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ÆSIE.ACT

The main -ilurpose of this stud-;; has been to revier¡¡ public d.ebt

meriâgement opera.tions in canaåa from l![6 to ]-959, to c.eteyroine nhat

specific ,r:olj.cies luere being our"su.ed-, and- to ascerts.in r,¡hether" there r,¡as

ín effeet a eonpr"eheirsive d.ebt ma¡agernent polie;r"

Tire eviclence su-ggests tha.t d-ej:t ma:raÊenent d-ecisions ha,ve T¡een

rnad.e to meet the ::equirements of particul-ar periocls u and. not rtii,hin

the fr"a¡el'¡orlr Of :,rrw 11 isnprnìhle pOliC¡,r" !¡¡en a majOr Oper"ation like

tlre Conversion loan of 1959, seeas to have been hastil;i conceivcrJ- a¡d-

e:iecuted, ancl tl:.ere is no 'i:rior or subseqr-rent er¡ic-enee to shor+ tha.t

it fltied. into the fr¿:ner+ork of eny d_ebt rnana.3enrent políc¡-.

ft has been suggested. that the formulation of a debt mana.Eement

policy, in outline, eould. ease the impaci of d.ebt managerent operations

on the finencia.l seetor of the eeorrorlye and. could- essist in avoid-ing

the circr:-nsia¡ces v¡hrch led. up to tire ill--fated. Conversion T.oa¡. Sone

possiì:le policies herre beerr- d.iscu.ssed-o but no attempt ha,s been ioaôe

io r¡'orli out and d-efine a pertieu-lar policy for use in Canad-a.
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TNIRODUCT]OIT

In this stud¡r an attelopt tras been mad-e to a:raI;rze d.ebt manage-

rrent pol-icy in Ca.rrad.a for. th.e period. l9\5 to tg5g, mainl;, ryith_ a ¡¡ier¡

to c.etermini.¡.. t'.¡lr¡'t, - if ¡lrv. r1 nìrt mânÞrrer,ìe¡f, ¡n'iinr¡ r.roq o'n-¡'liaÄ Ärrpìn.,9 qvu e ¿:¡o:¡c{;ur,-vr.. u :uv__ _d _ _- U-LU-Jllg

this perÍod.. ln the couïse of exå¡rination it rrras neeessar.-'r to eonsider

nonetary poliey, exeharge rate pol-icy, aJrd the rele.tion bet',¡een th.e

lreasur¡' and. the BsJilc of Canada, as they affected. d.ebt nana,qe¡nent. It
ee-:rnot be clained.u ltot"ret'ei:, thai edre.ustive tre¡tr,lent has r:een given

{: n nnw nn e nf i:lr oq e er:1¡ 'ì anÈ av14vdvvu!c

UnÍorturr¡tclr¡ Èha srrhmission of the Flin jster Of I'ine¡ce tc ihe

reeent Ca¡a-d.ian RoSr¿1 Comrnission on Banlring anå linance r.,¡å,s itÕt a¡¡ai1-

able to rlenbers of the public at the tíioe my examina.tion 11¡as in r:roEr-ess,

lfo d.oubt, ''his d-ocument eou-ld. have thror¡[]. l1üch- tieht on certa.in aspeets

of post-r,'"a.r debi mânagement, es'¡:ecialJ-¡- çn the governuent¡s assessn€nt

of tjl"e Conversion loan operation. This submission rnrould. have been

es¡eeie.lly usefül, âs the subuission of the Banlr of Oanad.a ha.cl littl-e

to sa;- on the prcblems which årcse in the area of d.ebt managenent.

There has been no er¡id-ence that d-r:ril-rg the ¡eriod" 19\6 to 1959,

the authorities 'tere imlenenting a.ny long-tern d.ebt nâna.geneïlt pol-icy"

The rrolicies that ea¡ be d.íscerned r'¡ere based- on the exigencies of

¡articular period.s, and. seel:l to sta¡cl incLecend-entl;r, rather. than as

moCrifications or inþLernentâbior's of a settleð d-ebt managenent potr-icy.

fn the early rost-'..¡a.r period. monetar). poliey rrå-s based on the
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eq)ecta-tion th¿t a.n eq)a¡sionan';' u:onetar;'polic;r had- to be pursued- in

oråer" t.o eneourâ.ge in\¡estnent; at the sa¡le time 1-a,rge bud.getary sur-

pluses nad-e it possible to reduce the public d.ebt. Thus fiscal pollcy--

or ra.tirer fortu-itou-s surpluses--and monetar;. polic;'o reinforcecl a

rieìri, n¡irrc'e¡ìpn'i: ¡a'linrr ^^.'¡arî 4n mrint¡i¡iir¡. hnnd nr.inr,e Thic irnJìnrr+v! e r-¡Ç;t(..rivr-¡çi:v fv¿¿v.) ÊJs.:f çu uL -- *_-- - -.------o ùçvù. ¿!t¿r _v(/:¡uJ

nf <.r¡¡^r*'ì...' h^r"Ä :ræì¿aa r.r^e r¡^ìn*^inaÄ rr"n*i'1 lOlÃar r^r1¡a¡ ih.Ê1 -+'.*.,õ -Jnd. prices uas nainta.ined- until 1950, r,¡hen Ínflationar;r

pressuses ce;r-:.seCL tl:e Centra-l Be¡k to abald-on it. The next C.ee isive

period- in ilebt ma-nâ,slenent ca.rre in the L95i-L958 recessiono rrÌren govern-

rilert a:rii-cyclicâl- policy necessite,teCL hear,y mÐrl{et borrowing to meet

bud"get d-eficii. Debt mÐrlap.jener-1-t policy at this tirne, Ðar"ticularl;r the

Cnnrrersi o¡ oner¡tioi:r - rv¡s ðr¡si"sneC- to z'emorte i'.¡ha,t r¿a.s e oirsid.ereCL an

e::cessive e:liouLi of sirort-ternt government CLebt frcm tl:.e ma::lretu in

ord.er to meke moneta-r;¡ I¡olicy nore effeetirre, eTtd- to rnalle possible

governnent borror,¡ing oi1 tire scale enviseged.

lfrere is evicienee tl:at the bunching o-f shor"t-terin Ê:overnnient

debt in the narhet in 1!l8e Tjlas du-e, in some lrìe¿?.sure, to the d-ebt

marragelrer.t policye or leelr of pol-icy, in ti:e inter.¡enin.s yeårs" Before

1q6Ã it rlnas nnt Sceli t.h¡t'ìp¡p.+t^^-i.'-. ^'i" +1^^ ^trerã.iê notl:r"ifit¡ Of iheLt)ae ¿U \LUço ¡fUu uve:!, srr.@v :v:¡ErU.'.!Vll¿IÌ5 u: viIç o,vçro.ilu ¡r.s.LrÞ¿vJ

debt r.¡es ,r mrioroolie-' ob'ìectirr,r. Em¡hnsis seens to jrave been Olaced-vv:*vd

on recl-ucing ilhe rÐlllne of r.'ietorl/ bond.s, a:rd- on tehiníl ach¡enta4e of

oppor:ruuniiics for -i"ecl-aci':,i the interest cost of the ou-isianding debi.

The Con-¡ersion loan of 3.!|8 t.ras the rirajor" debt marrqgeinent

opere.tion u¡rd-e::taken clurinß the posi-var periocl. The transacti.on 1'¡as

not en'ci::ely sa.tisfactcr;rr såre in the sense that the bond. ¡naricel, 1.¡âs
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cleared- of a îruge vol-urne of short-ter.n bond.s. Ul:er:e lr'e::e ad-r¡eïse

effec'Ls on inte-¡est rates, espeeiaLi-;¡ after ihe Oentral Ba:rk had. to

abarrd.on surpnort cf the issue, úd- there nay have "oeen a hardening of

the rnaricei against long-.ierrn issu-es of gorrernnent seeurities. A

le.-rße part cf the d.iilficultJ'.."hich. Ð.:rcse, ho:rever, cArr be ti"aceå to

a sutld.en cha:rEe j-rr the ecciloaie outl-ool: ir Canad.e, er-rd_ to ihe res-ccitse

of the ca¡ad.ia:r fina.rrcial market io an equalJ-y sud-d-en change in

interest rate e,-çecte,,tions å$ong Uniied. States investors. Scrth ihese

caånges oc:u:rrecl ju-st at ilre tine thet the Conyeision operation gct

i:nd.e-r'lray aniì-, unclouì:ted-iy, cotupl-icated- tl:e s¡ilooih consuination of tlle

und.ertalcin,g.

In spj-'be of ihe r'ragi:itud.e oÍ' ihis Conl'ersion loa¡r, o31e hesí-

iaies to id.entif;t lt '..¡ith anl¡ reeognizable il-ebt mânâ¡_îement irolicy;-for,

bl'1959, the authoriiies had. already buil'¿ u,c a substa¡riial a¡oult of

shoi t-irri"T1 ryíl\'\À?ïl.Jleift d.ebt t1ffOU..h ¡n'.¡ h¡rrn,.¡irr:. ¡:rc1 rcf r:trdínovvrrv\!frrÉ +!q

ope::ations, a.rrci this r,¡as to reverse, tr: a large extento the effeet of

tl:e tonversion on the amorriri of shorL-teria d.eb'b outst¿.ird-inE"
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SACI{CrR0tn:TD

I'ionetary Polic).

Ïn the early post-t,¡ar period. Canada r¡es faced r,¡ith the problen

of reconversíon to a peaeetínie econoïry; r,rith a public d-ebt which had-

su-bstantia,lly increased.; and. lvith d.isruption in tlie econony of nany of

her f oreign customers" The governr'lent haCL connìittecl itsel-f to ma.in-

taining a high alrcl stable level of er.tplo¡-ttient and.u r,¡ith this objective

in viet¡, end-orsed" such policies a.s a¡t1-cycl-ical bud-geting and. the

naintenÐfrce of lov¡ interest raÈes to encou:'age investnent. Althou-gh

målry -personso both. in and- out of the government Ðnticipated- a period-

of un.employment" the transition period- vras one in r'¡hieh little

unemployment r,¡as e-:çerienceCr and, irr r.¡hich the m4jor problen '¿as that

of keeping inflation in eheck. For exa¡i:le, betrreen June, 19It6 a:nd.

Ju:re, 1..957, the cost of living ind.ex rose by approximately forty-five

points. During this period- there were three marlied- inflationary si:e1ls:

the first fron Jul-y, fq46 to December, IILIB; the second- frorn June, 1950

to Decenrber, 1!!l-; and. the third- fron Jrr¡re, L955 to Jr:ne, L951"

The e:;Cl-"onøo z.qto r.rl,' ieh had- been pegged- at a d.iscOu¡t from the

United- States d,oLlar in 19J9, ,¡ras revalued. to parity in 1!46, and- re-

m¡,inecl pegged at this l-evel until 1949. [he fixed- ex-ch-alge rate a.::ô

the emphasis on staþle bond- priees imposed. certain rigid-ities on the

economlr, ard r+ere in grea.t meå.suJe responsible for th.e inflationary
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ccnd.iiions prlor to ihe end- of 1950. l'I. i{" Eood cornments on the perioC.

.^ì,/ , -^\'-lgllb to 1!rf5 as folloi.rs:

. Progress l,¡as nad.e in relexi:ng me¡:y of the i,¡artime
econonie controls but air r:nvrillingness to all-oi¡ freer mo\re-
rnent of prices in the boncl rnarkeis and- exchanp;e narkets
aåcled. to the need" for fisca"l controls sxd- iqany d-irect
eoirtrols over sul)Þl ies a"nd- denand-s. Su-ch p-r'essures âs r.¡eïe
noi rest:'aj.necl b;- these ireâsü:es had- theil lrani ìri r"iqino
pr"ices of goods and l-a.bou" ;;r;;";;.1"'"

.A¡rd..lleufe1d cornnents in s. Ëiinilâr:.¡ein tha.t: lr. . . ¡:¡Ïiile flexil¡le

å.etion tras reo-uireù, rigiclities r,rere imposed. by the fixed- exehan6¡e

r¿te a:ril the continuou.s bias tor,¡ard.s siabl e bonC. prices "lr2

' . -^l'l- .The per:io(ì l-94b to th.e earl.f 1950's,.¡as one in r¡hich d-ebt

me.na:jeinent, inonetar;r polic;', and fiscal pclic¡r '!..¡eïe, rrrolre o'r less, in

llnrnon.,-- Tìre njriee'hive of äisint^;hi-- ¡*^rar ^ l.rrrcl nriccs ',rp.s nol-iti-r-ør:-rvr¡J c ¿-rv v'J¿ve I:GÀr:u¿.¿rr¿ff,É ruéu:g uU::v- 9r

ca]-ly feasi'ì:1e a.nd. ir¡as in keepin€j,rith the eryansionafy noneia,r,v -,¡olicJ'

r'ìoq ì ønarì * n cf i "rul_ate investment . lft t.Lr.e Sarne t ime l-arge bu_d-getary

su:"pluses cou-lC. be used. to red-uce the amoi-r¡rt of the public d.ebt.

Since the early 1950's, ho\,¡eveï, cliffe-¡:ent probl-erns have

d.er¡eloped-. there he.s been å coiliinually recu-.rring neeå to c-arb in-

flaÍionarl/ tenclencies in the eeonoi6'; bud.geta::¡' srrrpluses and- d-ebt

red.enption her¡e given \:rry tc d.eficits anÕ large €îovernment borrc:'rings;

a¡'rd- there has been a substantia.l d-eterío-ratiorr in the baLance of

pe;rmei-its on citrrent g-ecoì::rto iogethcr :.:ith la.r'ge infl-otvs of frrr"eign

c¡,pii;al-, In tirese cireumsta¡ces tb.e original- h.a:"mony bet',¡een d.ebt

riìa.n-ågernent, fiscal- policy, ÐJid- nonetÐrlr !olic,r' has beei: largely d.es-

troyed..
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¡îirr. Pori nô .Trrl r¡ I oltÁv 4_,1 . L J 'v

to lecenber. l9tlq

lhis r,¡a.s å period of lar..qe budgetary su-r-orì.ses and. ail easy

rncile]¡ po]icy. I'{oneta"r¡' expeflsion'r¡as th€ price to be paid. for safe-

gua-r'oì-ing esainst e -oossible slump, b"u meinta.ining s'ba.oi1it¡' in ilre
bond. rrr¿rlret and- b;.- crer"tillg aJr atmosphere in 'r¡h-ich ..3o'rlernmeilt d-ebt

fi:rancing cou1d. be un'd-ertal-:en t¡ithout d.iffici:-lty if requireiì-. Du-::iirg

tire per'1od- there lras na.ssive conversion of lqo\reïnment securities into

crsh- ns the genera,l- pr¡-þfi^ souglrt to satisÍ".;¡ i.ei:ia::d.s l:e:rt uo d-rrring

the va:', a,nd- as alterrative in"¡estment opÞo::tunities erose" Bui this

hu.r¡e coilrrersioir i.te.s not -::eftecied. in bonc. ¡rices; the onr;ir s1i*h¿

C-olr:rr.¡a.:r.:1- d.ecline being e.Ilolrred- in l9ttg"

idost i;¡rpes of investors at the end. oí ihe rr¡ar oirned- a. great

åeal nore Sorrelirtt*t t securities, in ::elation to their tota,l assets 
"

than the¡r had- ever hel-d. before" such lar3e hcld.ings r¡ou-ld- not be

requlreci- in peaeetine eithe:: for liquid-ii;' or fcr purposes of por"t-

fol-io åirrersifica.iion. Thus, as other investment opportunities became

avaiiable the::e irnas bo'ü-nd- to l¡e subst¿:niia1 liquid-ation of go'rernnieirts.

fn such an errent, eithe:: tl:e prices of gcvernnent securrties could. be

alloi¿ed- to fa"l-l ås coinoetition d-evel-opeil- in the d-erns.nd- fcr:flu:riLs; cr

gol.lernrnen*u ce.sh su-rolr-rses cculc. 1:e used. to t alce i-rp the seeurities

relea.sed. b;r p'i:irtr.te investors, thus meinir,inin¡.I gorerîlent secu'r"it;i

:rr"ices; or the Centr¡.l Benk a.,rd the c.rarÌ;e-reC. ba:rlcs cou-ld_ e¡sorb ihe

liquid-atlon b;' othe-i: inr¡est.ors and- so provicle soire of the :îu¡.d-s for

cther investrr:ents through monetary eq)e;isioir. []re buråen of a.d-justnent
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in thj-s ea-z'l-;r'Oosi-üa¡. pe'riod. fell nainl)'on iìre banlrinÊ s.-fsteil exd-

rf,Cftl-.r a)lr dô1rêrjr:¡nent srrr¡l,.'tsos 3"-- !r "

Bud.getar;r sìr:jllìjrses arlnoirnting .ro :37\, '"76, &d_ !!6 million

d.ollars ïespeciively rrere realized. -oet','een 1!46 ard 19)i8" But alihough

these surp-'l-uses m'-rsi h.ave had- so¡ne restraining influence on d-emancl ,

the inf.l-ueTLce rres liniteil bJ. ihe fact the-t the central b*rlr d-iå not

a.ct to offsei ba¡k eash which rras freeå b;'the reåeni¡i,ion of benk

held" d-ebt. The cha'r"tered- banlrs r+ei'e thus l-efi; free both to l:u;'¡

securities and. erya^nd- their loa¡:s. llrTeufe_'t_cl_ aråu_es ihatt

" the centrel ba.nlr me.irage<1- cash so that t,he charterecl
banks r'¡ould- not hp.--¡e tc ¿;o to the narilet ¿s net sel_ler"s of
.governrûent hond_s , e:rd- in the fi::st part cf .bhe ¡eriod- ii
ensu.r'ed. thei the b¿¡:Lrs r'¡ouid. be large bu"vers of them iir the
¡narket. ï,fl:en tor.rards the end- of the period_ the banlls cl.id.
begin io sel__-l_ éloi¡e.rnnent seerz::ities it -r¡as not becau_se of a
tight cash position; it r.ras pro'baìr1y beca.r_r_se of the relatirre
u:ra3traciiveness of government boi:C- yiefi,d.s and_ flr-e fee.r of
a d.ot¡m.,"erd. read-justnent of bond. -prices.q'

During the pericd. the BanL; of tanada absorbed. large a¡nor¡rts of

ShOrt,.a:rC- nied.ir-'r¡-for-nr .orrì¡êrnrnÊ?rt bOnd-S ffOn: tjre marllet, äfid. the gO.fefn-

rneirt d-eposits r'¡ith the 3¿nlc r.,.rere su-bstantiel-tl¡ red-u_ced." Government

e,ceoui'Lts also g3r.ve supilort to the bond. r'ra.:'rre'b, e.Ithough this d-id- not

altteys celr.se monetarrr. er_oension. Between j{or¡eriil:el JO, 19[6, and.

- ^\,Ðecerrl:er 3T, t9+7, ì;ire Secur"ities Inveeiment éccount bou_ght sorre

ti6gS r'r:-ffion of governrneilt securities, Þurcl:asina 70 -oe-r ceni of this
qmñtlìrt ì ìr 'l CT)l.7 Si...- ^ -i-t" ^cn -¿r..y- --- -/ ¡-¿r:vs urrsúç y*.'Cha.Ses t¡gre rlað-e f or t¡e rnost oo,rt

i¡ith fu::d.s erisin¡; ou'-t of the Loss of golå and- forei€n exchenge, i;hey

resr:-lted- in no net monetâ3.y elroå.r-lsion.5

Ti.irtner suppot'i r,..ias give:r to the bond- ¡na"r.lcet b;r the large
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4ïnrìrrn* nf -noclalr,¡tio¡s of ¡rôveì^nnent bOnd-S l,r'hiCh tOOll: pIaCe" Direet

and- åuar3-nteed- fund-ed. rlebi ,."¡âs red.uced- by $710 nillion, a;rd. banking

issues ¡;'$595 ¡ril-iion. T'he effect of al-l this official sup¡rort r¡rås

to prod.u-ce a lrrigid- stdcili'bylr in bond" prices during the period."

Ðr¡r'¡in.- ¡1Õ'.¡¡ of {toreisn erelr:rn..e h¡.1n¡ces becaJ,:e a se-fious
-" 

e,, *¿_i)

problen b;r 1!4'J. These d-re.r'riirgs ,."r€Te occssioned" meinl;' b;r heavy

d.einand.s on official loa¡rs rnad.e to for"eign governments. Exche.nge re-

serves rea.cheC. a 1or.¡ ef $46f :nill-ion at',,he encl of 1947, a.äcl- extensir¡e

co:rirols en impor"ts he.d. to be inir"od"ue ed-.

Tl:e Feriod. Dece¡nber, 19\8
to Ðeced¡er - 1q5l-vv _vvv¡¡¡vvå 

! 
- 
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Setr'¡een Âugusi,l-948 and. T'tsy, 1950 there 1'Iås stâbility in the

econol!:'7è Sigt s o:l e. recession ha.ð be.gu:r to å-).le¿:r in the United-

(+^+^^ --- Ä i* 4¡na.dp._ the r.iSe in rri.iees c*sed and- ihe:.e r.ras SOneuU(-,LUVù dlut ¿¡I vø¡cLeÇ9 ú-ru t ¿Þu ¡! jJI ¿vVÐ géùçLL

unenployinent. The offielal s'-¡-i:Iio::'¿ l'¡ltich hac-i been gírren to the

Eovernment bond. mari.let continued.; the cen.tral bank bought sirort-terro

'bond.s, experd-ing ba.::rl: ce.sho and- allor'¡in,q a:r increase in i;he liquid.lty

of tire economy. ÌIith evicl€rrce of tire levelin,l off of priee inc-r:eases,

the three.t of u:rem;oloyrnent, &å signs of e recessj-on in the UnitecL

St¿.-tes, the oId. policy of the 3e.trk o:fl Calaúa, the,t of gLe.intalning bor'd-

nrices b]' eq:pnd-iirg banir câs12, not'¡ becane su-iÌ;ed" io preva.il-ing

conåitirlns.

lhe subsequent perioC.o extend-ing to ",Lre enCL sf 1!51-, ',¡¿s

rhârectel:izeC- by ver.y d-ifferent eeonor¡ic conC-itions, afrd r¡â.s a ;oeriod"
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in trhich, Í'o-r" the fi-rst tine since its estebl-ishr:ent o the cent::al- balLr

i?¡.s c e'ì 1eC. upoir ;c co¡nillL st-ro:':g inf l-ation:ìî)¡ -cress'r.rres in the eecnoir'y.

3;'niC--l!!O, there'¡ere sÍåns of a sir.a-r'p busincss recol¡erJ¡ in the

United- Staiese erd- etr increase in e>qrend-itu:'e on nattr--ral- resource

C-e.¡eloj:nent in Ca.¡raC.a--fii:anced. nainly by fo::eign d-ireci int¡estrn,-.nt.

f,aj;er - rieve'lo-nmr:nts sur::oi:nd.ine the outbrea-i: of th.e Korea.n l,^Iar t¡ei'e to

be su¡lerirnposeC. on these eïpânsionar;' t'r"end.s" Tne outb'¡'eak of the ¡r¡ar

Ïø^,. -1^+uJvuó:Iu wr- lLvirv.l vr¿!, rrr v:d *t! u:

scareity! e:rd- :oe"tly as Ð. -i'esu-It of lr.eery d-efence eqoend-ítures; but

d-ena:rd. was also e:c-¡anderl b;r rising foreign d.erna:rcl for Ca;:a.åia¡ raw

Í,'^+-Þi ^t djrréuçJ !d,!è ô

AnotlLer clevelopile:ri; conpiicaied- tl:e tas,r of ritonetar¡r mâ,rråEe-

nent d-r-rri:rrbJris pe::iod-. It r'¡il.t l:e reca,l-led.tha.i in l-!46 the valu-e

of the Canad-ien clol-lar \v-as s€t e.t oar vrith tha,t of the tnitecl Sta.tes.

In f9ll9, hortever', soon efte:' the Srii:ish derral-u¡tion, the Ca:raåiari

d-ol-,ì-az" t¡a.s rfevalu.eð- to a::aie !"1 per. cent bel-or¡ the Unitec Stefes

d-ollar. [his nel¡ rate was consid.erecl too lou â.nd. sÐecula.ii'¡e inflor,¡s

of fund-s d-el'e1o-oed" on å me.ssive sea'l-e in a-nticipatlon of an ui:ward-

rerrafuation. Setr''ee¡: Ju-l-y e-nd- October, 1950, it is esiinated- that

r'r-^^ , 5scne 5700 nil-.1-ion entered. the Can¿d.is:: lierhet."

