1008) Looks at risk analysis as a way of bringing to light the uncertainty of problems that may arise when making decisions, or those that would otherwise be out of a person’s or in this instance, countries control. With regard to Canada, risks that could occur are as follows;
[bookmark: _Hlk536787494] It is possible that the natural non-renewable resources such as oil, metals and gases that the country relies on for its international trade, will eventually run out, leaving Canada having to look elsewhere for new sources of income as well importing for its own consumption adding a huge cost to the country’s imports. The chances of this happening however are guaranteed and are just about a matter of time; thus, it would be wise for the country to seek alternatives for trade and reduce reliance on these early rather than later so that the impact of running out becomes minimal when it occurs. There are currently 167.7 billion barrels worth of oil left within Canadas border and is expected to run out within 55years (Natural Resources Canada, 2018)
· Climate change is posing a significant risk to Canada’s economy. As temperatures change, Canada may need to review what agricultural goods it produces for export as some may no longer be suited to the change in temperatures. These measures may not be enough, as it would then be in competition with others who harvest the same products, making it less desirable to buy from Canada when they themselves produce it. It has also already led to an increase in forest fires which could have major repercussions for the country’s logging industry. (Flannigan, 1991)

5.2 S.W.O.T Analysis
A S.W.O.T analysis allows a more in-depth look at a business’ attributes. or in this case a country, in order to capitalise on its strengths as well as to be able to identify any weaknesses and come up with ways to either improve on those weaknesses or to at least mitigate them so they do not cause issues with the running of the country. (Dyson, 2004)

5.2.1 Strengths
A primary strength of Canada is its wealth of natural resources. It has access to the world’s largest deposits of uranium and significant amounts of oil, with a large amount still unreachable with current technology. (Competition Policy Review Panel, 2008) Its location also allows it to maintain close relations with the US, one of the world’s most financially successful countries, allowing many trade deals with them. 
5.2.2 Weaknesses
Despite its close relations with the US being a huge strength for Canada’s economy, it can also be considered a weakness. The majority of the country’s income comes from its exports to the US, making them being their biggest trade partner however due to the sheer volume of trading done heavy reliance is established. (Coface, 2018) The country also currently has a low budget for research and development meaning competitor countries could eventually do things more efficiently, making products at a cheaper cost than them.

5.2.3 Opportunities
An article by Mia Robson (2018) of The Canadian Press reveals that Canada has fallen behind in terms of its clean energy technology. This means there could be an opportunity to improve on it, with the potential of slowing down the issue of climate change. This would help protect their logging industry by lowering the rate at which forest fires occur as well as having a lower reliance on fossil fuels so that their supply would last longer.  

5.2.4 Threats
The most obvious and pronounced threat that Canada has is the depletion of its natural resources with their only being 55 years’ worth of oil remaining in the country (Natural Resources Canada, 2018) as well as its uranium deposits only having just over another 40 years left at the countries current capacity to access its deposits unless they are able to develop more sophisticated ways of accessing harder to obtain sources. (Natural Resources Canada, 2018) when these deposits run out, Canada would lose a significant amount of income and they would need to find replacement source, or they may not have enough income to sustain themselves.

5.3 PESTLE Analysis
It is important that a PESTLE analysis is also taken on Canada, which stands for political, economic, social, technological, legal and environmental. Cadle (2010), describes PESTLE Analysis as being important in investigating as well as analysing the business environment on a global scale as it makes it possible to look more at the bigger picture when making decisions. It is often paired with other forms of analysis such as the previously discussed SWOT analysis to cover the whole picture rather than just a small portion, thus examining both micro and macro factors of the Canada’s growth and change.



5.3.1 Political

The Canadian government made a decision to accept a number of refugees in 2018, where they took in more than double the number of refugees than it has in any other single year (CTV News, 2018). It is still to be seen if accepting so many refugees will pose any serious issues for Canada, however, there have been reports of an increased crime rate in Germany, where they have accepted a significant amount of refugees, with many of the suspects being those seeking asylum in the country (BBC News, 2018). It could also lead to further unemployment rates within Canada which is currently at 5.6% (Global News, 2018).

5.3.2 Economic
According to figures provided by Trading Economics (2019) Canada has achieved a slight growth in its gross domestic profit, with a growth of 0.5% per quarter during 2018. However, this is a drop from the 0.78% of the previous period which could be attributed to the decreased household spending according to Trading Economics (2019) take on the growth rates of Canada. Also, it can be gleamed from the data that there is a high increase Canada’s financial debt. Canada is expected to be $757bil in debt by 2023 (Taxpayer.com, 2017). The country is so worried about its debt that the government has brought out what is known as ‘’the debt clock’’, a physical representation of the countries accumulated debt in order to raise awareness.
[image: ]
[bookmark: _Toc305165507]Figure 5.3.2.1 – Financial Statistics