I'o:: a tine the Éîovernilent r+as abl-e tc sierilíze this inflot*

ihrouS;'ii s eles 'co the ba:rhs of non-i-Legotiabl-e Lleposit Cert if ica.tes ,

'hì1+'t.a' rr,r-¡r+i ì+ hafl to o-otain s.ssista¡:ce froro the central bn'nk. Dur-ringIJU-V U¿V -a¿Ìru-i) V [þ :!6.V. UV VLrucj¿j: LirÈiÈ uÚ;rvç I I v¡i¡ ur'e ê)t tt' '-|õ

the nexi tl.¡o nontls tEe 3arlk of Cana.ð-e" fu-r'nisl:eo- the lichení¿e Fund-
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Áccou:rt .'it1t l39j llil licn ihrough temrror"ar';' ]lurchpses o:Í foreign er-

change. To offset ihe effeci of 'chese pulcì:ases on the reser-¡es of

the cha::ter:ecl b¿¡:rl<s the Banlc sol-d. scne $JJ7 iriil-l-ion cf seeurities

d-¿rin¡'tire s¡rne neriod- Ihn brrllc of these sales compïised" bond.s ín

il"e ertr'-rni.¡. n'î mn*r: Thrrr J:r.¡n -¡o-pq ln .nnttri*r' rnd ¡ 'l ¡rsp 'n:.n
-..- , -cr rr -eü t *--*

iion of these t'¡ere tc,l.çeir u; by íoreiÊn-ers. ïo::eign invesiors a.r'e

estir::a.ied- to have a.cc¡uired- soroe Éf74 mif:-ion ín Ðorsinion bond-s rluring
a

tne llerlÕcL" I

0n Sepierir'uer 30, l95Oo the go\rernnelt a¡r:ounced tb.e aJ:a:rCoanei¡t

of a fixeiì- exeìrenge rate for tl:e Canaåie-n d-oll-ar" fhis d-ecision had-

ihe e'ifect of cu-btin3 off the hear1" iirfl-o'.¡ of ce;oi-re.l alrnost ira-rned-iatel-;r"

In ord-er to sta,bilize tl:e na:rket, rloli' netrly set fz:ee, the 3anÌ: of CenacLa

con'lirrred- io aeo-ui-ie -ío:"ei¿-ln excirãnp:e--increasi'r"-g; its hold-ings b;'

$77 niffion in Oetober--partl-l¡ offsettir,: iis p'.rrchases by sales of

sho::t-tei:u seellïíties" Ïis pcr:tfol-io of sho¡:ts r:,ras reduced- by rno::e

15ì,^than ÞLlO niil-l-ion d.uyinpì the nonth.

ïrhil-e the eeni-ral ba:i',r was essísting the goveïnment in absorb:.ng

tne huge ca-r:ital inflot¡, it ra.s able, through i-ts la:rge se.l-es of

seeu,rities , ì;o );eep bel:k ca.sh re,tios 1-olr; barll cash increased- '¡./ =olre

$fS-- nifiron anC. the j:a.rrks irere forceå tc sel-l secu::ÍLies in ord-e::'i;c

eryrand iheir loa¡s. Sales of see,rrities both. b;" the Sank of Calacla

and- the chartered- banits r..rere accoinpa:riecl b;i ûn] )/ ¿r srnall d.eeLine in

boird- crices. Tnis relative stai:ilit¡. in bond. prices'¡s-s due mai"nly'oo

the stronÉl non-resid-ent d-enend-, i',[ren, hot"¡et¡e::n the Bank ac'i;ed. to
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staþilize the ne','¡l]' freed- ercha-,rge rna.rl<et, it d.id- not cornpletel-l¡ off-

set its -0u--r'cile.ses of foreign e:rcha:rge, afriì. the ch¿rtered. banlcs trere

a.ble to er.oa:rå loe¡s witirout sel'l irLg secl',-::ities and- to buil.o up iheir

casÌ: vaii-os.8

f.n the last qu-a-::ter of 1950, ihe::e rrras sone rei]-uctio¡ in ba:rlc

casl: a::d- tight cash control a:rd- ¡:aintenance of l-or¿ cash ratios con-

ií:rued- irr i,o 1!!l-. Át f i-r'st the ba¡l,ts iL.el:e ebl-e to a.chier.e scrrle

noneia.r';' e:r_carrsion b)' ru:rnin3' d-o','n tl:eir cesir r¿tios o 'riu'r, o b}t and.

Ia.rg-e, r1':.s;t '','cre ¡l'l-e tc e:qoa:rCL loa:-rs onll¡ ti':ror-r-gh 1a¡qe SeleS of

seci,:-r'ities a:ril- ihis st'¡itcil-in¡¡ '.,s.s â.ccompâ11lecl 'oj¡ a naj or f ¿.1-.1. in boni¡

prices " Tl:e substa¡tial- a:noturt of sr.çitching i.¡irich tooì.< place betr¡een

la.te 1!50 a:iC- earl;ri 1951-, l-eC" the central'ba;rl¡ -r,o obtain arr ag;::eement

oi:. a loen ceil-irrg :flrorr '¿l:e b¡nlrs irr !ei:'z'urar';,-, 19i1.

Æter Se¡teirber, 1950, bond prices fel-l- a¡ci ihe pattern of

.;ie.l-d.s chi-nqed,- significanii;'r. SlrorÌ;-te-::r,, l¡oircl-s rose in ¡¡iel-ð, nu-el^,

nore slr¡ri'l'j=¡- tlr¡¡- lons-teln l.lonils. Salk rate r,¡as raised" fo:: the first

*irna cìrrno lolllr. eoin.s frorn onà a.nd- one-half pe:: Cent iO tr..'o per. cent.t ov+J-L

TÌris r¡as p-r'oba.bJ-¡r an inrlicetor that the arrì;l:rorities intend-ed. to ¡rursue

a 1:oJ-ic;r of creclit rest-raint" in the face of tl::.e inflationa.r';' threa.t

nnsed ìr-r 1;¡e Tinrca:t Ìllar- the Ðolier¡ ôf sr¡nnor"ìin¡ l-.onri nriees ir¡.d- tO'Ç:t 

'

be a.banci-oneci-. Jt r,¡as ruo-re inporta:it to conta"irL the lio;.riCit;r of tl:e

econonJ¡ even if this nleant ¿. C-o'..:n'.r.:-ld- pressrLìre c:: bonC- prices through

large sa.les bj' th.e charbe::ed- benks. ifiih tire charte¡:ecl- ba,nirs lrei:r,3

le::ge net sellers of securities it j-s not suïÐlri-sir g that the prlces

of shorts d-eclinecl ¡no.,;e tl:arr tha-t of ion,3s, since banks hold- ttra.inl¡'
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shoz't-ier¡l sec',',-::1ties. All bonoL pl:ices, horrsl's¡, f el-1 r,¡el-l belor,¡ þa.r.

lTerrertlrel ess, the Sanle of Ca¡e.d-a d-ic'l- not abanclon a.lto€:etlrrer its suppori

Of the F.o\¡e7nÍe¡t l-.ond. n-¡ri:eì:. ¡¡i! h.' .llocprrhoz. 1C)õ'l its rortfOliC4-+.-vw, , '-J/2, 
+vv

of such securities ha.il- risen b]'more then ten -oer ceilt. -A*s I'ictraur.t'

sa)¡s: ll . . . und-er a sel-ect j.ve polic;¡ the Sa:rl: continu-ecl to purcha-se

I or-.s-ier'¡r iss.ues so1ô to the baitl<s b:,' tlieir cr-rstorner:s ard nel¡er

refusecl to bu;', sho-rt-Ì;ern.ç'oveunno¡trs.tt9 Th.e::: is er¡ic,l.ence, 1'Lc'i.re-.,er,

t.hai th.e la.nr,: d-ici. seeL;, b;'a,il-ot+ing official Ce¡pnd to lag, to *ousli

d.ot,¡n the orices of l-ong-terln goveïnnents so â.s to slot¡ dot¡m the sales

of the ba,nks ard insu,r:e¡ce corloa.nies.

Tlra Pol.i nr'ì 'l OE2 'Ln I OEL!é--v 
- 

v¿ --\.e, Þ)¿._ vv 4j2 ,

The "pe::iocl- of mi1ð-1)' flexibLe interest rates continued. into

tlre tlr'r'd. cr:-"r-te- o-f 1Cõ1 - {'É'lp-r j;iic ,ô'ôvêr'Ì1nêì''ìt bonci ?f ices rose'-/ - J õ

shar¡r1;,r ând costinueð- rjlovi?g lrÐl,/FJð. '¡:rtil- eerl-J.r L955" This chenge in

t::end- ha-c been a,ttrihuì;ec]- to risinp: Uni¡ed- Siates boncl- prices con-

mencing i¡. nid-195J. lreufel-iÌ- states tl,:at:

. lhe 3a¡k of Cana.d-a d-oes ¡.ot ârÐ-peâr to ba.ve pz'ompted- the
initia.l cl1.ar,qe, a.ltTLough it d.itj- not resíst it a.ncJ. protrably
eporôr-;ecì. of ii, for the cJra.-¡tez"ed. ba.:llist cash Ðosition ua,s
not eesed- nateria.l-I"1¡ eniì- the be:rl;s C-id" not lça.11-:,''begin buying
i,ìoveannent secr'-rities u-ntil- afte:: nid--1951.1', 10

Ii should be not ed., hor.,ierrer , tii-a.t i¡ iìris -oer ioö. the banlis

d-iil- not clepend heavil;' on T:ea.sur¡,' ìrii-l- se.l-es to f irrence the increase

ia their lca¡s" in rnost nonih.s of loe:: er¡re¡sion th.e ba:ll:s',,rere i-n a

i:osii.ion to e:îì)¡ilc'i- toi;al assets, or ha.cl- ihei:: cesh rellleilished- b;,' the

::ed-e¡r,ct ion of Ðeoosii Certif ica.tes.
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r'Ie heve seen trri-t ihe i¡f lat ionar;' Ðressì-r-Tê r¡iricl: bega:r

buil-d-in,.: u-p in th.e eeonoc;'sir:ce 1Ç!0 forcecL on ihe a¿rtl:criiies the

basic c-ecislon to abanC.on tire poli-c;r of su--orlo-Ítine gc.rernr:ent secu-rit;r

prices. This cha:rce in pol-ic¡; l:a.C. to be adol,ried. j-f the rncnetar;'

atL,thorities ,.'¡ere to he¡¡e a f::eer l:and- i.n r1'ìeetin,-<,t inffaiionar:¡ cond.i-

tions" 3u-t the cent::al ba::Lh cou-l-cl- not e¡a::d-or entireil¡ its

resronsibility for nerlcet ste.bilii.;-. I'Dren iir the la.st th:'ee o,Lra.r'ters

of L952'i,he cha::tered. banks -reC-u-cecl- their i:oldir,qs of Tree-su-r')'bill-s

- /.- --b¡r ili5tt ;rillion, these bil-l-s,j¡e:re tâl:en up ì;y the 3e¡'r of C3¡¡.6.¿,.

Betr.,¡een lc)ll anc.l. l-q5Ii - cief inite sieÐs i.¡ere tal:en tor,¡a-::cJ.sàJ /¿ \."--n. 
-J / t ..

estelolisirinç e. nronelr nÐirl et in Caned.¿." In L953, the governnent

cha::gecl. its regu-l¡r issue of Tree"srrry bil-l-s from a fortnigl:Ìtl..¡ tc a

t+eeir1;r tenô-e::, a'rto- C-ir¡ersif ied- its off eril;s ir;r introåu'.cini !-montn

i:il--r-s to sup¡l-eneirt the J-nonth bills then bein¡i off ered-. In I95L|,

ihe Sank o:î Ce¡acla irii::oc]-u-ced. 'r"e¡u'¡chÐ.se ar{leetlents r.¡itl: tll'i-::teer:.

ð-e ¡l ers, in-¡o'l rrin,q Treasu-rv bills *iC. o*u.l.rer sho-rt-terrt securities t+:-ih.'*--- _*

ì ^¡- rr.^F +t-Ð^^ +^ ñ-+..r"i+r¡ ri|lra nrir.irose Of this r.¡aS tO aSSiSt¿çÐù Uflcll U:l¡ çç ùv Ud.l O UV ljld,ULLt ¡UJ . ¡M _UW .vVÐç

d-eal-ers in fina¡ici-ni.'l-arqe inventories in the lr.o¡e of d.irrersíf:y'irrrs

tlie ot^me::sirir: and. b::oa.d-eninp: tl:e narlret for these forir:s of d-ebt. Al-so

in 195)-I a:: arrend-nent to the Ïe¡li Act iirirociu-ced- e. veriable minir,:un
-t r "'

ca.sl: ra.tio of eirht -,)er cent in ¡1 e.ce of tl:e siatutor;' five _oe-r cent.

Since tlle charter:ed- loe¡drs customaril-;r uor"t,:eC- io a ten per cent reserve

rat io , tìi-e eff ect oÍ this a¡reac'l-:lent r'.¡âs to lorter the rese::-¡e re.t io

rr;l-.ich the barl:s iÌ-rd. in fact l:ee¡ frorn te:: per cent to eight per cent,
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thus -c:'cc'r-lcin¿ elicess reserves in the systeil to tire a¡oi::rt of sone

fi200 irillion.

3J. tke l-ast q'"-rar"ter of 195J there apÐeared- a C.ol'mturn in

economic actir¡iïJ'o a.nd- this r.¡as to co:'Lti:n.ue untii the encj- of the year.

Uncl"e.r these cíïclrlis'uelces, the eentrel ba¡lr relaxecl its pol-ic¡r of

r"estraint introc1uced. in 1!$0 and. the chenges rela.ting to the none¡-

narket e¡d- the -Bank Act r,¡ere allo".¡ecl. to come into operation und-er

cond.itions of nonetar)'ease" The Sarrh of Ce.:ira.C.a naC-e no atter,pt to

absorb excess reserves Ín the ba-nllin¡:; system b]' t-kre sale oil secir-r'i-

ties, i¡ut left the connerci¿.1- l:anirs to a.djr-rst, gladue.l--ì-.r' to the ire-'r

res erlre r:at io .

The resuli of the c):anges in tne aoney rirâ,rket,.rere iinuìed-Ía.te"

i.'icÏ,aury siates that :

Lctual-I.v, the Sanll haC- been tryin¡i íor set'er'¡.I ]'ears to
inouce the ba¡irs to seek outside bu;re-rs for biì-l-s by gradually
iircreasing the slrrea-d- bet"¡een its buyinå a.rrd- sellitt.€: r'ates"
But this inåucenent ha-d- fa.iiecl to acl:ieve r"esults-*of ì;he
$450 nifrion in bitis outstand-ing at the end. of \jJZ, less
tha¡ $jO nillion r¡a.s helû outsið-e i;he banlcÍn¡; system.

31,,- ihe end- of I95Il, over $2OO ruil-l-ion r,¡as held. by non*"oanlc inr¡estot=.11

|]ìlre PorinÉì '1 cõ6 io '1 Qñ7

The eeonomls {eïrnturir. r,^¡hich connenceå in L953 had. beg;un tc be

re.¡ersed- b¡. tb-e ear-l-;r part of f955" fn fact, by the rnid-cile of tiiai

.I,'earï th.e econoltìy was cpertting at tlte fuli enpl-o;rneirt level-. Ihe

najor expansionary foi:ce r,Iås êlcpêi:lctiture on hou-sin3., bui b;r 1o!5,

em-phasis had" shiftecl- to non-resid-ential consiru-ciion, increeses in
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in..'eniories, and rising eqrend-itur"es on rechiner;r and eo;ui*or:ent. in

acid.:tion to the pr:essure of cieinand- on l-¿.bouv anC- ¡:atez"ia.ls the-re Ì'la-s,

in 1956- a huge increase in the C'efieit on tirl'rent aecou-nt in theÈ-_ ÈJr_ I

bala¡ce of pa"vnents. [his d-eficit ]rad. risen fron S692 ¡iil-l.ion in

-^¡l' ..h\¡-^ . i^r- , ¿þ. aañ qarf I -195!l- enA $4J2 railJ-io¡: iir L,ql,5, to Sl oJl?- r,il1-iou ir, 19ilO. Jn soitc

of the d-eficit ti:e Can¿åian d-ol,]-er -.4ose to a preaillm of síx per cent

orier tlÌe r-Tnited- State,s d-olla^r by Augu-si, !957. Tl:e la:rge bale;ncing

capital inflort jl-as been attribrrted- to se¡¡era1 cÍrcr:¡nstai:.ces: The

irLc-r'easin,g spreacl- 1¡etween Cana,cì-ian a¡ä llnitecl States irrterest ra'tes,

z'esult in,'i in hearr.-/ Ðr'oliincieJ-, rnunieipai a:rå cor¡:ore.te f ine.nci:rig in

the llniteci States; a.ir increase in the lur"opeal de¡nand f ov tanac].larr

securitir:s after the Suez crisis of 1956; and. continuing d-irect Ín'i¡esi-

neni in Cana.ð.a l:)¡ United- St,ates ec¡ipenies.12

li r.¡i1l- be recalled tha.t the Sanir of Caäad.a d-id- not a,.ttenipt to

môrl uî ihe Irr.qe e.¡(ress reserves in tÌ:.e be¡king sJrs'ben follot'¡Íng the

cha:r,qes ne.d-e in the Sank .{ci in 195}+" In f c.ct, in pursuit of its

-no]-ir:v of ¡qoïlc{ip'ral eâse. the lenk ha.C. red.uced- its cliscount re.te inv_ ¡_.v¡av vr_.._ d

Fphrrr¡r-., ,1Q66 frnrn ïr,¡n ¡er" ce¡t tc one ancl one-ha,lf per cent " In.rçur Lrl Lü t rJ// .,v l.--

¡ððition- ¡1ihou..h chrrtered- b¡nk resei:t'es had. d.ecl-ined- froi¡ 8.9 .oer

¿rorri. in ,T¡¡r¡¡r.,,¡ '1 965 tn S_ 3 -o,¡r eerr.È ín Jrrne _ lqqG i;he cer.tr¡.1 l:¡.nk"vvrrv ¿r¡ vc*¡kc-.f J 
' 

LJ)) uv uÞJ yv' e '-tJ/ e¡. "Lq----,

Decar-lse oj Íts debt ura-n¿Senent respons:-bj-lities, cou-lð- not nainj;e.in

r.eserr.¡es at this le¡¡el. 3y Juneo the Sant'; hacì- begul easin3 the nar:kei

irr nre¡pr¡'cion i¡r = I Frr:e reíu-nôir,,.' orr Jul.Y 1- Its por'tfol-io ofLtt. yL r-ÌJê c: u ¿v¿¡ -- ¡/: c, r-ç.-:

gorrerr.ijlent seci-rrities in.erea-seiL b¡r sorne Û100 inillion j¡ the rnonth of

.lr:'ne--¡r.ifirri 1.r thro¡¡'h the ¡r-¡rehcse of TreersÌtt:,.¡ b j.ll-s--and. ti:lis
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increase was not reversed. until August, L955. The resu,lt we-s that

cha,rte-¡ed- banle reser\¡es rose b;r [i2l ni]-l-icn irr iuly and. continued"

r is iirE unt i I l'lo.¡enber . 
IJ

3y Ap::il , L955, loans bl. the charierecl- banl:s bega.n tc incz'ease

at a irrcre tha:l seasone.l z"aie" Thrs rate o:fl inc-t'ea.se continul.ed u-nti.l-

¡ 
^ ^eÍJu:r.e, 195b, b;,'l.rhich tirne ihese loans had" increased- b;r sorne S1 bilJ-ion,

or near]J¡ one-thirC-. Sece.use of the possession of ercess reserves

anc" tl:e central be-nkls d-ebt ne,nêgerilent a.ctivities, the barr!:s iL:.d- not

ha.*¡e to se}l gove-rnment secr.:rÍties to finalrce foa,ns u,ntil- soine tine

in At-'."rrst lqç;5- Tron Auprr,st l-,o }Tovenber tire banlis fine¡ceC. forr¡s
-) - J o

nninly- b)' sa.le of governflent seell'¡'itíes--fror nid.--Âu-e"usi Íio mic.-

liio¡¡eini:er charter"ed. ba¡icst hol-d.Ín¿.¡s of bill-s dl"op-,;ed. b¡. some $l-5C

mi].'l-ion (J5 iler cen'b) , a:rd their' holdings of boncls b)' sonre S2OO

r..ri1'1 inn (6 :r,", no¡ì:) Th'is hrrso qvritnhìrr.- nl¡er.¡tinn r,r¡s 'l:¡l¡i¡:n -¡l¡eo
vçrlv /

a.t t]¡.e sa¡re tine as th.e BanJ:r of Ca:ra,cl.a rtas redru-cinpt its porifol-io of

governnents by the sale of blt1s, sd '.res o:flísetting the Sanlrrs

roq{:rir-fiir¡a nali, ¡., **cyo

It is not sur¡:risinç: then that the ilanlE o:fl Canaii.a, ind.uced. tl:e

che:rtered- benks to eg::ee to hold. a fifieen per cent liquid- asset

ratio--conþr'ising casìr, clay l-oans end. Treesu-l"J¡ bills--in orð-er: to lirnit

tl:e carrecit;f o:î tl:.esc lnstiil'-tions to liqr-LiC.ete Ao\.¡errrment securitie-q

in oril er t o increa.s e the ir' loarrs 
"

One of th.e oyine factors affeci;ir:g tne f¿cilit:i "riih r'¡hich ihe

barrlrs courl-cl- lictruid.ate government secu.rities was the d-eveltping money

Ing.rL:et. As lt{sT'¿-1u";r Sa,ws ;



1-l
_I

In ihe light of events sirr.ce 195)t, there can be littl-e d-oubt
tl-rat th-e initial irlract of ti".e nonel¡ ma.r'lEet rs d-eve]opirent rias
to inake ilLe ehartered- banks more J-io*"rid., both in terms of the
mc.tu.::itl- d.istribut ion of the ir gov€rl1Ii:€ÌLt secu::it ies por"tf olio
and. in ier'¡rls nf the I i nir j fl if.r- nf cn.¡ c'ivan rt¡trlrii:r' of short-

r)r" -

rerm asseI. -'

lrom eerl:' in 1955, siqnificant ch-e:rgês t'rsr's ta.king olace in

the co¡i¡osition of the short-'hernr public c1ebt, a¡.ó- in its d-istribu-tion

anong the va.rious hold.ers. The anou.nt of o'¿tstä¡d.in¿ì T-r'easur;' hilis

r:iås hêi¡.r r"¡-ci d1.¡ ìncre'se<1 tr, neet ihe chartered. banitsl d.erna¡d-s
- 

LJJV 
- 
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¡ri sin¡. or:l-: of' the nÊr1r'lv rntrodueed 'l ialri6 ¡sset r'¡:t io: ¡nd the non-

banlc pLrblic ¡r'as incree-sirLg its hol-d.in-qs of sho::t-terrn governlûent bond.s

and- ::ed-ucirrg iis hol-åins's of Treesury bil-1s"

So¡ne moneta.r'y exSlansion continuecl ullt j.l ¡lid--l-956, but , e\ieïL

r."hon tl'ro lìì.1ïêìr sri¡¡¡l¡¡ ij'Þs'na.l; ¡ermitied to e::c¡¡ð ¡tr incre¡-ce in

vel-ceit;r tirrougit sales of govern¡nent securities b]' the banllsu and- the

use cf iclle balances rlerr'}iited- fr:rther loan ex1:a:rsion. Since the Banlr

of Ca¡ad.a hel-d- the rrier,¡ that ihe ove::-all rise in interest ra.tes C.u-r'irr.5

.í:lro r¡oçr r.zâq eq'ì e"¡sê îs tÌôll'ìd'¡c ner.mi'í:tor'ì n¡'if,l1 nrrf Ácr¡-.a l-n fi
- I Lrvr r¡ + u-:Ua U udllld':g 9v .L r-

nerciel mârLets, ii, no dou}t, considel"ecl. ii uld-esira.ole to a-tternpt

to offset the increase in rrelocity" Thr-rs, betr'.'een the end of Jul;r,

1955 an¿ the enci of Ju-rre, L956, t,'.'hen tloe eq:ansj.on irr loa:ls ie.pered

cff , the charterecl ba¡ks haCL acllieveå a net ï'ecluctioir of ¿bout f'I

bil-lio:: (26 per cent) in thci:" ¡ortfolios of gover"¡-nent secu-rities"

Tre llark lra.intainecl a tighi control ûYer creC.it throue:hrrut

seeond- half of 1$56 anc-- nost of 1957" Tl:e boon cond-itions 1s1rç1ç¿

eârlv in 1a57^ bu-t econonic: ecti'¡ity co¡.tinued at a irigh lerrel-.

ultY

0îr



Even so, the tape-r'ii:'.'; oif of this expa:rsionary phase and a suclden in-

crease in the la.bor f o::ce d-ue to al1 uiûlr.suel fl oiv of innigra.nts, mainl;'.

fron Hrngaryr caused- a rise in rrnenplo¡ment.

iFlra Po¡i n,4 'ì OER fin 'ì O5O
-)J-- 

vv 
-// 
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Íhe sLack in business erusf,rsion ',.,.ùrich corn¡'tenced. in 1$!J con-

iinued- into 1958. The governmeni, in its a.tterSrts to a1:p1¡' aJrti-c¡rslisr.1

fiscal policiese rdas faced- r,vith the need. to go to the nerket to borrotr

a substa¡tial p-¡ount of ner,,r money to meet the brtclget d.eficit t¡hich it

rras incurring" In ad-d-ition, it "¡as appa.rentlJ¡ i+orried- over the fact

tha,Ì; tl:e::e \1¡as a consid.erabl-e burrchi-ng of outsta:rd.ing governner:t'

secu.r'ities i¡. the sho::t-tern ea.tegor';y. FaceC- v¡ith this sítuation, the

lulinister of Tina:rce aJlrloranced on JuI.,¡ 15, his clecision io girre hold'ers

of l.,'ictor)r Boncls the o;ction of exchanging their hold.inss for ne',¡

Coirversion bonðs of longer naturity. lh.is r,¡as a massi\¡e ef.flort to

Lengtiren the ar¡erage maturity of the outstand-ing publie d-ebt. It was

an operetion of such aagnitud-e that its sid.e effects were the dominant

issue in monetary poli.c5' during 1958 and- 1959"

f'ronr the þoint of vier'¡ of the a¡nou:rced- objectiveo the Conve:"-

sion ope:'a.tior: r,¡es highly successful. ifinety i:er ceni of the $6"I1'

billion of ou-tstarding Yictory bond.s r,Iere exchanged. for net¡ Conversj-oir

bo¡ils- ¡nd more thrn t'hirtv ner eent of these li,.rere con\rerted. into the
t cdrq

longest issue. One consequencg of the operation t'ras tha'r, the Senk of

Canad-a u:rd-ertocl< to peg the rnarllet in a1l- r,ai;urities of governnent

seCurities, Tl:is action rqas, of course, tante;ttou-nt to monetizing a

'l 
^'¡ +a rr-vt nf *l¡ a rrrr'h'ì i n AahtÀø Ég lJaÞ v vL v¡f I ¿v*vr4
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UnfortirneJeL;', just '¡.¡hen the eonversion ca.mpaign iras launehed.,

signs of e" revival in economic activi-ty appeared both in Ceneda a.nd.

in the United- States. ',,,hen ünited- States bond- prices began to fall-

rapicl-ly, large scale selliitg d.eveloped. on the Canadian ¡narket" The

resul-t r,¡as thal frorn mid--Jrrl;r ¿6 mid--Sepie;aber, the Bp-¡lc of C¿ul¿fl-¿ts

h.otclirgs of government bond-s rose by some f¡335 miffion. These -cur-

chases of bond.s vere only ltartly of:îsei bl¡ the sa.l-e of $265 riftiou

in Treasury bills, nost of thern to the highl¡' lic1uid. ba¡ks"15 In

spite of ihis the Ba:ric continued- supirort of the tr'ro lonESest Conve::sion

lssues until Noverqber, vhen, beca.irse of the monetar¡,' e4pailsion invol'¡ed.

in fuz'ther pegeinrq of these ,rriees, sul;rort l''a.s 'vithd-rerjln.

Jn facilitating the Comrersion operaiion, the Sadr of Ca¡ail-a

had. all-olted a huge inc'¡ee.se in the monelr supply. Acco::d.ing to the

governor of the 3e.nk:

o o " in the fo.urteen months fron the end. of Jr].:;, ll\l to the
end. of Septer,rber a958, assets of the chartered- banles rose by
fiI,535 rniLl-ion âs a resul-t of central- bank operations r¡¡hich
increased. their cash reserves and. enabled- the¡l to eryanå their
loa:rs and inr¡estments. For this period- a-s e. r.,¡hole, nine-ienths
of this increase toolc the forrn of purel".ase of gorrernnent se-
curities, and- ba.nk cash reserves also incz:eased .¡ery
substantially" Loa;rs and- other investnents in total d.id. not

. tnrfqè

At the end of Septenrber, L958, therefore, the banks ',¡ere in a

verl/ l iqui,L ste.te , and- this excess ive lio;uid-it;r \1¡as d.ue ent il'el¡' ts

¿1 aht r¡nn¡c,orna¡t niror¡iinns ¡llrr-ìn^, +Ì1 ô a¡^ôî l- f¡ef, f-nom.JlllV 1457ç:vuv ¡rrL¡¡(.€)v!.u:¿u v/ur.rv¡v¡r'.! *s:i-¡rÉ Vjrç Jç#. tlt rd,uu, -Ltvlr v¿!ùv9 L)-)1,

to th.e end. of October, 1958, the banksl total holcìings of goverirrnents

- ,å-rose b¡r sone $1 bil,r-ion. It is not surlrrising, then, that the 3a¡1c of

Car:ad-a d-ecid-ed- to allorv no further increase in the money supply after
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the Conversion or:eratÍon i,¡as coirpleted.. To e"chieve this objective the

3a.rtk h¡d . not or1.. +^ ^'-^i.tr +L^ ¡rrr^ehrse of senirrities eomi¡¡' on the-ra;-!r Ltu.vt favv vfl¿¿Y Vv el V¿LL ur¡ç y\Æv,riÐ- v; rçvLu -vùç¿ vvur+¿r< vf.

me.rlçet through golrernment ca.sh issues and- sal-es bJt the banks, but also

to t.ske steps 'bo offset the seasonal retu::n flow o:f curreney in

.Ianuary. This operation involved. red.uction o:f the Be¡icls portfolio

of short-tern governnents to a. dangerousl.rr 1ow level. its hold-ings

of Tz'ea.sury bills fel] to i';7 nill-ion, end its hold.ings of bond-s in the

t'r¡o yea.rs or less io ma.turity eategor¡¡ o-rorneci to 317)r *tttton by the

enci of Januar;,,-.

The Bankrs d-eterninaiion to lceep the money supply in cheei< rvas

¡ .qre¡t eXtent f ni l crì br¡ the lri¡rr. 1i ^'"i.ri *r¡ af +he Cnafte::ed. 'oa:alcS 
"ç Lr- vL u+:çLL uùr v j.rE r:4E)14 r¿llv-&si vn/

TÌre shift fror¡ sô\rÊrnme¡t seerrrities to loa¡s r+as in tl:is ca.se even

mole rp:oid thnn the shift in 1q55- TÌre ¡"otrernor of the Banir of CenaðLa.v -¿, 
4JrJ

sta.tes that:

After the total amount of rooney ceased eq:ancling in October,
1q58- end- the bankst total sesouilces leveled of+. a 1ar,'e,-i/",

scal-e e:rpâJrsion beg:n in losns a¡d non-Government inr¡est-
¡rei¡ts - ruh ieh h prl to he l.¡r¡.e'l r¡ metehed b.¡ sp,Ies of Gorrernnent

9t!ll-v:-vv_L,l5v-d

securities to the public. From Septeinber J0, 1958, to
Septernher JC, lÇla such loans and. non-Eor¡er:ntnent investment
bt'the ba:r.irs " rose by $1,J!0 nill-ion or 20 per cent.
During the sa:ne period the ba¡ksr holdinEs of Governinent of
Ca:rad.ã securitleé rett ry $r,065 mittion as com-oared. rrrith
an inerea.se of 

"ef ,J$9 mil-lion fron Jul;' 31-, 1957 to
Se-ot ernber J0 , L958 .L(

0f cou::se, this shifting in the portfolios of the ehartered.

be.¡ks must ha.'¿e pu-t seve-r:e pïessure on tire secu,rit)¡ marhets. For tne

r',qr.r^ So¡tornhor 'l Aãß in Sprrtcr.rlrer - 105Q - f or exe.lt¡-r'l e - the ,emoì.Ixt Oí

slr.ort-iern marketal:le government d.ebt rose b¡r eælroximately $1.1

bill-ion; for the sane irerioC- cha.r'tered. banks red.u-eed. their hold.ings

to
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of sirorts b)'aþout È"5 littion; and the Ba¡k of Ca¡a.de. more ihan off-

set an increase in its hold.ines of shorts 'oJt sales in the tr¡o to f ii¡e

r,^ñr ^^*^-^n,, Th¡s.,'lre..ener¡1 pu_bliC r,¡aS called_ upon tO abSorb someJçæ u4Uç5VIû\' ujrç <vrru¡1.-J

û1.5 ¡ill-ion in qovernment securities. In the Barrlits deterrnina.tion

to keep the money supply sta.bIe, eïld to avoid-lle€reementsrr¡.^rith ì;he

banl<s a:rd- other finalcial- institr¡-tions, interest rates rn¡ere al-loweci

to rise r¡ithout interr¡ention to unpreced-ented level-s" l.'/hereas the

lianlc had- rr'¿-iied- some for:r uonths ín. 1955 before pu-tting the bre.,lce on

rnonetary eq)ansion, it acted in L95B es soon :.s signs of an upturn in

bu-siness acti.rity a.o-oee..red.. Thus the svritchi:eg b;i the ba¡tlis out of

golrernments r¡¿s almost immed-ie.te.

B)' ,A.ugust,1959 the ba-nks r¿e:'e u:ld-er severe reserl¡e pressure

and rrere forced- to malce d-rastic reductions in their d-ey loans and. to

ru¡ d.ot+n their hold.ings of Treas,:ry bills. The d.ealers 'r¡ere forced.

to reso-rt to the Sank of Canada, and- the åa;r loa:l rate rose to six

per eent. Íhe Berrlc'.¡as, in the circunsta;nces, forceû into acce,oting

=om" $75 million in Treasury bills pa.rtly through repurc)rase e¿ree-

, t¡\e^menïs 1"2u mrrrron) and rrartly at the tender of -August 6. It t'¡as

u:ra.ble in the prevailing: afrnostphere to offset these a.equisitions"

3i'.AugUst 13, the Trea.s'ur;r bj.ll re.te ha.d risen to 6.16 -oer cent. Tire

Ì,iinister of lina-nce tock ihe viel that this rate representetl too high

a cost to the govel:nrnent e.¡d rejeeted- sone bld-s alrea.ð-;' submitted",

:redueing the a¡ount of bill-s a¡..¡ard-ed- accortLingly, and- the tend-er for

tire follo'I¡ing 1.reek. With these strc:rg neå.su'res b]' the governnent

backing'u! the cei:tral ba¡lcrs polic;r, the charte::ed. banl;s ha.d no
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alternative but io cut back on their 1oa¡ e:rpansion.

looking at post-var monetar;r polic:.¡, r,,'e cefi s¿tr that generally,

r:rior to 1950, there r^¡as little conflict between d.ebt marlegjement arrd-

raoneta-ry policy. Ior the period. f946 to L95O, the Ba.nl< of Canada ¡oade

no atterpt to ap¡l;r a. r'estrictive rnoneta.ry polie¡', especially in such

e lray that ',¡ould. affect the prices of governme:rt securities" AIso,

^^\tr . - -^tr^bett.¡een 194b a:ld- the end- of 19119, ,.go\rernment s..:'r'¡luses l.rere used- to

retire a large amount of prrbl-ie d"ebt" For this period.o d-irect and

g:uare.nieed. d-ebt r'¡as red.uced b¡' S1.5 bil:l-io:r (some ! per eent), and-

there r,¡ere fu-riher" reductions in 1951 a:rd. 1952. For its temrro-rar;r

casl,r requirenents the go\rernment relied- on the sale of non-narlcetar¡l-e

T)o:rnsit 0erJ:ifie¿Jes e.nci fTOtes tc the ben-tinp'S\¡sJ:erl . ¡voidi¡r nOSSiblev vv-^,

rna.r'lretins' problens" Fi-nal-ly, the fet'¡ refunð-in¡; operations reqrrired-

prior to l-,o50 posed. no þroblerrrs. In 1!f1 a¡:,ð- L952 there Ì,¡as one re-

frûrdin.'' orrera.ilon ea.ch vea.r- and- so the 3a:rk coulci, concentrate on

ì,'r^rÂt5r\r -nn'linrr orran in a¡rJt¡ lq6nts r'¡ho¡ it ¡.rps â-a)îlrrin.c râ

resiricti."'e pollcy for the f irst tiioe.rÕ

Since the eerl;r 1950's, hor,lever, circümsta¡rces harre changed-"

For the last six fiscal years the governnent has ineurned. a d-eficit

on current accorrnt and- in most years a d-eficit on the non-bud.geta.r;r

accou:rts Ð.s uell. Consequentlv, betr'reen f95\ ¿ne- I95c;, the prrblie d-ei:t

z.ose b;r sone $l bill-ion. ltiost of this d-ebt has been raised. d-irectly

fron the market, instead- of b¡r direct loans fron the ìranlling s)rstem.

Thus C"el¡t mÐ.nagel.rent probl-ens ha.r¡e l-oomed. larger, anð. the Banh of

Canadars d-ebt nana,zenent responsibilities have become more onerou-s.
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At the se¡e time the prcblen of controJ-]-ing inflationary, forces in

the econoaJ' has becoroe more acute. tri¡ith these de.¡elopnents there r+as

bound. to l¡e confllct bett,¡er-,;n d.ebt rna¡agement o'l:jectirres arrd the

objectives of nonetar¡r oolicy. l''te have seen lto';¡ d-ebt na:rageÍ:rent

reslonsibilit;r slor"¡ed- the Ba¡krs a¡olication of a restrictive polic;r

ín L955, but the critical exar,rple -remains that of 1958 to Li\i, ruhen

d-ebt mane.gerilent probl-erns, and. the gorrernmentls cash requ-irements, all-

but d.oninated monetary polic;r objectives.

THE ROIE Oli Tm 3"A¡'l1t 0r' cJtiT-AÐi,

IIT DBf l,iIlT.{G$i''iE}TT

The 3an1t of Canada is respoirsible for the technical m¿È1a8e-

Írent of the prrblic d-ebt. In the word-s of the 3a¡rlc: rrThe responsibil-ity

for d.ebt ma;.ragenent lies r¡rith the Gover'runent. The Sanlc of Canad-ars

role in ihis fielCr is that of fiscal a.gent and adr¡iser.tllg In its

ad-visor¡' eeþeeity the Sani<:

" preperes monthl¡.-, and- revised- t'¡eel:l¡¡o a tletailed- ;oro-
jection of the G'overnnentrs sources arrd. uses of cash and
its month-end cash balances. Com;oarisoirs (of these) tt"
me.d-e lrith projections prepared- ind-epenð-ent1;r in the Depa.rt-
¡nent of Fina-nce.20

Tire 3a-nl; also:

. reeo:rd-s and analyzes the evid-ence a.vailable on the
shifting d-istribu-tlon of outstand"ing d.ebt (rtritþ þa.rticular
enpha.sis on nearby mat*rities) secu-:':t;r prices e.nð yield.s,
a:rd- the florr's of fund-s in the capital na.rilet a"s ref'Leeted.
in both nerr issue âctivii;l¡ and second-arl,' d-ea1ing.21

Consultation between the Treasur;r end- the Ba¡l< is continuous end e1ose,

and. the Ba:rlc advises on the tining and" tailoring of new issues of
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sec.rrities. Ihus, althougl final responsibility f or C.ebt managenent

rests t^¡ith the Minister of Finance. there is close a.d.ninistrati.¡e

co-orreration l¡ith the Ba,¡r}: in this ma.tter', and ad-vice from the Sanlc

ma;'e.t tiiles play ar-r inrrorta¡t part in fornula.tlng d.ebt llrânegement

policies.

One co¡nmentator has clairäed. that the Sank may have used- its

advisor¡r functions to foist on the l,'linister of Finatce d.ebt maria*geinert

:oolicies r.rhich may har¡e had- as theÍr prina.r¡r aim the aehie\rement of

soae nìonetary poJ-iclr objective,, A. H. Cameronu in his submission to

the Canad.ian F"oyal Commission on 3a¡icing arrtt !'inance, staies as

fol lows:

Originally the llenlr meJ¡ not have sou.¡þt too much re-
sponsibilii;r for C-ebt nanâ€ement, but this gret'r . . . t¡hen
l¡:r¡oe:n rofir¡rðin,-s ¡}rs tlre nost-1957 d.efieits found- the.¡LÉ 

bv¡ 
v 

-.i 
/ ¡ '--- -- - 
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Tine-nce Der:arinent lacl:inÊ a r'¡ell-staffed- lebt l'iane".gernent

Dir.is ion , r.¡if,þ its ol:rn economists , etc . .
Sometiues ihe Bank ma,v ha.tre loeen rnore con.sciou-s of

its nonetary airns r."'hen it gâtre go\¡ernment d.ebt na:ragenent
a.dviceo vrithout ful-l e4pla.nation. The 1-!þB Conversion 

^^rrras extolled- as alcl-ean upr for tsho::t-ierrn debtl , .1¿

0n these anC- other gror:-n.d.s Oameron urges thal all- d-ebt rna¡aeemeni

responsibilit;r sirould- be tra:rsferred. from tl:e 3a¡k to the Trea.sury.

ln a.ð-d.ition to girring a.d.vice and. herid.ling the technical d-etails

relatin¿; to netu issues, the 3a¡'i has acted. to ea.se market reception

of refu¡rd-ings and- ner,,¡ issues. lhis it has d.one by acquiring securl-

i;ies du-e for -r.efu-:rd-ing, and- b;r supportinE issues coming on the market

u1'r,il- such time as these issues hr-ve been placed" fairL¡. pernanently.

rÎìrp Rqnlz nffar.q th¡f. ìs ¡ t-inrl nf rrnderr.n"itirr.s sorviee for ¡"ovefnilent::Lç Ðøtf- vf I9a Ð , vlLÉv +- : G -:-¿¡-v- v:
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security issues" The Banic has alsc actecl to ease the ca,sh position of

the ccnnercial bairirs prior to, and eíter, ne-.' issues end refund-ings,

na-lcing it,oossible for the benlcs to meet the cred-it requirenents of

secr-rrity d-ealers d.uring "ceriod-s r.¡hen issues are being distributed."

lhese actirrities, C.esi.¡ned. to facilitate C-ebt na.nageinent,

he-I'e, at times, been in conflict t¡ith the requirernents of rnonetary

polic¡." 0n such occas ions either" d.ebt melLageileni or moneta.ry policy

has suífered." 0n some occasions d-eal-ez's too have suffe:led. rl¡l:en

support t^¡as rrithd.ral.m from the government bond- ua-:rket before they

cou-] d" d.is;oose of their invento::ies "

Ta"ble 1sl:orys cha;r,qes i¡ the Sank of Ca¡radars portfolio of

goveïnneilt secu:rities prioz' to ::efu¡ld-ings, beti'¡een IlJl anõ- L959.

Pri or tn ihi s ¡arincr' . on Jul v 'ì . 1qõ5 - l^¡hen the .côver.nìì'ìenì: i ssued*t "J/J1 õv!!r

,i7OO *:.ffion of three year bond.s to ref-rna a $6OO million rnaturing

issu-e a:rd" i;o raise S1OO *ittion of nei.¡ money, tlle 3enlr, for the one

rnonth preced.ing the issue and- for the tt¿o r'¡eei<s follou¡inq, bou,r:ht u4r

' ê r 
^Ãsorne $120 ¡ailliou of T'r'ee.sur¡' bills, thus ra.isinå'be¡ll reserves fron

S"'J per cent in June to B.! per cent in Ju1y.23

For the refunding issue of Oetober !, Ljjl, the Sanrc vas

unable to naintain its support foz'the r¡a:'lcet for any prolonged- *oeriod-.

Thrrq r,¡lri I o f,ho r1¡rr I n¡¡ nrta fol I fr.nr¡ 1.L nôro n ^1-r¡E! e -ent to 2f, per cent

irs'h nrior. tn the reffl¡rd-ing, ít had. etinbàd. back te \ per cent b¡,J*pv yr*vt

October !, e.s the ba¡.lcs ca¡e und-er severe r:eser\¡e pressur:e, I'ievertl:e-

less, the Sanic C-id- acquir"e e. sul:stant1al amor:-rrt of the rnaturing issue,

thu-s reducing the impact of the operation on the ma.rket. During the
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nlonth prececling the refu:rd-ing, its hoLd.ings in the categor)' 2-;oears

or u::d-er inc-reased- by sorne $60 *if.fion nhil-e its hol-d-ings of freasury

bills shor,¡ed. ari equir"alent d-ecline" îhe sârrre procedure ean be presu:neC-

to heve tal:en place irr the December l-5 refund-ings of 1957 ana 1959,

even thougb the purchases of rnaturirrg issues "¡ere not conpletely

offset.

Cond-itions in mid.-L958 end mid--l-959 med-e it impossibl.e for

thc B¡nk to eir¡'p.oe in this trme ^3 ^*^--^+;^* in the eircu.rnstereese¡rv J./G¡jL vv v¡r6aév +1¡ vrrlu u.r .Èrv Ur Vj.iVl. d,U¿LrI¡c ¿

follov¡inE the Conversion loa:r of f956, 'uhe Bax.lr could- not have ac-

quired- rna.turing issu-es r,¡ithout allo¡vin,! some monetary e{parrsion"

Sinilarl¡r, in 1959, t,rith ireary ba-nk selling ancì t¡ith the increases

in the amount of Treasr:r.v bills outstand.ing, the Sank ro'as unable to

acquire ma,turi::g securities pz'ioi to the October 1 refuncling r'litb-out

occesioning rrnd.esireþle mcnetary erpatr.s ion"

[he 3an]cts aba¡C.onment of market support for the Conversion

isstre has al:'ead)' been rrentioired-" îhis occâsion r,'¡ouIð seem to re'ore-

sent the most severe confliet betv¡een the Sankrs monetary pol-icy

objectives encL its d-ebt m¿ì¡ragenent responsibilities. It r"¡ill be

recalled. tha.t the Bank, in its d-eterr¡rirrafion to apply the brakes im-

ned.iately on monet¿rJ¡ e4)ension, vrithd-rerv its support for Conversioî

issues even r¡¡hen this mea-nt rising iirterest rates arrô a tuiåeninp5 of

the d.ifferential bett¡een ÛniteC- States and. Canadia¡ bond. priees, t'rith

ali its inpl-ications f or the exchanSge rate"

Ittempts by the Sesk to ease the rnari<et reeeption of ne''¡ afid"

refu:rd.ine issu-es has soroetÍmes been classified- as rigging the ma:r'llet.
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Such a'r¡ie'.,¡ seens io be based- on the policy of the United- States

Ïed.eral Rese::tte Systen v,rhich escheri¡s any attenpt at llsv¡eeteningtl the

nerlcet prior to ancl durii:g the issue of gove::nment securities. îhe

ma"jor problen posed. bJ' the Banlcrs activities il this s1:here is the

possibilit¡r of conflict r'¡ith moneta.r'y ¡lolie;'. Recent eryerience has

shor¡n that in a period- of heav;r d-eficii fina-ncing, r^rhen the government

is ofte:.t iir the nar!:et for ]arge suns, the centr.al bank is not in a

:oosition to offer such support if general econorrric cond-1i:ions cal]

f or a t ighteni¡g of cred.it . 0r' this gror,rnd- it seems inad.r¡isal:Le to

rel..¡ on the Ba¡lt for the perfornance of a d.ebt mFnârenlêrìt service

t'¡nich it raa¡r not e.I'.¡aJ's be in a position io carr.J¡ out" It iÌa)¡ be

argued- also, thai the central bankrs ¡rosition in the financia.l system

shoi,r.lC- preclude it frorr erlr activity r¡¡þ1sir fa.cilitates the operations

of an:¡ sinsle bor.ror,¡er--eve1'L if thai borror¡er is the gor¡ernment. Itor

these reasons it ma"v be su-ggested" that the objectives of d-ebt menage-

nent :golicy should- be ca-rried out with less reLience on the Banll of

Canada ih.a¡ is the ?resent -pre.ctice.