[image: ]Also taken from Trading Economics (2019) are Canadas exchange rate of the Canadian Dollar against the US Dollar. According to the first figure below it would seem that the strength of the Canadian Dollar is in a slow decline, however, after the first quarter it is expected to strengthen throughout the year (Skinner, 2018). With this in mind, there becomes a point at which it becomes ideal to invest in in the Canadian dollar right after it hits the lows of first quarter but before the expected increase to come for the remainder of the year. This expectation however may potentially be dashed by the sudden reveal of the scandal surrounding president Trudeau, however with good enough new this projection of the Canadian currency could still happen
			Figure 5.3.2.2 - CAD/USD Exchange Rates

5.3.3 Socio-Cultural
In Canada there appears to be a strong desire for education among adult the populace, as of 2016 54% of Canadas population aged 25 to 64 have attained a qualification from a college or university up from 48.3% in 2006 (Statistics Canada, 2017), Canada has also continuously considered as the most highly regarded country for higher education among the countries that are part of the Organisation for Economic Co-operation and Development. This increasing demand for education could be encouraged by the government’s additional expenditure on education with an increase of almost 50% from 23.88bn in 2006 to 34.63bn in 2016 (Statista, 2017). Another possible contributor to this is that of peer pressure. People seeing more and more of their friends and relatives attending universities, or other forms of higher education, it may encourage them to do the same leading to a snow ball effect. 



5.3.4 Technological
Despite having previously mentioned that Canada is falling behind in technological advancements with regards to clean energy and associated technology, Canada has one of fastest growing tech industries with most businesses moving to using cloud in their activities (Smalley, 2018). Canada is also becoming seen as more and more of a safe place for all those with an IT profession, especially with the growing ‘’brain drain’’ to the south in the US, even going so far as to encourage foreign IT experts with shortened approval times for visas and working permits under a program dubbed the ‘’Global Talent Stream’’ (Morgan, 2018). This shows that even with the ongoing brain drain in the US, Canada could become a powerhouse in the world of technology.

5.3.5 Legal 
In 2017, the Canadian government set in motion a huge change to their Citizenship Act making it much easier for people to get Canadian citizenship (Government of Canada, 2017), which went to the extremes of giving the government the authority to strip dual citizenship. (CIC News, 2016) This change in the Canadian citizenship act could also make it easier for those seeking asylum in Canada to achieve permanent residency and citizenship. However, this change in legislation has been met with mixed reactions. Some believe it is a change for the better as it revokes the previous law and all the problems brought with it, while others believe it could bring its own set of problems (Hashem, 2016).

5.3.6 Environmental
Despite the previously mentioned issues that Canada faces such as forest fires brought on by climate change, Canada itself is considered the 9th cleanest country in the world in regard to air pollution levels (Calgary Herald, 2018). This fact however could be the reason it is falling behind in its advancements in clean energy, as it is not considered a priority due to its already low levels of pollution and that issues that have arisen from climate change can be attributed to countries that are more at fault for high levels of pollution. Despite this, Canada should not entirely neglect to [image: ]improve on levels of pollution, in cae they begin to rise.
Figure 3.3.6 – Pollution levels of Canada (Numbeo, 2019)
















6. Central Banks
Central banks have many roles and are highly important when it comes to influencing a country’s economy, they are in charge of making changes to the countries interest rates (Bank of Canada, 2019), which can have many impacts such as increasing the rates which would in turn encourage less spending and more saving. The main purpose of this would be to lower inflation as well as attract potential foreign investors. However, the opposite could also be true in that lowering interest rate would discourage saving and increase spending. The central bank also has the role of regulating all other banks and potentially bailing them out should they start to go under, a prime example would be the period during the financial crunch in which UK bank Northern rock had to be bailed out by the central bank, however, this was not done so properly and caused mass panic among the public making the situation worse (BBC News, 2017). It is also important that central banks remain separated from government as it would make them more susceptible to corruption and so that they also have the freedom to act when needed.
The financial crunch hit the world hard and central banks injected billions of their national currencies into banks in an attempt to save them (The Guardian, 2008). However, it would appear that Canada managed to prepare itself in time, dropping interest rates to incredibly low levels as well as proper planning and dissuading of borrowers from extending their limits (Financial Post, 2018).












7. Conclusion
Overall it would appear that Canada has stuck to its roots for the most part, maintaining a highly agricultural economy. However, that does not mean it has not been able to adapt to the change in times, as Canada has also been able to tap into its other natural resources to help support its economy through international trading especially with the US. Relying too heavily on this specific trading partner however may cause issues should it collapse, thus more trade with other nations is necessary for Canada to avoid this issue. Thankfully new trade partners are being established in the form of the EU as well as potentially Australia and New Zealand. With the strength of the Canadian dollar improving against that of the US dollar the future is looking bright for Canada however it can easily change. There is still much more room for Canada to improve for example in its environmental technology, but should it be able to fully capitalise on its potential, it will be free to flourish if it can also overcome its current issues.



CHAPTER 8 – CONCLUSION
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