In a.d-d-ition to its assistance in clebt me,naÊenent the Sank of

tanad-a also ha¡d.les purchases and sales of securities for certain

government accou:rts" Tl:e most irnportant of these are the Securities

Jnr.estment Äccorrnt--used. to invest surplus govei'nÌnent ca,sh, for tìre

acquisition of bonô-s for cancell-a.tionu dd for the purchase of external-

pa;r bonC-s t'¡h.en excha-nge retes are favouri¡le; ihe Llnernplorr¡nent Insur-

ance FunC.--no longer significant from our poirr.t of vier:¡ since 1961 ,

1'¡hen go\¡e::nment boncL hold-irrgs of the f'rnd. I'rere cancelled- and- repl-a.ced
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r,L¡ith. non-ner!îetabl-e red-eeßâble 3 a:r¿ 3la p"" cent bond.s; ¡nd. the

Purcha-se Funo---set up in June, l-961-, to be useC. for the a.cquisition

of long-term bond.s for cp;'lcellation, e-11d:. possi-01¡r to influ-ence the

yiel-d- structure a'rrd- to sta'oilize the nariret"

The effeci of luz'chases end- sales of securities fron these

fund-s is the sa¿,re as that inr¡olved. in the Baniers normal monetary

operations. It has been argued- that control over bu¡'irlLq arld- sellÍng

for these fu:rd-s Jras been used- by the Sanir in the past to further

pol-icies not related- to ihe purposes for which the fund-s ',¡ere

established-. Seott Gorclon ha.s co¡u:rented- aì; length on the use of the

Unemrrloyment Insu.ra¡ce -u¡.,.d- d.uring the Con-¡ersion loen of \,q5g. Anong

other thin¡ls he l:a.ð- this to say:

Sefo::e going on to discu.ss the ef,flects of the Conversion
troan on the I'und- some features of the p::e-Conlrersion port-
folio miEht be noted.. The re-ther large irol-d.irLg of Ion,3-ternt
bond.s is eq;laine.ble by the faet that u::til L951 t¡e e-ssets
of the Fu¡rd. '.'¡ere relatirrely stable, and. the nanag¡ers tried. to
meximise income by purcb.asirrg iire longer tern issues v¡ith a
higher yiel-d-. But, there lre.s one sur,:¡risin¿; transa.eticn in the
Firnd- in February i-$!ß thaf proved. to be a preluð.e of stra::.røe
things to co¡:e. Over the yinter of l951-r9r8 the Func1 had.
been eryeriencing a fairl;r heavy net ou-tflo!¡ !'Ihich led. to
the sa-]-e of shorter term securities incl-ud-in€: some of the
iiictory Rond"s. Yet the mena.gers bought for the 3und. $1!
niliion of a nerr long-'rernr bond- issrre, the C"l'I.R" 4ts of
Febru-ary 1, 1981-, tlhen this rva.s erçerie-,n.cing sorne d-ifficulty
in the rne.rlcet. Oae d-oes not nortnally find- a funC. tha.t is
u¡lcr.er liquid.ation presstr-re sinul taneousl¡r bu-wing long-tern
bonC.s; the action at this time in suptorting a ner,lr governlaent
issue suggests that the Sund- r'¡as being ma:raEed. not for the
rr¡el-fare of íts beneficiaries, the unenployed-u but to facili-
tate gorrerrlnent d"ebt ma.r:.a.gement opera.tions "za

Tl:e Inr.'estnent Dealers Associaticn raises a soslet'¡hat d-iff erent

objeciion to the mâ.Tre.g:erÌent of tirese fu¡rd-s b]t the Benk of Canada, but

nonetheless suEgests that res"ponsilrilit¡r for buying ¿nd. sell-ing for



ìl

these frmd-s be talcen íron the 3ank"

The-¡e is d-oubt ihat tl:e Csntral Sarlr sl:lou-lól- aet as agent
for Governrnent accor::rts a¡d- Purchase Fund.s es this seeus to
cerltral-ize a disproportlcnately Ia.rge anount of the total
fr:nd-s r,¡hich are activel;,- in the nar.<ei. Such accou:rts might
be ha;dled- by the nejre;rineni; of Fiira:rce or bl¡ este.blishing
separate trad.ing func'bions for each accg¡nt, thus reó-ucing
-,rossible confl-ict i.¡iih monetar¡' policy.')

Ti{E CAî,]IAÐ].A}T PfiCHÁ]iIGT] F-ÁT'E

1946-1959

It will- be reire¡nberecl that n IjJj, tire vafue of the Canaclian

C-o]-]-ar irad been set at a discount fron tha;b of the Uniteð Sta.tes" Ät

that time exchange controls r'¡ere introôuced- a;rð- all- fo::eign excha:ige

hol-d.ings t.¡ere transferred- to the Ïlxchan.Ee fu.,:d. -Accouni;. The Fr\rnd-

pu-rcha-sed f o::eign exeha:rge by d.rawing on the gorrernment I s accorrnt

at the 3an1.: of Ca¡ad-a, brrt since this aceourit rrras replenished- by

transfers from the governmentrs accoi:lts at the ehartered. ba¡lts, there

ï¡as no d-irect eff eet on be,nk reserves 
"

Because of Canad-ars stroirq traùe ties r¡¡ith both the United-

StaJes and. the llnited. Kingd.om, it r.'¡as irn¡gortant that the value of i;he

Canad-ian d-ollar should. bear sone relationshi¡ to both these eurreneies.

Consequentl;.', rvhen the United. Kingd.orn d.eva,Iueri- its ctrrrency in 191+9,

Ca:rad.a sought to ad-opt a rate r^¡hich would. maintain sornething elose to

tjre established- relationship betrnreen the three euirrencies" Thus, the

Canad-ia:r åo1lar--ro¡hieh hadbeenrevälued- to parity r'rith ¡hs United Sta"tes

. - ^ì, /-d-oll.ar in 1!4b as arl a¡ti-inflationary meesure--was no\rr valued. at some

ten per cent belon the 1f¡ited. States d.ollar"
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Unfortçnatel-yu it ruas not possíble to hold- this rate for any

length of tirne, The conmence¡aent of the Korean I'trar in 1950, gave a

boost to Ca¡ad.ia¡r exports to the United. Siates, arrd- there lrie.s a shar'p

inerease in the inflov¡ of .American capiial , raainl¡r for in"¡esträe:ir,t in

tii.i: c:çort-oriented natural -rescu-rce industries" It became elear,

u-nùer these ci::cumsta¡sss, that the nineii¡ cent ra.te'n¡a'q too 1or^¡o and-

speculato::s began to transfer large arnounts of fund-s into Canad-a in

anticipation of a:r upr+ard. revaluation. fhe au'Lhorities 'r¡ere herd put

to a.ccommod.ate these large capitaL infloi'¡s v¡ithout und-esirable mone-

ia.ry e..:-pansion.. 0n September J0, they annou-nced. that the exchatlge

rate would- no lonEer be fixed-, but vould. be alloir'ed. to fluctue.te

freel;'"

The d-ecision to erdopt a f:"eel-y fluctuating ercirange rate ttas

mad.e at a time when for the first time nonetary poi-icy v'as belng

ad"opted. in ca:raùa as a restricti.¡e d.evice. The close linlcs betr'reen

the mone;' ancl capital narkets of canad.a ald the much larger united-

States markets make it impossi'ìrle for Canad-a' to be unaffected' by

developments in the -American security marl<ets. lhe flor^¡ of fund-s

aeross the bord-er ce,¡ respond. in such nagnitud.e to changes in interest

d-ifferentia,ls as to play havoc with the Ca¡ad-ian money supply' The

floatin.g exehåJÌge ra'te, horvevero could- be eqoected- to isoleie the

d-ornestic money suppl;r from such capital ínfl-or'¡s, a.nd- eoulå therefore

sJloi,¡ some seope for an independent monetary pol-ic)r in Canada.

,ôiter the foreign exchan¿5e market was set free the eentral

ba:rh d-id, continue to act to iron out Wlde short-term swings in the
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aate, but by 1952, after the rate reached. parity r¡¡ith that of the

TJniteci States d.oI1a:r, it sÌ:or.red- eonsid-erable short-term stabil-ity"

Setireen I|JZ anô- 1960, for exam¡11e, quar"terly ehanges in ra.tes never

exceed.ed. tv¡o þer cent. Tnis stability has been a.ttributed. to the

equilibrating short-rnovements in short-tern capital flor,'s, and. not to

any fund-amental equ-ilibriu-:n in the balance of current accou¡rt ¿¡d lnnr-

term ca-oital- flo'.rs.26

During this perioð---L952 to l-!60--r..rhen the free exchange rate

rvo::lceå t.iel-l u {;he rnonetar,r au-thorities could. carry out polieies t.rhich

occasioned- shar'¡er rises or fa-lls in interest rates in CanaCa th.an

in the United- Ste.tes, As R" E, j:rtu-s sat¡s:

In IjJZr l'¡Ììen inf letiona:'y presslrres rrere siill strong,
Canadian longer-tern interest rates continued. to rise a-fter
the level of rates in America. had- stabilizeð-, aJ:d. frorn late
IJiJ to nrd"-1955, r'rhen u.nerqployment v¡as causing sorne concern?
botir long-term and" short-terrn retes in Canada r,¡ere aIlo',,¡ed.
{:n f q'l'l ¡rrì te rnnrlred'lr,' z'el at ir¡e to thoSe in the United- StateS.
Thterenrter. a.s the investnent boorn Eatherecl- pace the interest- ---ã-ë*
rate clifferentia.l-s wid.ened. aeain"cl

3ut the inô.epenC-ence of nonetary poJ-icy in Ca:lada can easily

be overstated.. R" R" Rhoml¡erg has argr-red- that it tvas the fact that

Ca¡ad.iah moneta.ry policies d.id. not d-iverge to a:ry marl,;ed. degree from

Unitecl Sta-tes polieies r,¡irich has aocounted for the slight sr'rirrgs in

the exchange rate betr'.¡een lr952 ane 1960. lle states thaÍ:

A joint consid-eration- of the esiima.ted. effects of the
short-t err,r ¡::d. lcng-tern interest d.i:flf erent ial oir tenadals
foreign excha.nge marl-cet points to the pararnount iu,-portance
of Caná,d.i.an monetary policy in the d.eierninaJion of the
exchange rate a.rrd. also to the rela.tivel)¡ small scope for"
Ca¡rad-ian monetary eetíon ind.ependent of monetary poliey in
the United- States, . In long-run "oersÞective, the
relatir¡ely small d.erriations of the Ca¡ad.ia¡ exehânge råte
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from ir¡ritv r'¡ith the United, Sta.tes d.oll-ar nust be eÐlained.
b;' reference to tire close eùôr&ination o-f Canad.ia¡ finaneial
policies '¡itir tþe 'oolicies ¡ursued. abrca.d-, chiefl;' iir t'he
United. States. r-o

i'l'niehever 1,,I4¡r r¡,rç lool< a.t the mattel', r,¡s câ¡1 conclud.e that

for the period 3952 io 1960, the floaiing excha:rge rate ald. rnonetary

rrol i ev t,rero in h¡rrnonr'- 3ut - in ao-clition to indnein.o f'l oi¡s of fr:¡rls .

' 
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the exchange rate also affects the flo.r¡ of good-s a:rd. se-rvices, arrd.

i n il íreet'l w thc -l er¡e1 of emr¡l nr-nent - I'.fe mn¡¡ p sk theref ore ,..rha.t has9v¡¡vvLv¿..('v¿

been t}:.e effect of tl:e free exchenge rate on the level of employment"

Setween 1950 arrd- 1956, unemþloj-ment eould- hard-ly ha'¡e been

consiclered- a pro'b1em. In faci u the rea.l pr:obleni f a.cing the authorities

throu-ghoui mosi; of 'bhis pe::iod- r,¡as iha.i of contaiiring infla.tionar;¡

tend-encies" llven so, the exehange rate, if anything, tended. to re-

inforce fuIl employment tend.encies, b¡r rising t^rhen ernplo;i-nent "ra-s

rising a-nd fal1ing r'rhen en.o1o;Trent r¡a.s fal ling, I'Iaen, after lor5T,

u:remplo;rment beceme a serious problemn horuever, the exchÐ-nÉîe rate moved-

in a rray rrhich tend-ed- to und-erroine policies ained. a.t inc-r'easing

empJ-o;-rnent" Conrpara.ti.¡e ereåit tightness in Cs¡¡¿¿¿ in ]1956 a:nð- 1957,

and. the boom in inrrestment, resulted- in the raising of largo a¡ounts

of ca.l:itaI in the United- States-*b;r corpora.tions arrd- ju:rior golrern-

roents--for invest¡lent in Canaða" Tl:e rno.¡ement of these furrd.s into

üanada led- to a rise in the excharlge rate from par in L956 to a premiurir

of some six per cent in 1957. r'F:en latev in L951 signs of recession

a¡d unen¡loyment a;o,oeareùu the capital inflo-v¡ eontinued- due to the

d.ifferentirl r¡¡irich had. d-evel-oi:ed betr,¡een Canadian and lTnited. States

åni;erest rates 
"
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The probl-eTn 1.¡orsened. l.,rhen in tnicl-l!58 the government und-ertook

its Conversion loan issue" Sorne th-ree months eJter the Conversion

issue was l-arrnched. the 3a¡k of Cana.d.a ceased. to support the issue on

the grould.s that the most inmed.iate problern it f acecl wa.s that of

controlling erpÐrision in the rnoney su-ppl;'. The ue',¡ bonås t.¡ere allowed-

to be absorbed- through the process of d.eclining priees, ald this

ca;¿sed. a further rnqjor trid.ening of the d.ifferential- between Canad.ian

a¡d. United States boncl prÍces, a¡ld a collsequent v¡orsening of the

exchange rate sitrratioi-:."

In these cir.crr¡astances rnost polieies designed- to irnprove the

emplo;rnient situation through increasing eryor'os a¡rd red-ucing imports

r.'¡ere nullified-, at least in part, by the preniun on the Carrad.iar

d.oIlar. The free exchange rate eanu thereforeu be said. to ha.ve been

a successful d.evice until the -urrusual d-iffer"ential between Ca¡ad.ia:r

and- Uniteð States bond. prices d.e.¡eloped. One of the main contributors

to the r.rid.ening d.ifferential after lllJ r.ras the Conversion loan issue

nl" 1OñR
L)/vø
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SOþlE lIfi ORETI til, COiTSIDER"AÏ] 0lrTS

There has been a great d.eal of eontroversy sur-Touncling the

timing of clebt marregemeni operation.s and.o the emphasis to be ¡laced.

on the objectives to be achieved. b¡' such opez.ations. One sehool

stresses the C.esirabilit;r of using d-ebt mânagement policies to rein-

force ar:ti-eyclieal- fiscal and. ¡¡n-nof,¡rrr nn'1 ìr'rru a¡othey school ilrges

a d-ebt me"naeement policy',¡hich is neutral a-s fer as its effects on

monet¡rrr rrol'i e-¡ are eoncerir-ed..---v-¡v v ç!¿ d

Ðett3-_ttta¡age*e"t ¿s ¡n gc.

-[ccord.ing to the anti-cyelica]- schoolo the authorities re-

sÐonsible for d.ebt lranagement should- seek to sell long-ierm bond.s

and- to buy or retire short-tern bond.s in period-s of inflationary

pressilres in the eeonomy. this action r.¡ou-ld- have the effect of mor-

ping up excess lic¡uid.ity in the eeonomy? a¡d- of siphoning inr¡estment

fr¡rd-s off the mari<et. In times of recessiono sn the o*rher hando the

authorities should. end-ee.vour to sell short-ter¡n bond-s and- to buy or

retire long-terrn bonùs" This action t¡ould. ha¡¡'e the effect of increas-

ing the ticluiclity of the eeonomy and. of releasing; fund.s to the long:

term market.

Several authors have e4oresse'Í d-oubts on the extent to which

thi-s type of operation couId. benefit the econony. If the authorities

engâee in a¡rti-cyelical d.ebt management operations, the nain influence
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of their policy on the ma,rket r'¡ould. be through the effects which sueh

a po-1-icy r,¡ould- h.a-r'e on interest rates--both short-terrn and long-term"

Thus the question is essentialh'one sf assessing the effee',,s of

changes in interest rates on long-tern and short-term expend-íture and-o

i;he effects of changes in interest rates on the supply of sirort-te::m

a:rd- long-ier¡n f'und-s.

Î¡Íhen the actual opera.tion of lengthening the average naturity

of the d-ebt as a d-eflationary meâsure--or the shortening of the d.ebt

e.s a.n anti-d.ef1e.tíonary measure--is being eonsid.ered-o the anal-¡'sis

tend-s to beeome so¡ner'¡irat more comÐl-1cated.. Ï,et us supposeo for elcarÐle,

tha;t the Treasury borror+s fi:¡ås in the long-terrrt marÞ'et ård u-ses these

funds to retire short-term d-ebt. Since bl' this stuítehing operation

funds are ta.icen from the Long-term mar"lret a;rô put into the short-terrn

market it is liÞe]'rr thn.i there t¡ould. be a rise in long rates--'¡hich¡¡4_Lvvt

t¡ould. be C"eflationary;.-and- a faIl in short rates--v¡hieh ',,rould be in-

flationary. Thus, the final eonsequences of the operation rn¡ou-ld" d-epend-

u1:on the l¡,ray in rvhich short-'oern eq:end.iture a;rd the supply of shori-

ì;erm fund-s respond. to changes in the short rateo as colrrÐa.red- tgith the

rtra,w in r"¡hich long-term expend-iture and- the supply of long-term f',rnd-s

respond to changes in the long rate.

IIow let us take a looic at the 11r¿y in r^¡hich eqpend-iture can be

e4petted. to respond- to ra.te ehanges" There are trr¡Õ questions to be

a,sked" here I

1, llhat is tl:e effeet on expend.it'ure of a ehange in the level

of rates?
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2. '¡trha.t is the effeci on er¡rend.iture of a change in the

structure of rates?

rilarren L" Smith puts forward ín some d-etail the classical

vieu of the effect of chanEes in rates on lone-term investment ãs eom-

;oered- v¡ith the eff ect on short-ierm inrresirnent. He states:

. ïf businessrien atteupt to evaluate investrnent projects
scientifically, usÍng a profit-uraximisation criterion, they
may proceed. by cornparing the present value of the eryected.
future returns fro;n the project tuith the projectsrs cost"
If value is greater than cost, the fivm t¡ill invest; if cost
is greater tha¡ value, it r'rill not invest. Since a given
ehange in the rate of d-iscount enployed. t¡i1l- have a much
greater effect on'Lhe present valrre of long than of short-
term investments, it v,rould" a"ppear that a rise in the long-
term interest rate is more likely to pusir a significant
e¡iount of inl.'est¡nent belol'¡ the nargin of profitabitity than
r¡nuld- a sÍmi1ar rise Ín the short-term raie. Aeeord-ing to
this vier¡o the interest elastieity of long-bern investment
Ís f.ikely to be substantially greateg than the interest
el-asticity of short-term investment.r

There have been serreral- strong argrrmen',,s against this viev¡.

It has been argued, for example, that in estinating future profitsn

factors êxogenous to a firm may tend- to be more ímportant than facto::s

over ryhíeh it has rnore d.Í::ect eontrol" Consid-er"ations rela'r,ine to

the dena;rd. for its produets, labour a:rd naterial costso the possibility

of ehanges in teehnolog;r and. in üethods of prod.uction, the possibility

of ner'¡ cornpeting products, all affect, both the yield. sought on invest-

ment, and the payback period-" 3ec¿use of the alaount of uneertainty

ryhich these consid-erations introduee" the rate of return r*Ìrieh a firn

merv ex:peet on an investnent may includ.e a J-arge element for risl'*-that

is risk to the borroiuer of firnd-s--r'¡i:.ich is l1kely tc make the aetual

narket rate of interest a factor of much smaller signífieanee tha¡ tire
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prer¡io11s argulûent woul-d. lead. on to eonelud-e" In facte a sul:vey carried-

out in England by the Oxf ord. rconomists I Research Grouu in L9392 shorr¡ed-

that firms d-id. not consider an investnent, notr-rithstand.in6l the niarket

rate of interesto r.::aless it promised- to Þay ret-u::ns in the tr.renty per

cent to thirty per cent rânge.

The gro'.'rth in interna.l fina:rcing rnay be another factor r+irich

has tend.ed- to make the market rate of ínterest of less siEnificance in

the d.ecisions of inr¡estors. Similar effeets may be e4:ected. to foll-ou'

r.¡here crude rul-es of th.umb such as the aver"age-pavout period---.r,rhich

talces no accou-nt of the current rat,e of interest. but þïovid.es a rate

of d.iscou::t against the u:r.certainties of investrnent*-are used-"

R" S" Sayers comroents on the question of interest rates a¡d.

economic policv as foll-orys:

" a firmrs lend.ing rate is not equal to its borr-or'ring
rete. nven for very lerge firns, u3l-ess a firro takes
business risks not pertaining to its main aetivities it
cannot ter¡rporarily invest its liquid resources exceot at the
relativel¡' lotu rates obtainaþIe on bank d-eposits oT on
government bond.s. Consequentl;', if a. firm al-read.¡r had. liquid.
resources, even a. sharp rise in Ínterest rates i,¡ou.ld- not
d.eter it fron making ¿"pita1 outlay r..'hich previously seemed-
profitable. Pne sma.ller the firn, the more important the
f-i-quid asset consid-era.tion.

. the rates af which capita.l ean be obta.ined. are not
the sa¡e for all firms. Secause loans are neeessarily tied-
to the uncerta,inties of ind-ir¡id-ual businesses, r,zid.ely d.iffer-
ent interest rates can be--a:rd- are--charged_ to particula,r
borro¡+ers" This risi< va.l_uaf ion is highly subjeetiveu afid.
the br:.siness capital- rnarket is d.ivid.ed. into an inf inite number:
of pockets betr,¡een which money does not rea.d.ily spil-l over in
either d.irection as soon as esta.blished. price d.ifferential is
d.istr:rbed." A ehange in interest rate therefo::e d.oes not cau.se
a spill over of fund.s. lceeping d.ifferential_s consta.nt, but
induees changes in exÞec'Lations r.,¡hieh cornirletely open or shut
channels through whieh money florts into the market for real
resources. The effect of Ínterest rate on capital outlay
arises partl-y beeause interest rate changes provoke ehanges
in the absOh¡te er¡¡ì'1 ahi 1 ì tr¡ nf a¡¡i * ^'ì €n¡ f ertieulafv¿ vQlr! ua! r vr j

purposes "/
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Thus, accorö-ing to Sayers, eharges in interest rates may affeet

investment v¡ithout changing the ¡rofit caleulations of businessmen.

Íhey mayu that is, have a¡r ind-ireet effect blr altering the r,¡il-lingness

of fina¡cial institutions to gr.a:rt ered.ito'or even to fl-oat bond.s a¡rd.

stoek.

lfhe bulk of tire em¡irieal evid.ence r¡jrich has been collected.

on the proble¡n has failed to shor,r¡ afry conclusive sensÍtivity of either

shorb-berm or long-term rates to chalges in the rate of interest. The

Oxford- stud.ies of 19J8 and. lpJÇ, shorrred. that:

. There seemed. to be a strong tend.enc¡' to be affected- by
the facilities for raísing eaníta"l or ¡e3¡6wing money, ås
d.istinct from the aetual cost of such fina¡ce. Free resousees
in the hancls of tire firrn r:,'as al-so a porirerfü-l faetor affeeting
erpâi1sion. The faet that the fir¡¡ haû a.rrple Tesou-rces or had-
no d"iff icult¡, in borrowing 'r'as more in'porta:rt than the cost
nf hnr.r.nr.r.ino 4., _¡¡Þ o

l¡lore reeent stud-ies hâve failed. to bring out eonclusi.¡e evi-

d.ence to support a. d-if ferent vier,upoint, Euen the evid.ence lrrodueed"

on interest rate effect in the ease of public uiilities and.

residential housing, areas in ruhieh investment activit¡r is characterizeû

by a Io'.nr d.egree of uncertainty and. long-lasting plant, has been mixed..

The Rad.cliffe Committee for:¡d- that rt. . r,¡hen r¡e eonfined. our questions

strictly to the d.irect effeet of interest rate cha.nges in makÍng

businessmen al-ter their d.ecisions to bu-v oz" seIl good.s and services,

1r@ r.¡sv" net by general seeptieism.ll5

Changes in rates a.re lilcely to have little effeei on short-term

investment. This applies pe.r"trcularl;'r to irLvestment in inr¡entorieso

r'¡irere the irupo::tance of stoclcs in the produetion process a¡d- the

possible speculative profits msy outr,reigh interest eonsid.eratåons
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Sinilarl¡', changes in interest rates zre unlik-ely to a-ffect the volu-ne

of consu¡ner erpend.itt'res.

l,tre may conch-r-d-e, theno that a. ehange in the maturity structu-re

of the d-ebt--on the present evid-ence--caru1ot be e:pected- to har¡e any

sígnificant eíf ect oh the voluroe of investrnent, and- tha.t wha.tever

effeet ít ma;r ha.rre ryould- be more pronourrceci t+ith. respect to long-term

inrrestment o and- r¡¡ould. be seleetive rather than general in eharacter.

T.et us consícier now the possible effect of changes in long-

term a:rc1 short-tern rates on tl:'e suppl¡'of fund's in these marl<ets'

This af ¡:nr:rsc in.vOlves the aSsUmptiOn tl:a.t the marl.-etS ar:e ConneCted-
-j:&u ! t ó¿¿ Y

end. i;hat fu-nc1s can, ancl d.o, shift from one rna..r'ket to elother, d-epend.ing

on interest d.ifferentials. 0enerally, short-term seerrities are better

sul:stitutes for money than 1-oir.g-term securities; consequentl¡r it can

?r^ ¡.n^n*^/:l +1.-+ = smel.l eh¿n¡.e Ín. intereSt rates luOuld. induee rnOreuv ç,\,Pçu uçrr ullr¿u cr ëtLtt,tL

shifting from money to short-term securÍties th.e:r frotn mone;r to long-

term seeurities. Thus to inC.uce a.n irrcrea.se in the supply of funds

'in tl:e long-terr+ merket t¿oulô require a larger increase in the rate

than rtrould. be required. to induee a shift of simil¿r nagnitud-e in the

shor"t-term market 
"

Perhaps tire crux of the matter::egarding the use of debt

rúalla{aernent as a¡r anti-cyclieai d-evice is su-nrned- up in Smithrs state-

ment as f o-]-l-ovrs:

. It is d.ifficul-t to see r'¡hat ean be a.ecorplished- in the
r.ray of contrael.elieal- eontrol of aggregate spencling b¡' meâns

of d.ebt managerrent tha.t ea:lnot be aeeolpl-ished- more effectir¡elJ¡
by Tedera} Reserve monetary poliey. Debt maragement, at least
es presently cond-ueted- by tlie Treasury, is a curnbersome
instrument of ste.bj-Iizetion polie¡', because it is d-ifficult to
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tinie in a flerible i.¡ay a¡cl- because the Treasury is al-most
unavoid-ab1J' concerned. about its success in raisíng money"
iv.ionete.ry policy is a superior irrstru:nent of econ.omie
stabilization, because the Fed-eral Reserve possesses a high
d-egree of ad.nrinistrative flexibilit¡' and because the rnain-.
tenance of economie stabilit¡' i= its najor responsibility.o

0f eou¡se, th.is is not to argue ttrat d-ebt na:legement should.

not be enercised r,,"ith overall economic cond-itions in mincl" It

stresses, rather, the fact that the d.ebt nanegement authorities must

lod-ge a1l- of the outstand-ing d-ebt sonetthere and, eonsequentl¡r, eannot

teke steps to further policies like credLit restraint, if sueh steps

r'¡ou1d. occasion Sienifieant rísk of faiLr:re of net,¡ issues or attrition

on refu:nd-ing or exchange issues"

Sorne -Alterna.tives to an -Anti*cyclieal
Ðebt lvianag:ement Pol-icl¡

fhere have been t¡,¡o main proposals l:ut forr,¡ard- as alternatives

to anti-eyelieal d-ebt managenent policy. The first, Put foruard- in

its most rad"ical form by i{iltor, lried¡ran, airns at making d.ebt manage-

ment operations completellr neutral in terms of roonetar)' sid-e effects.

The second.o a.clvanced. bJ' 1'I" T,. Smith, a.ims at miriimizing the interest

cost of the public d.ebt.

For fried:oran, rlTbie main need- r'¡ith respect to d-ebt poliey seems

. to be . " . to sinplify alcl strearnline in such a vrry as to keep

clebt operations fro¡a iher¿selrres being a sollrce of installilit¡ro a:rd- to

ease the task of coord.inating Treasury d-ebt operations and. F-eserve open

narket operations,trT It is his vier.¡ that the ta.iloring ef security issues

to rneet the need.s of ir.r'estor groups and- the attenpt to achieve t¡id.e
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d.istribution, l-engtliened. maturitJ,' artd. mini¡¡rn interest eost ha¡re 'led

to t¡¡hat he calls: tr. a ber.'¡ild.erine maze of securities of d.ifferent

¡naturities and. terrr:s, end. h:rnpiness a:rd- d.iscontinuity irr d.ebt oper-

aticns, r.rith refirnd.ing of major magnÍtu-d.e occurr'Íng on a fer,¡ oates

in the Jrear. S ,qr.rl =o,

" Instea.å of procedd"i-gg a.t a regular pace and. in a
stand-ard vray to t¡hich the market could. ad-just, debt rnana€e-
nent o¡erations have been jerky, ful 1- of eryed.ients and
<rrrnri qoq rrid_ i:n¡rediet¡h] e ín their i¡r¡nCt anå OUt COme.
As e. result the¡' have been a eontinuing source of monetar;'
uricert¿.intv ancl insta.bility. 9

As a means of remed.ing these defects, FrieCman ¡oakes two sets

of suggestions; one for ad-option und.er a sJrstem of 100 per cent reserve

batrkíng, and. the other fo:: ad.option u:rd-er the existing sysiem. ïlere,

lre are nainly interesteCr in the latter proposals, These conçrise

thr"ee main reeommenclations along 'øíth tl.¡o suggestions of sornev¡ha.t

less significance for our 'ìf,resent purpose. Eis main proposals rnay

r'le sunrnarized. as follows:

1. [ha,t the tap issues, l{1re sar¡ings bond.su should be rete,ined-

in their present forrn since the;' d-o little harm to

effective monetary polic;r, anC. changes in the outstand-

irrg a$oirrrts tal<e place gracuall-;r.

2" That al-1 other C.ebt should. be issued. in one of tr,¡o stanclarå

forms: (a) in the forn of a short-tern secu-rity, sueh.

as a $O-C.ay bill or arl]r other convenient conrpara.ble

matu-rity, (¡) in tne forrir of a. long-term 1¡onci--prefer-

ahly a. eonsol--or one r¡¡ith ar elght to ten J'eer naturitJ'

rtrhen issued-"
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3" Tha.t both types of ma.rketable secr:Lrities shonl-d be issuecl

ai regula-:: and- frequent intervals, a¡d thal the an'rount

to be solcl at each interval- should- be stated- weli in

aclvance, ând. should varJ¡ saôothly frorc one sale to the
1 f"ì

next. -"

Ad-:nitted.1y, these proposa.ls ce.rÌ go far in removing marlcet un-

certainty about d-eht issuing and. refr:niì-ing operations. It is not

cLear, hotrrel'er, tha,t theS' se¡¡ain any elenent r,¡hic:h r.'¡oul-d- ensure a

certain naturit.;i structure of the ouistand-ing d.ebt" For example, the

natu-rit;i stru-cture ma¡r still be skrortened--r¿ith all the irnpl-ications

for ¡nonetary pclicy--both through the passa.ge of time and- through the

issue of a larger proportíon of the su-ggestecl short-te::rn security'

than of the long-terr,. One nay a.1so argr-re that efforis bJ' the debt

maJLa.gerïìent authorities to d.iversify hold.ings of the d.ebt has a dual

purpose, It may leaC,. to lower interest costs" but it al-so rne.,l¡ red.uce

the necessity of maicing ercessi..'e d-ema¡d-s for fu:id.s in any single

segment of tlie roarlcet. This is especially apllica.ble in the case of

sales of longs. In the Fried¡ran proposals, a,s we have noted-, the

authorities v¡ould- ce.rry out sel-lin.g operations in only tr.ro segments

of the marlcet. ït may be that thinness in the long-tern segment rnay

not permit operafions on the scale need-eC- to pla.ce all the long-tern

securities t^¡hich the arrthorities t,¡ish to nlace"

.Another suggestion al-ong the saine liiles å.s ¡'rieclfranls ha.s been

ne.cle by T" C. Gaines" This oneu howe\¡er, combines th-e quest for

regularizing and. strea-tnlining offerinqs tritli an ¿ppreeiation of the
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need. for having Íssu-es rvhj-ch rnatch the sup-oly of fund-s in a given

rnaJu¡ity sector, and- r,rith. provisions for issuing d-ebt in several

rnatr:r:rity seetors" Accord-ing to Gaines:

The roost inpo¡¿ar¿ first step in an effort to d-evelop lilore
effeitive publie debt man¿.o:ement techniques is to routinize
refund-ing" FÍrst, a schedule of sho-rt-term debt shou-ld be
d-eveloped. conta.ining J-nonth, b-rnouth, and- 1-year obliga,tions
that are au-tomatically rolled. over irrto sirnilsr ner.¡ seeuri-
ties eJ ma.turity. Second., a simil-ar stvuctr:re of intermed-iate
a:rd- longer-term roaturit.ies should be estaÌ:l-ished- tçhich, again,
r.¡ouId. au-tonLatieallg be refund.ed- into securÍties of id-entieal-
tern e.t maturity. rr

Gaines proposes thet f or longer-te-¡"rn tond.s n oífers of exchange

ontions into nr¡rn¡'lon.."er-term bon.d-s sirould. be rnad.e t'¡ell before these

secu::ities reach naturity', arìd- that the amou:lts scheC.u-1ed. for refuncling

at any time should.'oe sniall enough to match the norrnal flot¡ of iri-

vestment fund-s in the maturit-v sector being rr*ud-.f2

These proposals etterçt to pr"ovid.e scme p::eð.ictabitity in

tlie issuing operations of the authoritieso but they go nuch furth.er

iÌian Friefurarrs in reeognizíng the lirlita.tions pleced- on cl-ebt lianege-

ment ¡ol ierr br¡ the seeurities marlcet itself .

Another suggested alterna"tive to coi:¡ter eyclical d.ebt

üanarJenent polic¡'is d-iscussed-, but not actually end.orsecl b¡- l'¡. T,.

Snith. Aecord.in6ç to this suggestion, the d.ebt managenent authorities

r.¡ould- carry orr-t cash borror'ring a¡d. refund"ings entirely rtith a vier+ to

mininizing interest costs" The¡' v¡oul-d- leave economie stabiliza,tion

entilely to the monetar¡r auth.orities.

" Thus the Tr:easury would- coneentra.te its borrowing in
the short-tern me.rket d.uring prosperou-s tirtesu o-espÍte the
fact that short-tern ra.tes r^rould- be high o,uring sueh period.s"
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I'iost of this short-term debt ruould be rol-led- over at 1or¡
interest cost d'.rring recession periocls r+hen interest rates
fe1I , " t+hiIe sope extension of long-tern borror,¡inqs
t¡ould. be conductecl in recession period.s.r)

r¡'.Lile Smith hinself rroints out the con.oLesities inrrolved- in a¡ atteqot

to u-se ihe criterion of nininizing ii:terest costs, it is Friedman who

makes the rnost "pertinent eomlrent on the iiì-ea, To hin, it is leeiti-

nate for governnent to seek to borro'o,r as ch.eapl)¡ as possible eonsistent

r+ith its other ob.i ectives. 3ut ¡

" In the first pla.ceu the rneaning of borrort"ing; ras

cheaply p-.s possible eonsistent rr¡ith its other objeetir"esr
turns or-zt to be exLrer.ely eor'plex" The relevant criterio¡.
is not tote-l aoneJ/ irrterest r:ayrnenis to the publie--these
cou-Id. be na,C.e zero si:r'çly b;,r monetizirrg the d.ebt, rthich is
to say prod-u-cing inflation . , 1'Tor is the reler¡a¡t
crit,erion the interest Þer d-ollar of d-ebt, or the ãverage
interest rate" For th.j-s r¡ou1c1 irirply tha.t tire forrn of the
d.ebt had" no effect on its arourrt"as'

The Structu-re of_the nobt;
Its Influence on Econonic Stability

Althougù. sr+iteh.ing; operat ions aimed. at making marginal che.nges

in the d-ebt stmctu:re are u¡rlikelrrr ¡o aid- significantly in achieving

economic stability, the structure of the clebt itself nay be an in-

portant force aiainE or iraped-ing economic stabili'i;y. The åror¡th of

+L^ *,.?,ì'i- ¡^1,&urrv ,J(rvrru usu, during a¡.i- since l.'Iorld- t'far II, the irrcreasing irnp6rtgngg

of large f inancial institutionso end-o in Canada, the post-\'er d.errelop-

rnent of the money narleet, have strengthened. the influence oí nonetary

policy. At the same time, hor,,rever, tire substa¡tial gro'.rtth in short-terrn

government d.ebt, representrng read-ily shifta.ble assets, creates

cond.itions irr r..¡hich a tig'htening of cred.it a:ri' rising interest rates

ind-uce substantial d.ishoard-ing of cash be.lances ard a rise in r¡elocit)'.
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securities of conmereíal banlcs

pet tern.

thai r^¡ith increaseci use of flexib-ì-e

ehznp'es in the ho]dinos ôf governaento" "-

he.ve follor,,.ed. a fairLy eyclicâl

Opinions rliffer on the effects of ch.anges in r.relocity on the

itr¡:.rri of nonetrnw irnl i cr'. Iiirrskrr ârslres tjr¡t trncler cred-it restraint:

lligher interest -rå.tes . " . induce institutional chan.ges
in the noney nerket v¡l:icl: have the effect of increasing
lend.ing ability . The rise in rates feed.s back upon the
institutional fra;,*re\,"¡ork. i^trith risirrg rates the incentives
to fir'cl- net¡ r'.¡¿{.¡s to firranee-operations ûl1d- net¡ substitutes
for cash assets incveases.f?

Such institutional cha.ilges as tal-çe plece in pe'riod.s of cred.it strin-

gency are not d-iscard.ed- in period-s of creiì-it ease; the result is tha,f

eh¡n ees j n vrcl oeit¡¡ are not svnetrieal in 'noih d-irections. For ]\linslnt,w v+vye !,

lr" . " These che.nges (in l-enciing ability) ma¡. or mâJ¡ not leaå to a

suffieient incr.ease in fina¡cing abilii;i ¡6 effect the sa¡e inerease

in financing as rvould- ha;¡e oecurred- if tl:ere had- been no central bank

eonstra.int. rl ro

larr¡renee Ritter regarcì-s ch.an.Eles in velocity as e sort of

release valve i"¡hích noC-ifies the harshness of the iryract of monetary

restraint.

'r,hile it is literally true that ch.a.r:ges in velocity
laff sat I n1r¡i-ses i.¡ thc srrnr-.lr¡ of mo,ne-rr {:hp-. ¡re r-yrlikelVU j la:.E.v v

i n il n s n nnmnl ef, cl r- i1' th e liou-irì itv fu¡ct ion h ås an int er-
est elasticily less than infiniiy ærd. the consu¡rptiorr ãri.d

inr.'estment functicrns a-re a"t all responsive to chenges in the
cost or availalility of íurC,s. The ;oa::tial off set ',¡]:.ieh it
gives pro'rid.es the cent::a.1 bairi: r'¡iti:, a margin of flexibility
rnd s¡fet-¡^ a.'l lor.¡irr "' it tn rastrp jn ¡rr'6t.¡f,'rr i-l the inone"l,'(/¿:v. uc-:vvd 9 s-rv b¡v\tu:r

su_oply r.¡iil:out carrsirrs a. sud.d.en financial crisis"rl
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Eitter backs up this vier,¡ r'¡ith an argument tira.t the::e is a mexinum

-rrossible rtel-ocity inerease und.er a:r¡r girren circ';¡rsta¡ces.

S" 'f'I. Rousseas argues, on tite other hancl , that although

ll . for a::5' increase in velocity " there exists sorne d.eerease

in the ar¡aila.bil-ity of credit (rise in the ra.te of ir,terest) r,¡hich

r¡ould- just offset ihe r¡elocit)' change " . .rr the re1e.¡ant question

is t,¡hether tl:is effective rate of irrterest lies r-¡ithin the institu-

tional rexge of inì;erest retes.18 In trousseåst \¡iew there are both

a loto-e:: and- a¡ upler l-init on interest ratcs, ¿ìnd- this mea¡s of

offsetting velocit;. nia,1' be limited..

George Gârrre"-"'i-ays litt1e siress on tlr-e l-iräitations r,.¡hich

clr.atrges iirrelocit;i. ma¡- irnpose on restrictirre monetar;r poJ-icy. In

his view, lr. So long as rnonetary au-thorities are alr¡a-re of the

na.tu-re, extent, alld- possible range of 'bhese " " . reaetions, ehanges

iir rreloeity can be taken into account ruheir deterrnining the inagnitud-e

end- tining of the requirerl poJ-icy actions.rl19

Soth the P.ad.elif:îe Comnittee and- 1,1r" Coyne aïe of the viev

tilat there is no effecii'¡e linit to velocity increase. In fact, Þir.

Co;,.ne believes that the eentyal rrroblem of monetary policl¡ is esti-

mpting ¡.nå irrflup-nei'n¡r r¡e loei iv- ',,trile the Rad-cliff e Co¡nroittee in its

report states the$ll . . . I',¡e har¡e not macle more use of this eonceÐt

because r¡IO c,?n'not f.ind. a.ny reason for" suþposing, or any eryerience in

nonete.r;r histo:';' ind-icaiing, that there is zr:r;r l-imit to the velocity

of circul-ation . . ,nZA !ir" Co;rrne in reply to a question by Sena.tor

leonard., seeking to ascertain r,¡hether there is an effectirre linit to
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arr intrease in vel-oeity of circulation, had- this to say; ll'.t'e he-ve

ne¡reï f ou:rtl- it. Ït migÌrt be r¡er:¡ Cla-ngel"oils to tr..,' to f j-nC- it. I

ihink rnosi period.s of infl-ation " " ha¡e cone to an enc]- before the

eff eciir¡e liroit in the ve]-ocity of ci^r"culatlon has been reached.ir21

l,'lhether or not there i-s a¡ effeeiive iinit to vel-ocit;r, it

woalcl seero ihat the structu-re of the ¡ubl-ic d.ebt should" be such tha.t

tire suppl¡- of sho::t-tern éîoî.rerllüent seeurities is large enough to

allor.¡ of velocit;'r charrges v¡hieh ¡,¡oulú ease the hayshness of the impact

^-r .a^n^#^--, .-^r.i ¡rr¡_ Aii i:he S."ne titrr,e tþe Súilirl.r. slrn"rl rl nnt hÊ SOvllrUj¡çveLjvtJ!¿v.1o-auv:r9uol.!vuÀ¡]lv'

l-arge as to elior.¡ corrtinuing increases in vel-ocity to offset'rnonetar;r

restrairt. The actilal rel-e.iionsiri-p of velocitl¡ to the suppl;. of liquid-

as-qets uoulcl- d-epend. ui:on the elasticity of the liquid.ity preference

c'c1r\¡e, ¿r:ld. on r,"'hether the or!.rve tend"s to shift l.¡ith institutioilal

chÐ¡iges ¿s luiinsky cleíns" Íhese tt+o facto::s, ín tu:rn¡ r:.roltld- d.e,oend-

urron the institutional facilities r'¡hich infLuence the eonr.ersion of

íd.Ie ba,lances into actiye monelf in the short*ru:r"

Ðebt luianagernent and- the Stru,etrrre of Rates

J" l,t" Culbertson has set out the facio-rs l,¡hieh combine to

d.eternine the strueture of raies. Tirese incl-ud-e:

1. Tire d.ifferenee in liqui'd-it¡' ¡"¡touen long-ierm and. short-

tern debt,

The attre.etiveness of debts of d-ifferent matr::"ities on the

ba.sis of e4rectation as to future chär5es in rates.

The effects of changes in the sho::t-rul in maturit;r

structuvo of the suppl¡' of d.ebt and. rigid.ities in the

2

7
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mâtuïity stïucture of dena-ird- for it.
1r -. ^"!1. Ðifferences i:rr. the cost of iend.ins rel¿)ted- to d.ebt

rnaturit;r.22

Some theorists stress erpectations of borrorvers ar-rd. lenders

concerning future interest rates, boih in eqrlaining eharrges in the

st-ructu¡e of rates ove:l tÍmee efid- in explaining the strueture of rates

at any given tirne. Thus, eq)ectation on the part of borro'¿ers a¡d

inr¡estors tlr.at rates ttili rise would. Iead- to a shift in the su¡:,:rly of

:flu-nd.s fr.Om the lnirc ln the sharf,-term marlcet, and. g. Shift in the

d.enand- for fr-ind-s fron the short to th-e long-tern mariret. These shifts

1¡tor,rld- ca.Ìlse the long re.te to rise relative to the short rate. I'u'rther,

if investors l¡¡ere prepared- to shift fund-s bet'øeen the varícus maturity

sectors on a national basis" a¡Ld. if all investors shared. the sa.ne

erleeta.tions r,¡ith eertainty, the long rate would- be equal to the average

of the ex-Dected- short raies over the give:r !eriod-.2J

In p::actice, hor'reverr most lend.ers have some prefelence for

Iiquiclit;r, nai.nL;.'beceuse of i;he possibil-it)¡ of having to meet some

unforeseen eontingency in- the fuiure: l'¡irile sorne lend.ers--rnainly ba¡ks

a¡.d. non-f ina¡cial corporations--consid-er liquid.ity ¿ raajor consid"er-

ation. is Culbertson says;

îhe existence of soine casll needs that are cl-efinite and-
relate to the nea"r future and a large volume of need-s that
are ind-efi.nite but may have to be mei in the near future
cree.tes a d-emand. for liquiclity in general , a preferenee for
d.ebt tha.t ean be liquid-ated. on sirort notiee on relatively
certain terrns "

Sueh general liquid.ity prefel"ence is a. matter of d-egree,
and- the exteni to r^¡l:.ieh it exists is not a matter of logie,
'but of institutional qr:'angements, economie cond"itionso ând-
nat ional tempera$ent .24
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the d-erLand- for short-term assets, a d-emand- rrhich may be enha:rced. in

times r.'rhen lrates are eryected. to rise. 0n the other ha.nd., the suppl;"

of the nost liquid- short-ierm assets is coiu-prised. of eurrency and-

banlc d.eposits, r^.'hich are eontrolled. b¡r the central ba:rk, and- gorrern-

ment secrrrities ancl savings bond-s r,.rhich a-re controlled. by the d.ebt

maragement a,uthorities. 'l'he tytrle of secuyities issued. in respect of

the publie d-ebt, ther"efol:e, can ha¡¡e an effect on the structure of

rates" Sinee tl:e author"ities can alter the stru-cture of the outsta:rd.-

ì6- -'r'ì^f ia r^r^+ and- SinCe the.Ouïlie cleht r"rnr^esen'hs p'l ,orec rì?^înøtìnn¿rrõ lqulru uyuv 9 qvvv ! .yluuçr¿ve a LÇ-L Év -IJrU}JUI'TJJUI

of totai clebt in the econom¡-o the a¿tho-r"ities ean âct in this sphe::e

to offset rrnd.esir'¿.j:l-e ehanges in the mai;r:rity struetu.re of private

d.e'ot, or to o'îfset othe:: factors af îecting the general liquid.it;' of

the eeonomy. For exarr{rle, r+iti: chaages in economic activityo the

maturity structure of prirrate d.ebt may eirange, for, as Culbertson

seys:

. Changes in the ielative propor"tions of long- and. short-
teru nrirrnte d-ebt oui;sta:rd.ine âTce iar,-eh' â,ssoeieted. v,¡ith
shifts in inpor"ia¡.ce anong acbivities chara.cteristically
fina.cced- by types of ered.it--ehanges in business inventory
hold-in.os. irr fixed. investment errnenditrrr^es. der¡el nnrncnJ:s in
securities s.oecul-ation--rather tira¡: r¡ith changes in the
charaeteristíe rnaturit¡r of the d.ebt used. to finarrce given
activi-ties.25

in ad.dition, the a.ctivities of fina¡cial interined.iaries tend- to increase

the ger:elal liquid.ity of the economy. lhese institutions eên provid-e

their cred.itors vrith liquid. asse'i;s r,¡hile lend-ing the fund.s so obtained-

on long-ierm.

In spite of the activities of financie.l in'r,ermed.iaries, cha:rges
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taking p].e.ce from tÍme to tine in the rna;tu-r:it;' stru-ctr:-r'e of private

Crer,lerd for fr:nd.s ca:rnot a.},ra;rs be natched- by changes in the esset

preferenees of inr¡estors. fhe flor,¿ of frrnd-s betr,¡een rnarkets for d-ebt

of C.iffe-r'ent maturit¡,'is linited. by factors such. as lega.l li¡rlta.tions

on the type of assets certain financial institutions m4v hol-d-; ihe

d.esire for portfolio d.iversification; and- the investment standard-s

r^¡hich finencial institutions ad.oot fron tirne

forces are aþle to have im'oortant influences

inte::est re.tes.

to

in

t ime . Such- rnarket

the stru-cture of

Chang:es in the maturity structu-re of ou-ts-r-.end-ing pubJ-ic d-ebt

is o¡e nea¡ls of helpinra to na.tcho as closely as Ðossibie, the d.entanðL

for and- supply of fu¡rc'r-s in the d.ifferent rnatu-¡it¡r 56s¿.rs and., conse-

quentl-¡", of mitigating the resultant changes in the structi:-re of

rates. Since the magnitu.d.e of d.ebt managenent operations in the

rqarlret are frequently much gree.ter than th.e.t of eentral banilc operafions,

such opera.tions may be more important in so far as the ¡ris16- eurve is

concerneð, At least one, horr"ever, åuthor cl-âims tha.t eentral bank

operations ca¡ ha.ve onl-¡' a limited- effect on the yield. cìr-rve.

, To the extent that open rnarì.let operations eh"anged. the
qnnnlrr nf ønysrnments available to i:rivate investors at
d.ifferent majurities it r.¡ould. ha.ve some influence on the
vie'l rì eì1rve - m1- i ^ -i -'r^¿ L ^ nf es¡ce ia.l im¡art anc e at tlieJ ÈV*É " 
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onset of recession t"¡hen long rates tenå to lag behind. shor:t-
teru in t\eir initia.l- d.ecline to a greater or less d.egree"
3ut permanentl¡r to influenee the strrcture of rates by linited.
open markei operations is a¡other quesi;ion. In vier'¡ of the
high C-egree of subsi;itutability betr¡een lo,rger a¡d- shorter
ierm government securities, (open ma:rþet) ot¡erations are too
sineJlo relatirre to the total ¡narket"Zo
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. 
ltlatur ity S truc iu-r e of__Ug_Pu-b ffg__Ðebj-

Ior the da'n* mq¡aoamant authOrities, the rnaturity str¿ctUre

of the public d.ebt has special significance" For them it sets the

pattern of successir¡e refu:rd.ings i.¡hlch must be hend.led.. As Ab'r:ott

rru,ts it:

" It outlines, in cirronological forrn, the sequence of
probl erns that the d.ebt mana¿;ers mrst sol-rre; that is, it
sho.t,¡s by suecessive time períod.s the voh:¡e of obligations
comin¿; due that must either be paid. off^or refund-ed. if the
governmentrs ered.it is to be preserved"¿l

The maturity structu-re of the d.ebt at any ti¡:e is elosely tied.

in r.'¡ith the pattern of or,mership. f ssues of secr:rities are usually

tailored. to meet tire needs of d.ifferent groups of inr¡estors a¡d- it is

this tailoring of issues ruhich deternines the matu:ity sbructu::e of

the ou'Lstand.ing d-ebt. One oan sâ,T¡ as anothet" l,r¿\y of looking at the

oirestion- th¡t hnl¿ìi¡r¡s nf onrrce¡¡nent seeurities ma¡r be ela.ssified--- --

either as investment assets or l-iquíd-ity assets" 4n;i si$ztifieant

ehange in hold-ings of government seeuritíes tot,rard-s the liquÍfl ¿sset

fi:nction would lead- to a sll.ortening of the average na.turity of out-

stand-ing d.ebt. Similarly, dV rnajor shift toiuard-s holcling go'/ernaent

secrrrities a-s inl¡estment essets t.¡oulå lead to a lengtheninq of the

average matri-rity of the outste¡ding clebt. 0f colt-rseo sueh shifts may

be d"ue to investor preference or to d.ebt marlatgenent poliey"

Over a long-terrn period the authorities must keep ín mind, the

need.s of the rna.rket. sinee if these need-s remain consistently u-n-

satisfied., the possibility of large scale liquid-ation of government

seeurity hold.ings r,,,ouId. be likeIy to create serioils problems. Thus,
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r¡hile cha;rges in the maturit;r structure of pu'irliely he1d. debt ca¡ have

ircportant effeets on the market a¡d on the strueture of rates, the

dernerrds of the market are a prirne deterrninant in establish.ing any gir"en

maturity struetuye.

We ha-¡e already mad-e mention of the influence t'¡hich the

matu:"it¡. str"ucture of the d-ebt ee,¡r have on the strueture of interest

rates and on the liquiC.íty of the eeonorcy" Soth these influences lìray

be rnajo? consid.erations in d-ebt manageinent policy.

It is itorth noting thai the averege terrn of maturity of ihe

d.ebt autoroa.ticall¡r sho::tens lvith the passå.ge of time" Thís shortening

nr^ôeefìs i:le-^ensec iha 1i nrr'i r1 ì'fir¡ nf tha oênnnmrr ¿,nd. makeS it neCeSSaf¡r'rJ: vevuu v-iv ¿¡q4éu¿vi/ v¿:v vvvJ-v¡..J 9

fo:: tl:le authorities to seek to issue lo::E-terin see'¿rities even in

period.s v¡hen no bud.getar¡' d-eficits a:ce being incurred"

Tl:e Public Ðebt a¡d Iiscal Polic¿

flle public d.ebt is a natural ou-tgrortih of past and present

fiscal policy. Íire financine of cs.sh d.eficits resul+" in increases

in the hold.ings of government assets in the investnent aecoi:¡tts of the

central- banl:, coruÊereial banl<s o and. the genera.l publie" I'lhere C-ef icits

are financeC. by ìrorror,¡in.1 d.irect fr"om the banking systeu, it results

in the eres.tion of net¿ ÍioneJro tllrich, in turn, find.s its r'¡ay into the

cash bale¡ces of the generai- public r,.¡hen d-eficit eryend-itr::res are

incurred-. In lilce manner, deficits financed. ihrough non-ba¡l< boriot'¡-

ing rnay red.uce the cash balances of the gene::al pu'olic and- a.ctd. to the

asset hold.ings of ihis grou-p. But the d.eficit expend.iture t¡ould- tend

to restore the cash bala¡ces of tl:e non-ba¡il ¡ublic to Íts pz'evious
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The size of the public d.ebt can therefo:'e be increased or

redueed- by ¡p-oropriate fiseal policy. The importanee of this point

fo-¡: clebt manegerûent poliey is stressed. by the Railcliffe Connittee:

It is not onl;r that d-ebt mêria€ìeaent has card-inal
importe-rree among monetary measuÍes; it also has important
iriplications for fiscel- policy. r'or ihe d-ebt ought not
to be regardeù as a given totalo vrhose structure alone cal:
be maniÞulated-" if all- possible courses in rnanipula.ting
the stru-cture threaten serious d-isa,d-va:rta¿e,c, tl:,is ce.¡ be
e reason for airrieg et a bigger Sxchequer cash su-rplus (or
srnal-ler d-eficit), so as to lessen tb.e d-iff iculties of
nar1a,genel".t of the d-ebt" . The d-ebt is noto that is to
s4v, to be regaråed. as a resiõ-ual arlong the quantities of
oan-¿ nmi n nn] i.., 29

JJv L*v.j . '

Sornel.¡hat sinilarl¡re some have a"r'gued. t?rat excessive reliarrce

on monetar;¡ oolicy å.s op'Ðosed. to fiscal;oolicy in times of inflation

he.s tend-ed to ag,qral"a.te th.e probl-erns of d-ebt mana,-eernent. .Ês this

a"r.gr:ment goes, cash bud-get surpluses in times of infl-atione,ry -Òressure

i+or-¡.ld. ease d-ebt nara.qexìent d-íffieu.lties in two I'räys; b). naking it

Þossible to retire d-ebt at a la.ter d-e.te; and- by reCrucine priva.te

d.emand-s f or creó-it, tb.us removing the necêssity for eredit tightening

end rising interest rates.30

!eb! i'ie-naeenent and lionetary Policy'

The close rela-tionship rrrhich exists bet'r¡een d.ebt nanagement

;rr¿ï- monetar¡'policy is d.irectl-y rei-a.tecl. to the ceniral- position t'ririch

governrnent secuvities hold- both in tlie securities markets and- in the

nechp-&ism of control ernpl-o¡'-ed. b¡' tr¡" centra.l bank" A broad- defirrition

9; i-sbt mÐ.1lagement r.,¡ould. actually includ.e a la-rge area of 'n''hat is

consio.ez"ed- monetar'y polic;.r" As Smith sa;¡s:
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" One r".ray to C-efine d-ebt nanagenent t¡ould. be to say that
it includ-es all neasìires that affeet the size arrcl composition
of the stocLr of outstand.lng cl-airns againsi the Ied.eral-
Governnent (includ-ins the led.ere.l Seserve SJ'stem). On this
definiiion. d-ebt rnanap-enent woul-d- encomìöass aLl cash borrorr,'-
ing, Cebt retirenent, and- cash refll.ncling opera.tions of the
T-r:easu-r;', and. also all- open market operations of the Trea.sury,
and. alsq-all open rra-rket operations of the Ied-er¿l Rsserr.¡e
SYst em. ji

þiilton Friedman ¡l-aees a srea.t d.eal of emphasis on this

sinilarity in consequênce betr.¡een tkr.e open maJ'lcet operations of the

eentral bank anCL the d-ebt månagenent ope-rations of the Trea,sr:ry.

As an eeonomic raatter, " . ., the accounts of the ï'ed-eraI
Reserve a"nd- the Trea.sury must be consolitl.ated. to d-eternine
r'rha.i monetar;' action g:overnment is tlking or to jud.ge ',rhat
the effects of sucir a.ction ere lik-e1¡. to be . . . ,-{ change in
the naturity eomi:osition of the d.ebt in the hand.s of the
pu-biie ca.ri be a.chieved- without a ch.e:rge in the a¡noutrt of
high-p6'.¡sred. mone-r' eíther by offsetting FedLeral !-eserve sales
a:rcl pr:rchases gr b;r offsetting [reasur;u issue ancl red.empticn
of securities")¿

Inevitably, d-ebt na.na¿ement operaiicrns have the sarae irrpact

on the financial marlcets as r,¡ould- some operations in monet¿ff,'y- manâêe-

ment; but it r,o"or-r-l-c1 be mea¡r.ingless to look on both t5,pes of operati.ons

as 'being id-entical sinee the¡' 1is¡¡* d-iff erer,t objeetir.'es. The d-ebt

marrar:lement a.uthorities are concerneå r,¡ith d-eeisiotis relating to the

t;pes of securities r,¡Lrich should- be sold- to finance bud.get cieficits

or build up cash balalces; the types of securities uhich should- be

retired- from bucLget surpluses or drawing d.ot'¡n ca.sh bala:rces; and- the

t;-pes of securitÍes '¡¡hich should. be issueÖ in -r'efunding olerations.

i,'Ihatever C"ecisions are macie on these qrr-estions harre an impact on the

terns on r,¡hich financial- assets ere held, and- trad.ed, ârd soe on creCLit

conditioirs in general. The F-aCLcliffe Com¡rittee states: lr" " , The size
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of the d.ebt, in rela.tion to other financiar assets of the 'orívate

sector ai:d. the rnatu-r'ity d.istribution it has historiea.l'l-¡ acouirs{,

¡:ake ii irnpossible for" the a.uthorities to ad.opt a neutr"al pol-iey, el¡en
-2'2.

if itiey wanted. to so 56.lrrJ

Ihe main objectirre of the d.ebt nanage¡aent au-thorities is to

seeure and. me.int¿rin a d,eg'r'ee of stability in tlie pattern of or,mer"ship

of the debt a.t reasonable cost" But the faet tha.i the d-ebt has become

ver¡' large rel-ative to other economic vari-a.bl-eso a¡d. tÌ-le irylortant

pa:rt tuirich it pl-ays in the fina,:icie.l structure of t}:e economyn harre

made the econontie slC"e effects of the rrursuit of this objeetir¡e a.

major consid-ere.tioir in d-ebt mana.qement polic;'" Î,,[ren the moneta:ry side

effeets of d-ebt nanafiement policy are not in harnony vrith nonetary

policy, then rnoneterry polie;v nay be severely h.encì.icapped-. Sinilarly,

r'¡hen monetaz"y polie)' is not in harmonv rrith some irnrnerliate and rrgent

d-ebt ¡na:ragernent requirernent, then d.ebt managenent ma¡r be severely

hanclieappeCL.

Th,e other sid-e of th.e coin is, of course, the fact that the

monetar3r a¡thorities in thelr open narket operations ca¡, and- i[o, in-

fluenee botir the size and- maturity composition of tlie publicl;z þs1¿

debt. [hese i¡f.r-uences , hor'rever, a:'e not es signifj.cant f or d.ebt

rta.ifagernent poJ-ic¡r as the monetar¡r sid.e effects of d.ebt ma¡aqerLent ere

for nonetar5 pol-icy.
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A large proportion of the increase in €:overnnien¿ flglt' rr'as

placed. with financial- institutlons, non-financlal corporations and-

prir¡ate ind-ivid-uals. Togetirer tLrese groups absorbed- sorûe 56.6 per cent

of ihe total increase, the bullc of r"¡hich r'Jå-s in the hancì-s of the non-

co-¡porate sector. It uas inevii;abl-e that r¡ith the return to peaeetine

eond.ítions large a¡,rounts of these seeurities wou-Id- co¡le onto the narl<et

as elternatir"e inr¡estment opportunities becane arrailable, and- a.s

consüJners sought to satisf;r flsnsrld-s hel-d' in checL during 'târtirre"

Tlre arrthorities were not d-isposed to a1 Io'"¡ government bond

pråces io fal-1; pa.rtly because of the d-esire to safeglrard th-e imrest-

ments of persons r.¡ho hacl supported- the t'¡e-r effort l¿ith their safinÉis,

ancl pa-rtl-y because a políey of naintaining lot"r end- stable íntevest

::ates rfas thou¿i1t appropria.te for the reconstruction periocl" In ord'er

to maínte.in stable bond- prices the bond.s corning on the ¡re'rket' had- to

be absorbed either by th.e banlting sÍstem or by governnent aecounts'

Setr'¡een 1!46 and. 19119, financial corllora'tions hed' red-uced'

flreir hold.in.':s of s^I¡ê?nmcnt seelrrities by fizos nill-ion; non-financial
vftg Jt

corporatÍons by $)+80 nittion; and. il:.e norr-cÕrporate seetor ¡y $866

mil-l.ion, r'or tl:e se"l're period the chariered barrks rec.u-ced. their leold.ines

¡;, $19\ nit-lion. Only the Bank of Ca¡ada ($157 mill-ion) , norr-

resid-ents (S96 mal-l-ion.), ¿¡¿ Provincial tovernments ($86 nill-ion)

i¡.creaseð the!r EoverilElelli security' irol-d'ings , r'rhile the gorrernilent re-

Cruced- ilre a¡rount of total- d-ebt by S1,655 niltion. Tltuso the ¡ed-eral

Government and- the Bank of Canad-a absorbed' some $1'8 bill-ion of

governaent securlties r,¡hile fínancial institu-tions, non-financíal
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corporâtions erii- 'private inclivid-uals d.ivested themsel-ves of sone S1.55

bill.ion. Ás If, C. Hood- ind-icates in. dealir:g trit'h the perioa 1$46 to

1!48:

. Consrrrners r¡ere net supirliers of fund-s, di-rec'ul)t and.

inC-irectly, through f inar'eial inst itu-tions , to other sectors ,

especial-ly business: tl:e f inancial institu,-tions, thenise'ì ves
net selle::s of fed-eraI bond-s o 3 greatly inc-rea.sed. tl:eir
financial acconlnod-ation of busi¡-ess ihr"ough the increase of
bank loans and the purchese of bonc].s and- stoe'rs.r

Jf r,¡e look at the period. 1945 to 1!!)+, iire tend-encies ilius-

tra;beð abo'¡e beeome even moïe p:"onounced-. From J-S)-lþ to i954, fina:rcia.l

institu-tions red.ucedL iheir holdings of goverir¡rent boncls by $606

mil-lion, non-finencial corpora.tions by 9600 nill-ion, and th-e non-

eorpor.ate sector 'oy SSJJ mill-ion. At the se¡e tine the Sanl: of Cerrad.a

in.cr"ea.seaL its hold-ings b¡r $3ß0 milliono a.,.rd- governneni accorints b;r

$l8l niffion, r.,¿i1e the total- debt ',¡as reåuced. ly SZ,OJZ million. I'or

this period. the cha-rtered- ba-nlcs I po:'tfolio of governnent seeurit ies

a.^-fell b¡r sllj million.

over most of this period' (r9t+5-1OUL) tttu e'uthorities 1'¡ere

f ol-lor,iing a policy of lendirrg strong sll.1rport to bond- priees. f'or the

earl;¡. part of the perioõ- the leve1 of rates on government bonds lfes

rlgiå}¡r maintained- a:rcl- although some dot"'nvrard- ad.justment in priees r'ras

irormitta¡ ir lqllf, ilre nolierr of a+^'hitlioÅr". ¡¡.ices'..res not abandoned-,ur ulLç -uvr¿u..? 
vr ÞuÉuÁ¡¿¿J_¿rÈ' -yl ¿

It was not urrtil tire infl-a.tionar.\r pressll?es of 1950 that the polic¡'

!,'as d-iscont inued."

As can be seen fron the figures on the þrevious PaSe, the sup-

port for tl.e bond rnarket took the forr¡ of ÞLr-rchases by governrnent

accog:rts, cash red.elrptions o and- centra.l barrlc purchases" Pu-rcJrases by
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the Bani: of Canada, of course, 1ed. to rlonetar;¡ er-oansiorr: this lcept

the ehartered banlcs in a position to be net buyers of govern¡nent bond.s,

or allor.*ed- then to erpa¡c-l- their loans t'¡ithout becorning la-r'ge sellers

in the rnarket.

It has been argu-ed. that the la:rge buC.getary sur¡luses v¡hich

r¡.¡ê1'€ âchieved a.fter the war d-ld, to sone eröent, tenC' to curb the

inflationa.r¡. tend.encies ¿çenerated. by the srqoport of bond- prices. I{ooå,

hor,¡er,'er', Þuts forr,'a:rd- the vietr that the use of sr,r-ch surpluses to

ret,ii"e debt in f ¡ct - ner:tra'l ized- tl:leir anti-inf lationarn impact"v!-vvg9-'--"

. The broai- ¡ictu-ie, theno is of goÌrerliment eserting
pressure on the ecoTìomy both clirectly and. incllrectly--C.irect1-;r
b;'' inci'easing its ðenancLs for real good-s ancl' services and-

ind-irectt)¡ by rettr.rnin,"ì taxes to bond- iroi C.ers and thus sr-rp-
por"ting the d.ellandLs of others for real gooC.s a¡cî servÍces.é

AÈ nnw r¡te s l¡r..e nart of the .onver¡rrent srr-rulrrses must ha\re beenr:9 clr.j¡ rcrvvt

A'ro ¡Îì-¡oa*'l¡z *n i1^a ìnf'l a+ i^n.?rr llônSêñlleileeS nf -ne.c¡"iif 
"' bOnd- iff iCeSu-u-E u¿t vu urJ uv u¡rç ¿rrl Lc,v tvl:cr J vv¡aÞvY4

in a market in r,¡hich hea.vy sellinE: t'¡ars ta]:ing p1aee. 0n the ot?,rer

hand-, l-racl it not been for the fa.ct that large arnoults of C.ebt v¡e-re

red.eemed.o a:rd- that government a-ecoi::rts absorbeù a. substential anorrnt

of seerrritics the 3a¡h of C¿¡ad-a cou-ld. not har¡e mainta.ined. bond- prices

at ihe levels a,cJrieved r,¡ithou-t a ða:rgerous amount of noneta.ry eryan-

sion. In this sense, at 1east, the sur¡lr.r.ses r.,¡ere a¡ti-infl-ationary.

The 1ar3;e bu_d-getar:r' surpluses nad-e it urrnecessef¡,' for the Ba:rk

of Canad-a to aid. the gorrernrnent in its finencing" l'lost of tl:e seeuri-

ties heici by the 3a¡rlc were converted" into 6-month Trea,sury notes.

These a.no¡:rted- to $750 rnil-t-ion by lr{¿y 19\7, andr- rema,ined. at that figr::ce

until $zOO mittion rvere redeeneil ín L955. On I'{ay L, A956, the remaincj.er

of these certificãtes r'¡ere recteened'' partl¡r ofíset by a sale of
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sec'u-r"ities ($qoo milliorr) from the Securities Inr¡estnent Account to\YiV'J

the 3ank"j [he Ba¡k rnad-e no crir"ect aåva:rces to the,qoverna€nt untit

Novenber, 195t, Ðd- although there were t¡,¡elrre of these up to the end-

of 1953. they r.¡Iere ne\re-r" ou-tstand.inq for more th.a.n ten da"ys"

0n1l¡ on one occasion d-urins th.is period. did" the go'rernment

na¡¡e to turn to tire Sanlc for a.ssiste.nce in financing. Íhis r"¡as d.uring

tl:e exchange c-i:isis of 1950, r,riten a.fter a byief period- Ín r,¡hich rru-r-

chases of foreign exe):a.irge l.rere finalceC. through the sale of

non-negotiable d-eposit certif icates to the banlcs--ã. procetJ-ure to r¡¡hich

tlre b¡n'1.-s ohieeted o¡ the grou¡rd-s that the::ate of interest taid- r'¡as

too lott--the ¡lovernneirt, in -August, souihi assistance fronì the lla¡rll of

Ca¡acla.. As stateci earlier, from Au¡:ust to Octobey, L95Au the Sank

haCL purchased. :iJ9i rnill.ion of for'eign elcha.nge frcn the Excl:ange lr:.td-.

Ior the period- 1945 io 195!'as a. r¡hole, cj-ebt maragenent i'rr

Canad.a presen*,eC. no problen'rsn a.nd- the irolicies fol].cured. were stra.igÌrt-

forrtarC.. The policy of suppo::ting bond. prices thou$ primaril-y

moneta::y pol-icyu ensured. ihat the hu,ep post-r¡ar release of governne::t

securities could. be ahsorbecì- without capital losses to the holc.ers,

end- rtithout C"isturbrn¡: eff ects on the narl;et; ti:e l-=.rge governntent

srlrirluses macle it ¡ossible to absorb l-a:'ge a-'nounts of tirese "oonCLs

t¡¡ithout noneta.r¡. e:{)åLirìsion, ã:rd. lcept tÌre Élorrernnent out of the narket

for ner.¡ moneJ/. It',¡as not u:rtil- aft,er the ea.rly 1950ts that clebt

rnanapjeüent became somethin¡; of a pt'ob-l-en"

For the nost nart d,ebt mairagement polic;r r!"as in harinony r'rith

monetar;ri policy u¡til- the inflationery -pressu-res of 1950 forced. the

central bank to aba"nci-on iis policy of supporting Élovernment bond- prices
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in orCLer to kee'J e. ti4jrier control- oti ba¡l< casir reserves. Between

1-!10 ald- L953, anothe:: conflict a.lso ap-ceareô-. Jt bece-ne clear that

in tines r,¡iren the mon,etar;r'authorities are enforcing a. tight money

;ool-ic¡' the chartered- ba¡lrs carì ìre expected. to red-uce their Þortfolios

of Trepsr:rv hi l.l.s a¡ô Eo\¡erTlaent bo:rd-s in orcler to inc::ease tlaeir
-¡ v(',. *-d

loa:rs. Und-ez'such circ'¿nstances a"iry atielrpt to::esist a fa.ll- in bond-

;o-l'ices r.¡ou1d- cause monetary e4la:rsion" Eveir mo::e inport¿rrt, ba.rring

s¡eeif i e nor"aompnts onlr¡ f .a'1 
'l ins bonô ¡rices (risin¡r vield-s ) coulcl¿v LÉ¿ r v¡¡¿J : or:-:*rrb

be er-cecteC- to bring ba-rrlc sell-irg io a halt"

Since 195J tire éìoirernrnent seeÍrs to ha,ve d.ecid-ed. to raise al-l

fund-s in the rira.r'l:ei, arroid-ing d.i-r'eci þl¿ìce!ìents l,¡iih tire banLrirg

system. As we lnsre seen, tÌre $750 mil:l-ion of Tr"ea.sury notes r¿hich the

Sanic of Carracl-a held. since 19It7 l-rere ïepla.ced. b¡r marlceialle sec'rlrities

in 1!!l and- 1!16" $inila::1"-,', the last of ihe ÐeL?osit Certifica.tes

($ZOC niliion) helå b;,' the che'¡tered ];e:ll:s lrei'e red-eened in l"la;¡ , L953 ,

r+ith the p::oceed-s cjf a-it increa.se of $Z':O million in Tre¡r.su-ry bil-ls.

(See Ta.ble II,) firis rnay harie increased. th.e technical pror.rle¡ns of

clebt rnanagement "

Chan4es in government bond- )¡ielås anC- in ihe pattern of yiel-rJ.s

i,¡hicì: toolr ola.ce d.uring ihe period. 19)+6 to 1Ç!ll, mìlst be aitributed-

io iloneta.r;.'pol-ic7 r¡ther" ihan to d-ebi nenagertent" The slra::-o r"ise in

ra.i;es frorn 1950 t'o l953---ihe ou'lJr laree -r'ate ch¿nge in tire pe:::cd---'''¡es

the z.esu-It of the rest¡:icti-"'e moneta:ry po1-ic;7 in force in the face of

an infla.tionery ihree.'t ,
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DEBT l'{lrfÁGm.{mitr - l-955 to I}))

Ln the períod. 1955 to L959" d.ebt naragement provid-ed. serious

problens. lhe governr:rent surpluses of ihe eerl;i post-iter period- ga're

va;r to d.eficits as anti-cyclieal fiscal policy ca::re to be more vigour-

ousl.v ernp1o,red.. Fron the fiscal yeer 195tt-ry55 to the f iscal year

L959-L960, the go\rernment had- a cieficit on iis bud-geta:ry a,ccounts in

every Jrear exeept L956-f957 . The d.eficit on crrrrent e.cco-ü1t for these

yeã.r's total-Ied- $f ,Z)+5"S milr ion. ïn ad.d-itionu there r¡ere substa¡tiel

cleficits on the non-bud-getar;r accou:rts fo:: most of these J¡eers. lor

e:iarnple, ,.¡hil-e ín the f isca-]- year I957-Aot58, the go\rernment ha.d. a

^ à-d f .--.
d-ef rcit o:1 SJ8. b nil-l ion on culrïent acco-L,rrlt , its ove':1e.11 cash. reqr-rire-

. r'r-/'\, ^menr \rã.s ¿pro+.y míltion. Simil-arly, rrhile for L95B-Lg5>q anð, Lg5g-A96ö

ÈÌre l¡rrð ca*.¡r:r. rlpf-ieìJ:s r'rora S6ôe - " 'rì¡----)") nl-rrl-o:1 aJl'L +¿+Ir.r mLrrl-on

resirectivel-r,, the ove-ra.ll- cash requireinenis ,.Iel:e $L,43.J mil-lion e¡d-

fi375.1 mil]-ion respectiî.rely.

Tnese la-r"ge d.eficits neant that the governnent ltad- to be in

the ¡rarket rnost of the time, seelcing to raise substa¡tial s'r:¡g of nel¡

rnoney in ad.clition ts refina-ircing matur"ing issues. 3::om the end- of

f!!)+ to the eird- of 1!!!, the ioial d-ebt outstancling r"ose by $f ,669

mil]ion - ¡nd the d.irect a:rd- rnerketabl-e ciebt by a}nost $t ¡ittion" Such

]-e-::ge sales of ne'.'¡ securÍties Ðosed. a speeial probleäi in a ma.rket not

1¡ê?1.¡ r Êeerrt, i rie i: o I one'-L erm sovernlnent bond.s . T'lrey must he¡re als ovv _v_-5

crea..ted. speciat problems for the 3anLr of Ca.nad.a r'¡hich aets as the

governmentfs technical aåviser, a¡d enðeavours to smooth tlne way for

nerrr issues eorninE on the market"
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During 1q55, di:':ect and- guara:rteed- d.ebt '.,¡as increased_ by $5bO

niLlion" In this year both golrernaent deposits and total d-e'ot r,¡ere

inc-rea.sed-. [he 3an]c of Can¿¡-¿ took u'ir $15C mil-lion of the d.ebt"

ejoYerrnment a-ccounts tocLr up $2$0 rnillioir, Ðd- the general" public took

'5--^up i;J/O ¡nill-ion. chertered- banlcs r,¡e:i'e net sellers to the amou:tt of

$250 mj"llion. There ,.¡ere large s'nifts in the pu"Lrlie hold-ings of

goverirment seeurities; the general oubl-ic bought $Z9O *iffion of

Treastr-ry bills ane. $J4O r.ril-licn of Ca¡ad-a Sarrings Bond-s a¡.d- sol¿ $Z5O

nilLion of other issues"

In I,aJ6, on the other hanci, the governnrent used- both its

deposits a¡d- íts su-rplu-s to pa;r off d-ebt" jfet retirement of rnarket

issues a;nou:rted- to $ggg nitl-ion a:rð. the change in d-if:îerent categories

of d.ebt l,¡as es f oll-or,¡s :

I'iill-ions of Ðollars

ltTe'¡¡ ï,ssues Retireroents lrTet Change

i.{arket 3ond.s

Direct

Ind-ireet

'l'.lcêã<11?\r Hì i lê*4vv.-v_ù.1

Tl.a¡<r'lrr¡ \Tn'lcc__ ve- *_ J

l,Íatured- and. Outstanding

.Txchange Ra.te Ya.luat ion
Ä,1 i.'a**^- +Ã\f,J ÉÐ V ITIVI¡ U

Total- liarlret Issues

Canacla ,Ssvings 3ond.s. ,

$ 6to

etl

Ar ?ñE

t1 /

¡6o
| -J

P-o??

ñôn

-)

-66ó

$-7so
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L¡trile thr:.eor¡q-nnr,.ont "ros red-ucing total debt outstand.ingn the

ba.rrl<s sold- some Sgf5 nift-ion of bond.s a.:rcl bought sone $Jf5 *ifiion o:î

Treasur:¡ bill-s, r-^ducing their portfol-ios of gove::ninent securities b;r

.ir^^some ÞbOO uill-ion" At the sarne ti:ne insu'¡atlce companies reC.ueed- their
- a---Ìrold.ings by ïUT million" The general public-*exehrd.ing insurance

companÍes--''deïe net sellers to the anou-nt of soine glt0 nitlion. lhe

3an1ç of Canad.a a:rd. gover"nment accorr¡.ts betr^¡een them toojc up onl;r s6¡1g

$40 niffion of tl:e bond.s; the remaind.er r.¿e-re r.etÍred, bv the,."or¡ern-

meni" This substa.irtial reti::enent of d-ebt has d-rar^m the comnent fronr

Ijoocl tirat:

, once a.gain in post-i'ra.r Canadao inflationa,ry d.e'relol:¡nents
we-re åceompanied. by a d.ebt aâf1âgenetlt polic;r t¡hj.eh invol-.¡eil
using the cash surplus and- ind.eed- some of the c¿.sh as ',,¡elln ioretire d.ei:t " " the bulk of the d.ebt taken up " in
this r.,'eLv v¡as d.rar,rn frorn the char.ierecl ba¡lcs it r.¡as only
âs fer bacll as the r.ecession of 1!14 rrìren',a large bl-ock of
this d-ebt had. been acquired bJ' the banics.a

in spite of ì;he la'r'ge arourri of reti::ernents d-uring 1956, only

ÍiZ5O uiffion o-f the $650 mil-lion of bond-s issued. r^¡as in the long-tern

cat*-gory; this r,¡as pari; conrrersion of the lth Victory loa.n d.ue J¿nu-

ary 1, L959, to bond.s due tviarch 15, L998, [ire main result of the

retirernents, frcnr the point of vie't of d-ebt tn,?f,ia,o-:emente seerûs to be

the naintenaÃce of a certain amount of st¿bility in bonå prices in

the faCe Of heAltv selling p.etivj.trr ?rrr iira ?'cnlrc anå inSUrinee eOtrp¿UrieS.

In 1957, the a¡rou:rt of direci and. g¡ua.ranteed. marketabl-e o'.ebt

outstenC-ing--excl-ud-ing Treasur¡¡ bills--deciined. ly þZZ7 miltion. Tor

the sa.rne yee.r Treasury bills outsta¡d.inp: rose by $50 rniltion, and

Ce¡ati.a Sar¡ings Bond-s by $fog nill_ion, mal.:ing for a net d_ecline of $69
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rnillion in the toto"l d.ebt as comoared- r'rittr $/66 nilrion in 1!!6.

The Sanlr oí t,z¡ad-a inc'reaseCL its hol-d-ings of €lovernment se-

æ,rri ii oo Ìr., *37vi yl mili-ion, r+hile government accounts r.¡ere net sellers

to the extent of ' f5f mill-ion. T,ife insur:ance eomganíes so1d. a net

, ^ ¡ì-^e¡rormt of Þ)0 mill-icn, '.,.rnil-e finarcial cor.ooi:e.tions sold-, on balance,

SU5 million" lrÍost other groups und-e¡ the head-ing of General Public

r¡ere net buyers, and this ea.iegory as a r^¡ho1e reduceå its ;oortfolio

of go*rernment d-ebt by orly $Zg *iltiotr. TÌre ch¿::tered. ba:rkso rrho

.ze-re net selle::s of gove::nment seeurities up to Au.3ust L957, inc-.reased-

. À---their hol-d.ings by Þl1/ nílrioir for the year es a r..¡no1e.

Al-1 the bonds Íssued- by the governrnent d.uring 1957 ',¡e::e in

the sÌ:ort-tern ca-tegory--up to tr.,¡o year"s to na-burity-*these total-led.

¿'- --^Pr,J?U l]}t rrlon"

The year 1!!8 vas one of e:cceptional activity in ihe fielö-

of ciebt rûâtlageaent irr Canada. The governnent , faced- v¡ittr a- hug.ê cash

d.eficit--arourting to sone ïL,273.J nilliorr iir the f iscal- yeer 195E-

\)i]--haet to go to the rnarket to raise sribstantial- sums in the course

of ihe year. For the first half of lJ\8 tlrc araourt of direct and.

marl:etable securities outstarrcling irrcrea.sed- b¡' S516 nillion, r,rhile

governnent a.ccounts--na.inly the Unempl-o¡anent J.nsu¡ance f'u:rd--.-red-uced-

'filreir hn'lrlirrcq iì.t È^:- --=aai---:rvrv-¿¡lsr -y +2i7 urilliono ànd- t¡re non-ba:ik public na-d-e net sal.es

of some 945 m:-ifion ard reclu-ced- hol-clings of Ca¡racl-a Sâvings 3onc'Ls b.v-

$t78 mitt ior,.

The large a:lount of securities conting on the market wa.s taken

up mainl¡' by the chartereCr banks ($6gf milrion) o and- the Sani; of Canað-a
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f Slnz rni'l 1i nn) . Yie'l il s on lon,c-f,ern .eôr¡êy'nrnenls r'.p7a r"ê'1 ¡t'ivelv stabLe\Y¿v|¡i:¡¡:4v¡:/'"-:.-*.^'

from Janu-ar}/ to l,iay of 1958, r'¡hile yieli-s on shor:t bonds ard bills,

r,¡hich had. begur. to d-ec-']-ine since :Iugust, L957 corrtinuecl to f e.ll- until

j-ul-y of L958. the sel-Iing of securiiies therefo-¡e took place ttíthoui

an,\'- åiscernaþle effect orr irrte::est raJes.

lr-rring the fi-rst ha-l-f of tì:Le year the government issued-

.h-^^pruu rûtl-r-ron u-r!.d. bor:d.s (Feb:'uary i), and- $950 ¡iif:-ion of d-irect d-ebt

(Aprif)" This latter issue -¿as n¿cr-e up of short-terr¡r bonds, the lorrgest

l-rer¡iitg a tern of th-r'ee )ree-r.s to maturi.t¡'" The barrl:s bougþt substaniiaf

a$ourrts of this issu-e, '':roviC-eð- large shovi-iern loans to sec-trity

ciealer.s to fina:rce irrventories of the issue, ¿]ílð- took up large amourris

of governnent lorrg; a.nd. ned.i'.m-tern secr:rit.ies fror the genera.ì- pubJ-ic.

Tire resu-]-t r+as that ir.¡o nonths eftcr the issr-¡-e, banksr hol-d-ings of

gove-rnaent seeurities had. r'isen ¡y $5OO nillion.

"A.11- these d.eì:t mena¡.:ernent tra¡sactions resu-ltecl irr a grea:L

d.ea,l of norr,etery e-qta:rsion. Cu-r'r'enc¡' a.nC- eh¡.rtered bank d.eposits hel-cl

b,v- the general pg"oJ-ic lose b;'$69e miffion" This r¡as nad-e up of eri

increase of $\29 nill-ion in eur"y'enc¡. and chartered bar'k deposíts, erd.

a reducticn of $e6e miffion in go\.rernneni d-enosits witfl the Sanlr of

Ca:rada"

As earl;; as the f irst half of L958, one could- not consiiì.er the

ina:'ket a.s particularly rece,otive to governulen.t bond-s. B;r June, there

itere defir:ite si¡ps of a ¡rarket l+eaÌ;ening and. by J-ul¡'o inarL-et conditions

¡,rrer€ such that a¡ issu-e of $4OO nillion l-month bonds had- to be sold-

d,irectlr* to the 3an1r of Caneð-a a¡d- the chartereci barrks. Ït '.+as then
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tl:ai the governnent announceCL its d.ecision to lau-nch the Conversion

l,oari camire.ign. this r,¡as ciescribed- by the Governo-r of th.e larrk of

Canað,a. irr his 1!!B report as: rf " d-esj.gneci to lengthen out the

goverr'Llnent d-ebt by selling long-term bonds to ihe irublic in excha:rge

for shovt-ter¡:r liictory roan issues they alreacþ held., r.¡hich coul-d- be

d-one more read-ih' thpn bv sellinq long-tez'¡r issues f or ca"h.it5 lhe

report also ind-icateCi tha.t: rr" ,A fu:"ther" objeetir,"e r+as to remove

u::.certa.inty about the d.isposition of the bulk of the Govern¡nentrs

natu.rities t¡hich hrad- been a.d-r¡ersel.y- afÍeciing all borror.¡e::s, and. to
'a

enle:'ge tÌre possihilit;- of futur.e fina:rcing"trb

These staternents" and- the Conversion Loan will be d-ea1t with

in Che.r:ter It¡. Ior the monent r.¡e ce.11 sim;oly l-ook at the results of

tiie Con'¿ersion issue as tlref a.ffected th.e rnatur"ity structure of the

public d.ebt outstanii-ing. Of the $6.t' ¡iffion of eligíbIe securities,

ninety per cent Ìr¡er(ì eorrr¡eyted-" Some $3"! billion of th.ose r,,¡ere

shif ted to r¡a.'r,urity d.ates i.rt L)JZ enð- fj9J. The opera,.ticrn raised. the

sverage naturity of government rna:r'lceta.bl-e securities from sir ¡rears

to some ten yea-r's a¡ri seven months. Fron this narror^r poÍnt of view

the opera.tion rirust be r"egarded- a.s being ã. sllccess, but several com-

nentators have since pointed- to th"e effeets r,¡hÍch the Conversion issue

hacl- on ma.riiet ste-bility and on the ler¡el of in.terest ra,tes Írr Canac'l-a;

eff ects '.,¡hich r.^.¡er"e consld-ered. r¡çi.;¡ tr-nd.esi-r.¿,ìle incieed.

During the yee,r the Bank of Canacla ad-ô.ed- to its portfolio of

golrerilneni;s to the arrrount of $f9ll rniliioir" in a.dditlonu the Conve::sion

operation foreed- the Sank to malce a su_bsisntial. shift in its portfolio



1r

from short to loirg-iern bond-s. [he Sank had. acquired- a 1a.rge arnou¡rt

of ilictory Bond-s rvhich it excha¡ged for l-ong-ierra Conrre-rsion bond-s,

ancL it r'¡as also obliged- to take up large amou:tts of long-term bond.s

fron the ma.::lcet l,¡hile supporting the Conversion l,oa¡t. In the period.

July to Sei:tenber", ',,rhen the o;ceration t¡as taking place, the general

public r+ere net sellers of seeurities to the amou¡t oS $560 ¡nil]ioi:,

a;ad- gove-,:nment sec.¡.:rities outstantì-ing rose by $J9f mitfion. The Ba;rlr

of Canad.a l"ras e net buyer to the extent of $f76 mill-ionu chartereå

j:anks i;o the erteirt of $560 niIl-ion, and government acco-unts to the

extent of $92 mill-ion. lt is clear fro¡a this tha.t the Conversion

f,oen ¡¡as achieved at the erpense of a consid.eraille inerease in the

money suppl-¡ro and- the lodging of a substanÈial- a¡:ount of government

d.eilt, at least temora.-,:i1;', in the barrking s;\rsten"

The magirituól-e of the d,ebt managenient operations earried- out

in 1!lB can be seen from the fact tha.i gross issues of governnent clirect

a.nd- guaralrteed d.ebt juinped. from $l-.J/ biflion in 1955, üf.53 billion

in 1956, end. fro:r å2"6 ¡iliion in 1957 to $9.2 bill-ion in 1958" Net

new issr,:-es of gove-rnment seeurities vrere $535 mif Uon in 1955, 6766

nil1ion in 1!!6, $70 million ín L957 ana S:-,252 million in L958.

In 1959, the derna:rd-s on the eapital markets â.s a resuLt of

government d.ebt meJlagenent t¡ere Solilel¡Ihat reðuced.. In total $671

¡aill-ion of neir money l¡as raised- on the maglcet, l.rhile gross sales of

d.irect and. guaranteeå bond.s total-leå sor,:e $2.9 littion" Up to the

third- quar.ier of the year the ehariered. b¿rrlcs r'rere large sellers of

government bond.s" trith both government a¡d- the banlrs sellers of bonds,

the general public absorbed- some 51"Jþ billion of governnent securities



d.u-r"ing tlie year. The hearry selling by the ba¡l.:s a¡C- the issues by the

govern-rnent put pressure on interest rates, end. substa,ntie.L increases

irl rates--r¡l:ich had cor,rnenced. in the th.ircl o.up.rter of l-953--eontinued-

i¡to'1 QEcr - The narj,let shorr¡ed- littte a¡:.letÍte for p.ôve1.¡¡re'I1t bond.s a:rd--^.vve)¿o_=vv

nost of the new morlelr r"aiseå by t'tr.e go\re-rn¡rent in 1959 rras ::aised- by

aeerls of Treesi-'-'r";¡ bil-l-s. Ireasur.r.' "i:i1l-s outsiarrrìing ii-r.creased. by

S!82 mill-íotio '.¿i1e on15' $iZB9 niffion of net,¡ bonds r'¡e¡e issued-.

One of the problems of d.ebt rria¡agenent r..¡hich ca,¡te to the fore

in the periocl l,ljj to 1$l! i'ias tha.t of the a¡¡erage na.turity of the

outstanc'i-inp' rna::kete.ble d.ebt. In l-946, the a.r¡erege matr-rrit¡: of govern-

ment d-irect and. guerar:teed- ¡narketaþl-e d.ebt outstald.ing stood- e-t nine

;¡eers and eleven mo¡ths; since that tine thelre \.,¡as a steari¡. d-ecl-ine,

a:rci b;' the enC- of L957, the ?:tera.p¿e rnaiur"ity' stooä a,t six yeers" The

bunching of securities iri the short enä of the riraturity structure

nealt that ihe g,overnnent r,¡ouid- be facecl with a contii:rring hearty re-

frr:rcling progre¡ffle in a.d-d-ition to raisinE fl€Ir¡ lroÐ€n" It e,lso mealt

that the eeonony r.,.¡as becoaing mo::e liquiiì-, and- this inc::easeC'. 1Ío.ui-d.ity

was to have a¡r inpect on nonetary pol-ic¡'"

fhe shortening of the âve]raêe matu:'ity' of the ou-tstand-ing

merlrete.ble d.ebt ryas onl:f partly ðue to the pa.ssÐge of tine. !'ron

- ^\,419tlb to 1951 " the bul-ic of sri-ch securities issued- fell. in the catego::ies

tr"ro yea.rs a:rd u¡d-er, anô- over ttrci )/eê:rs to five yeers to natu-rit¡r" For

S4,ZOT qril-lion of securities issu-ed- in the categor"y trto ]re.ers and un(].er,

- .1,\, - r^a.r:o $4,1b0 million in the caf egor')r 61rsv trto ¡.ea.rs to fir¡e years, only

$4OO roiffion r,¡as issu,ed in the categor;'over five yeê.rs to ten yôars,

and- $I,JOO rolllion iri the category ten yes."s arrcl or¡er" Thuso over
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seventy-nirre per cent of tl:e narl.:etabie securities issured. betr,leen 1![6

pnd fQ57 rrere in tho i ¡'nc'o nf rnnturities of tttO years to fiVe yee.rs"r,¿-v_ þ) J

fn fa-ct, secL.rities of tern to rnatr:rity' in e:cess of ten years--and.

peyabl-e in Ce.nad.ian do11a:rs--r.i-eïe issued- only in 1948 (tj150 million),

1950 ($J5o mirrion) o 1951 ($100 rnill-ion), 195\ ($7oo *:nion), enc-

lg56 (9250 million)" (See rable II1.) Llross issues of indireet debi

in the post-r'rar 1:er.iod- u*o to f959 enou,lited- io Sl,3Ot mil-rion, of r'rhich

.$JfO niffion r,¡e.s issued. in the naturity ïet1eìe over five yeers'bo ten

)¡eêtrs, $ZOO mil,1-ion in the raaturity rsJtge over ttro years to five yeâ:'s,

- À-^-
end- $791 million in the r¡aturity rânge over" ten years 

"

It is not clear ruhether this paitern is ðue to the fa.ct that

t-:.e ma,r.ket ruas rrnrecei:tive to interned.i¿te a¡å long-ter,-n governnent

issues. Llhil-e outstandingì: govern¡nent debt irr the categor.rr o¡¡er five

years tc¡ ten yeârs rose fr.ont ß2,269 million in 19I¡[ to ßJ,\Q6 nillion

j.n l-957u d-ebt in the catego::¡r or¡er ten )rs¿.:rs to rnaturitJ' fell f roni

ii8,9l5 million in 1$!.6 to $1,866 mil1ion in L951 " I'tjrat is indeed

sr:rp::ising is tha.t after its failure to use these rnaturity sectors of

the marllet more full-y up to 1951 , the government proceed-ed. to issue,

in la58 al-one ^ *t^Z6l million of seeurities irL the over five years to*r- àJJv 9 r ¡9b-l

ten yea:. raïjge, anC":!3,S6rl nil-l-ion in the over ten years to natr::'iby

categor¡." This 1!!8 effo::t ''ta.s tl:e last atten¡¡t up to f96O to sell

eny significa.nt anoutt of 1on9,; o:: inf,ermeoiate-tern seer-rritiesu and- r¡e

shali d-eal ¡,¡ith i-t in Cha.pter IIi" After L958, the governn:ent reverted

to short-ter¡r issu-es rnainly because the markei h¿.d- becone tote'1-3-y un-

receptive to longer-tern government secu-rities"
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Debt retirer,ient d.uri._rg the post-:.râr period- ra= qeared- nainl;ø

to supporting bond. prices. There seems to b.e.r¡e beeir so¡ne attem:rt at

red-ucing interest cha:rges" bui no coirceÌ'ted- effort rdas mad-e at length-

enirE the e.verage na.turity of the d.ebt. In f9\6 f or exarnple, $\OO

million of bond-s with coupon rate of 13/4 per cent r.¡ere sor-d- on

lTovember 1, payable lrTovenber l, 1950" on the same da.te $4J million

of bond.s d.ue }Tovernber I, L956, r,rrith coupon rate at !$ per eent ïrere

ealled. and. retired-. in f947, retirements inclu¿ea $56 miLlion of bond-s

d.ue Octol:er 15, L95?- an¿ $J8 million d.ue lTovember 1, fg57" In 19\3,

$500 nillion of bond.s r'rith coupon rate of l3p ,oer cent '.'¡ere issued.

on \-iove¡rfuer l-" 0n the sa.rne d.ate, fi217 nillion of bond.s due irTovember

I, L958, a.ird. '.,rith coupon rate of ll$ ,oer cent vrere ca11ed. and. retir.ed -

a:rO- $60 nÍl-"l-ion of bond.s rrrith coupon ra.te of Ê pe-r eento clue irjovember

1-5,195i, r'¡ere also called. and. retired.. In 1!49, $JOO mill-ion r,rorth

of bond.s tn¡ere issued- on lTovember J ¡lrro trTnrrornh,orl 7, 1952, with coupon

rate of $ per cent. On the same d.aie $Z9O niffion of bond-s d-ue

}ìl'ovember 1o l.?59" vritir coupon -r::.te of l$ per cent r,¡ere called. and.

paid-, in 1!!0, on June 1, $95 nillion of bond.s åue June L, 1955,

r,rith coupon raJe of J per cent were caJ-Ieù errd. paid.. Final1y, in

1954, $550 niflion of bond.sl'¡ere issued on June 1, Ðu-e Decenber 1!,

1955, r¡¡ith coupon rate of 2f per cent, e¡¿ $ZOO million of bond-s d-ue

ifovenber L5, L95I+r ,,rêre issued. on July 2J, rrith cölrpon rate of $ per

cent. On October 1, $1,111 of bonds rlue tiay ]-, 1957, l.¡ith cou'pon rate

of J per cent r.¡ere ca,l-led- and retired-, and. S88 million d.ue June 1,

1958, '.,¡ith eollpon rate of J per eent r,¡ere also called ¿¡d retired." All
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these tra:rsactions resulted- in a shortening of the average rnatrrríty

th o ,loht

lhese tvansa.ctions r,.roülå ind-icate tìrat lengthening of the everã.:le

na.turity of the debi "as not a major objecti-re of cì-ebt mâllagenent policy

r:¡tit fa.irl5' reeently. It r'¡as apparently more inportent to the

auihoriiies to red-uce the public d-ebi, and. in so d.oing io reno\re some

of tl:e r.rietor"y Bond.s a.iread- of their maturitl¡ daies. T'or ex¿;rp1e, $l-,ll-1

nillion of ihe 4ttr Victory j,oan due on I'ia;. 1, L951e r.res called. e-no.

ret j-red. on Oetober 1, 1!5ti" siiníT-rr1;r, Í;Z5O million of the 5th rric-bor;¡

loan d-ue on Ja¡uary 1, 1959, I,ra.s cal-Ied. anil- red.eemed- on Septenber llu

L920 "

The emou-nt of ou-tstald.ing Treasur;r bills, '..rhieh had- rerna,ined.

. ¿å\'e^ . -^\'r . á^^^cons'bant a'b S4þ0 nil-lion sinee 194b, t'¡¿.s ínc::eased. b¡' $200 mil-l-ion in

1953 ín orC.er to retire the l-s-st of the ileposit CertifÍca¡es held. b:¡

ihe cirartered. b¿¡ks. 1rn inc::ease of $fJO "if:-ion toolc place in 195If--

io meet the need.s of the åeveloiring aonelr mar"lce'L--a-nd- ¡e further

increase of $8i+5 million took place bet'¡¡een 1955 ana L957. This l-atter

ineyease ri¡ä.s, fôr the most pariu to meet the cha¡tered berrksl inereased

need. for liquiC.ity d-ue to tire introd.uction of ihe 15 pez'cent liquld-

asset ratio it L955" In 1!þ8, there -l'.ras a reduetion ot $fJO ¡nillion

ir the anou:rt ou-tsta:rding, but by 19590 this ha.d given r'ray to a:l

increase of some $582 inillion" fhe rapid- inc-rease in the volune of

brlls outsta:rd.ing in 1!þ! ean be eonsid.ered a.s being primarily a d-ebt

mä1lâgellent opera.iion; it can be traced to the necessity to raise huge

su¡ns to meet the Eovernmentrs d.efieit in a marlcet t'¡hich sho¡'¡ed little
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âppetite for governiírent bond-s" This r.¡as the firsi tine in the post-

Ì,Irr" rìêy.iod J:hat ihe amou¡t Of lreasu-r]¡ bills Outstand.ing t'¡as ine-reased._, * E"_

as å. means of raising f'u-ird-s re.ther than as a Itea.ns of suppi-ying liquid"

assets to the money narrret or the barriring system"

-A"s e. resul-t o:î the lerge increa.ses C.uring the period- 1955 to

1957 , anô in 1959, lreasu.ry bÍLIs at the end. of 1$!! conprised- alinost

Itrr ¡er ee¡'{: of i:he sôve?lnmentls marketable d.irect d.ebt as eompareå r¡¡itb¿J y,.

6 ner eenl: *J: j:lre end of 1Q5i- Á- substantial s¡or:¡t of the increase) )!v- 'J¿¿4

since l-953 ha.s been talcen u;o b,r'the banl:s to neet the liquid assei

re,tio--fo:: the period- end- 1953 to encl L959,]¡a::k hold.ings of bills

^ ,f.-l,r , â*¿=rose frorn $2a5 nillion tc $9Bl mill-ion. liion-banll ho1-d.in¿:su '.+hieh haci

been insignifica:rt up to 195J ($24 mif lion), inczreaseú to nore than

àa^^ ìr^
15800 nilfion in /"ugust, 1959, aecûu:eti-ng for more than 40 per cent of

the amou¡t outstarrd.ine at that d.ate. At the end. of 1959' sueh hold.ings

. /1-e- -7

stoocÌ. er Þ l?, mllr:-on. I

lhe volume of Éhort-iern bonci-s (tr,¡o years and- irnd.er to matu-ritl¡)

has inc'reased r::revenly since 19116, rising fro¡n $L,3\1 mill-icn ai the

end. of 19!.6 to a peak of $1,30J nil-lion on June J0, 1959" Ât the encl

of LjJj the sno'¿nt outstanüing siood at [52,867 rnillioir. Noire of thís

increase seeas to be a result of del-iberate polic;'on the part Óf tire

arrthorities " i''aclaur"y s'ba.'tes tha.t:

There is no evirJ-ence that the authorities consciousl;r
increasetJ- tire su,o,oly o:i ouista.nci-in¡' shori-te::n bond.s ( as the;¡
diA rilreasu-.r hil.ls) slecifica.l]-:. to meet the need.s of the " "
noney merket" Jn fact, their problem r¡ras qilite the opposite;
the d-isinclination of ttre prrblic to hold long:-term government
issues forced- the authorities to concentva.te thei¡. efforts on
preventing too great a br-urching ai; the short end"'8
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^ .hìr ^^^ A-^ ì'f-Sorne $r-1,200 mii-lion of the Þ10,4b7 nill-ion of secìtrities Íssuecl

^ - ^\,4from 1t4b to the end. of 1951 loeye in the s1':.ort-ierrn category. In the

mÐ.ssive Conversion effort of 195$o the eaou:lt of short-iern bond.s out-

stend-i:rg rre-s recl-uced fron 83"3 bíl-]-ion on Ju-ne 3Oo to $1,8 bill-ioir on

Septembe:r J0, but bl' Ðece¡nber Jl , L959, tire f Í¡:u-z"e ha.d risen a4a.in to

'S2.86 
bí11ion" In tota.l , therefore, ihe a.r:or-rni of free.sury bi1ls a-irci

sirort-ie::r: bond-s--highly liquid. essets--a$ou:rted- to some $){r9\ billion

at the end of f!!! as conpa,,.red r'¡:-th $J.75 biffion ai the end. a,i 1JJ6,

¿.\t - rsorne $4'"1-b billion at the eird- of 1957 a¡iL sone $3.91 billion ai; the

end. of 1'-ô,5,9"

Prior to the eeltra.l ba-¡rie rs efforts af deve-Loiring the mone;¡

m¿:rket in Canaåa, shoz't-terln goveirnment bond.s arrd- foreign mone;r mar"ket

sec'.:rities provid.eù the main short-te::n maricetable inr.restaents avai] -

¿,þle Lo the non-banlc pu-blic" Ás r.¡e h¡.ve seen, t.rith the broaðening of

ihe Treesu-r:¡ bill msri:ct in the ee.rl;. 1950rs the non-banl: public

increased. eonsid.erably its hold.incs of bills. ïn ihe mea¡Ì;ime, the

volurne of ou",,stand.in¡: short-tern bond--* harl- d.eclined- in 195tf and ¿i¿

not beoin t o rise ¡sa.in u-iitil lqõ6^ Crrnseor:e¡t1.¡. t?re amnr:irt o'Ê suchùJjvo'v¡¡'vv4v.¿v¡J9

bond-s in the portfol-ios of the non-banlr pu.bl-ic d.eelined. u:rtil L956,

',.¡hen thev',¡e-¡:e a.qain ¡t the'l avel at i.¡hich thev stoori in 1952 ancl'' v- v L'.sLcÉ'- ç,e

J.9r3" lron nid--T957 fo miå-1958, the non-ba:rlr puirlic rra.s roleasing

short-ter'¡n bond-s" but soon efter the Ccnr¡ersion loan this trend- wa,s

reve-.,:seo. e-nd. they eq:anded their holclings from u-,rd-er s5OO nillion to
.li -soae Þr, I ûr-rrr-on bet,.reen Septenber 30, L955, Ð.nd. Se"ptember 30, Jg59"9

The figure of C¿¡-ad.a Savings 3ond.s oui;stand-ing after d-eclining
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steedil;r fron 1!\3, bega-n to increase fron L952" flLe phe.se of great-

est increase took nl¡ce Ïet"reen the end. af I;1J2 anC. the end. of L955 ,

r,¡hen the e:no'¿ni of such hond.s outsta.nd-ing rose fron $1,250 niltion to

.5^ ì'ry- .nr('i2"+33 nil-l-icn. Soner,¡h¿-t s¡np-I1-e:: in.creases toolc place in 195b, ãrid

].q\1 (Êtog nitrion e¡c]. .¡*ar) ^ but in 1-$!8 and- l-959, the:re r.rere again4Jt! \i*v- -Jt- 
----'-

substa¡rtial incree,:es cf $Zl+6 nill ion a.na $JU rtillion respectÍrrel)r.

(See Table II.) -tt the enil of Ljj6, ta¡:ad.a Sa.¡¡ings Sonds accou-nted.

for 1J.6 pu" cent of total d.ebt, a.nd 32.3' per cent of tne publicly

held- d-ebt.

The steaC--'r' increp.se in the r'Õh:me of these non-ma"i:ìletable

gcr.¡ernnerìi; obligations outstanding has ensired- t.l:e T::easury a suppiy

of cash and this has, in some srna.ll measure, :"eåuced. the d"ema:rd-s of

tire gorrer"nnent on the np,rltet d-urin4 e. period- of C.eficit financ5"ng"

Even in tines when thel"e are governmeni surÐluSes, increases in the

amou-nt of non-marlcetable obligatiors outsta¡ôing ea:r be useù to re{:ire

marketable d.ebt. Thus, this siead," grorrth in the ouistand-ing amount

of Canad.a. Sa;¡ings Sond-s ca¡r be important in the llanagement of the

government cash bala-nees.10 On the other ha:rd., excessir¡e use o:f this

't-'¡ne nf s,¡e:rrifrr g¿¡1 z"esult in sueh hearry r"eÔe:mrions th.at the gor''e::n-

ment nay have to go to the narket at an ir:.convenie'r,t tj-t:le to -raise

furrd-s.for Se¡rings Bon& rederçiions" lhe Tnvestrnent Deale::s ÂssoeÍation

has recominenåeð- that these bond-s should- be used Purely as a savÍng

inqlp:¡marf. îher¡ y"ra¿rnmme¡d th¡t'o *rrvi/ ¿ vvv:ru::v¡rr

. Caxad.a Savings loan isslfes in ihe fuiure be o"ffe::ed- as a
p-ure sa.vings instr'ü-r-rrênt e¡d-'i;hat the maxiimun amount available
to any one brtYer be examÍneC-. . [he general collsensu-s of
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opinion of the meinbers of the Investment Dealersr Association
is that the maxinru¡r amount to any one buyer should- not exceed.
ihr ^^lþr,000 and. that the selling emphasis should--,be in the area of
the payroll savings for the small investor.r-

The most serious failure of d-ebt menagernent up to 1Ç!B ruas the

failure to sell- sufficient long-terrn bond.s to avoid. an intolerable

shortening of the d.ebt. This may have been d.ue to uncertainty about

the d.epth of the interned"iate a¡d longer-ierm narlrets v¡ithout signi-

ficent official support, or it Lnay ha\re been due to the fact that the

d.ebt management authorities hp.,ve not sought to force up ra,tes on

Ioi:g-term a¡d- intermed.iate-ierm bond-s in orðer to bring aboui a

r,ridening of the market for these me-turities" Ïn faet, throughout the

, . -^ì,r ,period. 1Ç4b to L957, for eve::y period in r'¡hieh yield-s changed, yield.s

on shorter-term naturities shot'¡ed- greater ,oer"eentage ehe.n3es thån

yields on longer-term rnafurities, ald there I'¡as a more or less, stead-"rr

closing of the gap in yielô,s betr,¡een short anù long-term theoretical

bond. yield-s 
"

For t'he most part debt ma¡aeement d.oes not seem to ha*¡e been

guicleC. ì:y any long-range policy, for there are no signs of any tech*-:-'

niques d-esigned. to implement such a poliey" One earr ar:gue that d-ebt

ina¡ragement polÍey has been guided. by market conditions rather tha:r by

conscious long-range policy. The Rad-ctiffe Comnittee has commented. at

length on this natte-r:

Their (the au-thorities) r'iew that d.ema¡d. (for longs) eould.
not be stimula.ted. by d-ropping; prices--a d-eviee not easy to
accept--tras baseû mainly on the bel-ief thai the narket for
gilt-ed.ged" securities Ís d-ominated by e:rpecta.tions-*as â¡y
market in long-i;erm securities ¡mrst be--and that it is the
eq)ectation of 1,Ètat prices Lrill be tomorroi^r or next rt¡eele , and-
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not e$ectation o.fl nexb yeirrs prices , tha.t ma.tters. 3ut
this e.ttituåe has also Ï,een strcngly influenced- by a t:elief
tha.t tire long-ruh iniev'est of the Governnent as a d"ebtor
Ì,ras llest served- by orclerly narilets, and- thet orcl-er"ly markets
inplied. abstention frorn rLisruption of z'ulin¡,: prices just as
much as it ôena¡cled- official- intervention to stead-y a de-
¡ior"alizecl narlcet" . " ¿. cieliberaie nar',cing-doi'm of the
p::ices at 't:¡hich the Governrnent broleer i"¡as t'¡il-l-ing i;o seIl
t'roul-d. have been regartled. in the market as arbitrary ju.geling
r.¡ith iire capital r¡ahres of the Governmentrs o'rn cred-ito-rs,
an"d- this v¡oulå ha.r'e seriously d.a-nage'1 Gove::trment cred-ii at
the Gove::nurent I s ex¡:ense of payÍns the debt f or rnerly years
to eor'te. 12

It is clee,r from this, that at lea.st in the United- Kingd.on, narket

cond-itions âre the main cleterminarr'," of the quantity of longs ofrered.

f o:: sale 
"

A sa.tisfactory teehni-que of d.ebt aeìla.€jeinent nrust taise into

e.ccount, not only the in3:aet of d-ebt aenâteuent on the ca¡rita.l marì;et 
u

but also tl:e need- to prevent unåesirable and" unintend"ed- shortenine of

the d-ebt na.turity structure. In practieeu as marlreta'ìrle public d.ebt

has shifted. into shorter naturÍty categorieso it has raaCre possible a:r

increese in the velocit,y of the none)¡ suppl;i and., as Gaines says:

The fu-nrls in effect prorrid"ed. b:t tlle increase in veloej.t:¡ have
been channellecl into the capital- merketo the lree,sury throu.Eh
its 1-.rolicies has been a net su;oplier of ca,pita,l fund.s" Cred-it
e>4lension th::ough this process.ha-s been rnost d.ífficul-t fot' the
monet ar¡. authorit ies t o re e,,ch . l'J

i'le'¿fel-rl. in ciee.lii:g r"ith the quesiion of excess liqtt-idÍty' iii

the Cana.o'.ie.¡r eeonony coriments that:

The p-r"obiern of excess 3-iquid-it]' might be less intr¿ctabl-e
if the Sank of Caneô.c. pernitted even grea.ter fl-uctu¿tions irr
interest rates du-:'irrg tl:.e ur:sn¡irr.g in eeoilomic activity tl:,an
it has d-one in the past a.nd- in tt n'¡ r'raá a-void- ha¡'inq to e:r-oand.

tl:e rnone;'suppl;i fo:: the sake of bond. prices; it mi'eht be tlLat
greater fluctu-ations t+ould. not themselves u-oset the capital
m¡rket e enC. r,r¡ou-ld- reC-uee d-ecisivel;1i the anor:li of bond.s sold.



ilrrr'ìn^. Èi^a li¡sr.rinr Tthe nrnh'l êy¡ er.ìsir:r fr.nrn ì:hp m¡t¡¡r.ino.Ulrg U-,- - ---=of gor.'ernrneni d-ebt d-r-rrin.S the uÐsl.rin¿j, F^nd. the conseq.uent
increase in liauicl-ity of the banlqs alnd- other institutions
r..ì*1¡^,.* ^^*; +e'ì '1 nqq mi ah.t be net in ¡a:"t b.. r.isid ccrnt'i4o.l...,¿uJ¡vuL, vdrjÁ !¿¿ rvi\\) , rr.Ii-.tf u r ¿É;J!r vv¡:u: ur

oYer: the size of th.e floatinE ancl short-tera jlublic d-ebt"r-

There nÐ.y be sorne d.oul'rt a.bout the effectiveness of rísinE interest

::ates in slc'¡inÊ= clôvm the shifiing out of govern-ment in]leriods of

r:sins econonic ict irtit,-i' As Sa:nuel 3" Chase, Jr. says:

. ft can'ìre argu-eci. tlnat a be-nk neeCL noi be deterreiì- frosr
eq)snding its loa:l portfolio sir:iply- because losses are
rea.llzed'. I,rhen secuïities are solCr to raise fu:rcls for the
loarr er*nansion" Such l-osses }iâ.ve been suffered- r+het-her c:"
no'¿ tÌ:e banlr sho',,.¡s theüÌ on íts booils; a. Cecli¡,e in the
marlret value of seculr"ity holciings is a fs.ct that eannot be
svoid-ed. by refrair',ing frori se3-ling the issu-es.

If a bani: is to nasinize the earirjn,qs on íts Ín.vestible
resoìlrces, tlae relevant qr1-estion in d-eterminin€j t¡h.ether it
slr-e¡-l çl- eontinue to ìrold. ån-j¡ secuïii;" it noi.¡ ov¡ns is r+hetl'Le::,
if ii held- funC.s equal to the nel:l.et t'alue of its hol-di'r¡'s. 

"
u it cgg1d. fincl a möre attyectir¡e alte::ne,tive u.se for

the fu.rcls " 
r)

l;Je have ¿rlready seen i¡ Chapter Il. that for ¡eriods of loan eroansion

bv ihe b¡¡lcs in Cana.cl.e.- it lrns f,ha nrrocf i r'¡ ¡'11 'l;^"; 
"-1 
:+-- ^-^ *^+ ihev(rrrk\!.(.., v_¡.Lg u uvÈ uJ.LJlr vI f ¿1]-u_¿u¡uJ arLr- -lLvu

l-osses on sales of secr:-r:ities thaj Tras the ¡rime fa,ctor in slor,¡ing

d.or,m the shift out of governnent bonCis a.nCL Trea.srrry bi1ls"

ÎÌre central- ¡roblerrr qith res-oect to 'i;l:,e natrrity strueture of

the debt seens to be tkrai; althou-Eh there 1s a certain firn d-enand. for

short-ter"n sec,,irit ies--a l-io;uÍd-ity cie¡¡..Lnd- t¡hich can be errpected- to be

f ¡i i.1=¡ stpb'l e--v¡l. oir i:lrn srrrrnl rr ôf s.rva,-nl¡ent Slr oI. '-tef n SeCuf it ieS

exceedrs this d.eniancl, a,s ii seems to have cione in Canad-a irr the laf er"

such bonð.s eai] pro..'id-e seriou-s pr"oblemsposi-rra;r -reriod-, th e sliif tiirg of

for" th.e monetar;r authoritj-es, ârd. a. bunci:ing at the short encl mesns

nore frequ-ent and. larger d.e'llt refrr:rrling operatioi.s" 3ut the problen
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of com¡ertinE sorire of these short boncl-s into longer terrn bond-s rrhÍch

',:rouLd- be f irr"l;r hel-d is on the rrhole not easil¡' solrred; a¡d in Cana.d.a,

sta:rding close to the large United- States fina¡rcÍal- marLets, cloes

r::e s ent a spec ía l ehe ll- enge "

The d.ebt mâregenent author:ities ma;r niJ:e loug-ter¡ir bonds

,att,r¡ef.ive ennup.lr to ensrlr^e th¡i t"rrer¡ epl:t he sol d - I¡ f,hís :.¡nv ol'le*¡- w¡¡ÉÈ, |. w 
'

eåi'ì .zssume ì;hev cen oi:oduce. ân inierest rate st-r:uctur:e whieh would.vvAr (.rv+ v¡¡tv 
, 

vL+_ 
5_

bri np' ebout ech ie¡¡e¡:ent of the d.es irecl. c:-ebt strucf,ur e - Brrt h igh er

interest rates ma-'discou-l:c€e ínvestrnent ir the p-r"iri¿fs sector" and more

ir,oorte^nt n rtould hi¡¡e arr ulleven fupact in tire process. This LtâJr r,"16T'1-

r..¡elf , none--the-lessu if resources releasecl fro¡n tb-e prirra,te sector a"¡'e

being useC. b¡. the pu'01íc sector, bu-t tlLis is uirtikel-y to be the case

in perioos of higir uneni;loymeni as ha.ve been ex,oe-r"ieneed- in Canad.e

since f957. Fuz'tlr.er: as ö¿utad-ien erperience hês shrôt'r¡t, too large a

éifferential betr+een tanaii-ian a;rc1 United St¿tes interest rates can

induce infl-ortrs of ea-pital into Can¿d.a ',,¡hich cor-rld- have unsettling

consequences on the foreign erchFnge ma.::ket.

Tl:er"e ârê sol'L€ things'..¡hieh ean 1:e d.one to lerrgtÌren the average

¡lnt¿ritv of the dcht r¡ithn¡t cie'rr'ìf ir:rntlv "n¡isi¡¡. irrtei"est r¡tes. é-
-¡(,¡vÚt * U./

sr¡s'i:ali¡f,ie -nnl ier¡ of ¡dv¡nee r^efundi¡,- enuló' be nlri ir'{:o o¡er ¡t:-on.!J u v u4-sw

tTncier su-ch a ?ol icy outsta¡d-ing bond-s ttith several years to uatu:rit'y

t'¡oulC. be e.r-che¡¡;ed. for ner¡ lorrger-ter"r, bor.Cs of about equal narket

'i¡n'lrrn. Bv ì:l':i.s me¡ns p. Ienp"thenitr.s of the 2"rre??sâ. lì1:rtl.=rit'r,. ttnr:l-d- be.J.;vc¿v¿¿trv

achieved. r¡¡ithout havin,.g to go to tl-^,e narket t,¡ith net'¡ cash- issues, ancl

without t]:e unsettlirret effects in the ner"ke'r, of replacing short-ter'¡s
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In the LTnitecl. Sta.tes the technio-r-r-e oí a-d-vance refuncling has

L¡orked- satisf actorily since its inceptioir in f960. Robert P. Ma.r.6,

r."riting ir, I.l¿y. 1961 cou-lci clairn that:

. Iven thou-¡l: interest rates e¿sed vcr)¡ little nore Criring
tiie su¡une::o the mcvernent was sruffici-en.t to perrnit the Treasur¡r
to titsl's into its first large-seale a.C.-yance z"efu.nð.in..s i-n eerh¡
Se.irt ernber . " . This a.cr-_-¡a.nce 1"eftrnrli.n,," off rrred h.o1 ders of the
al o -::7- ' .. '-'--- - ::*'**--'¿ã's rnarur:in:: t]'r 196t through 1$6! the opr:orturrit¡. to e>:tend-
tlreir mei;urities into l-onger. 3J¡ pex cent boird-s. Inrrestor re-
sponse ì;o il-re ad.r'ance refund.in.g l,,ras su-bstantial " " " Alniost
$1"5 bil-iion of long-ter.m bond.s l,rere pla.ced. in the handts of
itr¡.restors t¡hose nrinar.y interest is in the l-ong-te::rn ¡la::ket.

" The irpa.ci of movinS this large =¡olu-'ne of seclu:ities frolt
one maturit-¡ r,,r'noe'to p'noil.êy'Tj¡rs dona smoothiw rrithnrri-, lrrr-+(J,.¡,)\/.";..*."".-".

sett in¡--; the nnr:het . r I

Jurothe:: rnethoCL of cl-ebt lenEthening has beer-' e,n¡r1ied- '¡¡ith some

ae¿l.srr-T'e of su-csess in. tire ünited- States. This inrrolr¡es the sel line

of irrtermeclie.te tern

Su-ch boncls tenci to be

to mainta-i, 
""rrir,.g"

bond-s d-uring pe-rloiis o-i

ta}:en up by the banÌrs

ir. the faee of f a.ll.inE

f ¡1 I in!. êêõ11^îliæ ^n'î'ir¡'i*.¡uvv:!v¡:4ç Aw UJv ¿U¡r\' .

t¡ho r.,¡i1l usua11¡r be seeking

loan d-erLand- arrd. interest

ratos, &d-t'rho nis;, have their reserves j-i:cleased tL'rough action by the

moneta-ry authorities. []rese interned-iaf e te::ur securiiies nây prove

nore d-ifficult for the ba¡lcs to d-ispose of in þeriod-s of eæ,;and.ine

econoaic a.etivit-v than r'¡ould short*tern bond.s. The IIon" Rober:t B.

/nC-erson of the UniteC. StaJes Treasury De",:artnent has inclicaied- tha.t

durirrg the 1957-1!!8 recession:

À-1 . .-Only $Jå bill-ion of truly lon.g*tern bond-s--o'¡ez' ten ye.t.Ts
rna.tu-rity-*',..¡ere sold- in ttre last tt¡o months of 1957 a¡d- the
f irsi half of 1958, tut Sf7$ bill.ion of secusities matur"ing
ir' four to ten years v¡ere narlieted.. 3an1,:s subse'ribed heavil-y
to these irrterned.iate-tei:rn s ecurities ; their t otal loans errd-
irrvestrcents e4pand.ed- at a- r'apid. rate; elð, a-s e consequ-ence,
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a su-bster.tial a.rnou:rt of inonetar¡' grol..i-tln 6ssu3"r'sçl-. 18

We have a-k'eady noted that fo-r" ilLe entir"e Ðost-L,âr ¡erioci ut:

to ssptsnþs"", 1958, onl;' g4co milrion of secu::ities r,¡as issued iir the

over fiYe years to ten years to ua-turity ra:rgeu a:1d. this invol'r¡ed. one

issue Ín I$10. it is not elea:: l..¡hlr a grea.te:: eff o::t ',r¡ê.S 
-I1oi nac1e to

use this rna.tu-rity sector of tl:e ma.rket, especially siirce a.t the end-

of 1!10, 1..rhen the sol-e issue r.¡as nr¿-d-e, the tot¡,Ll a:nount of irnnaJ,u_r"ed.

d.irect ancL guarnnteed governrnent secu-r'ities in that na.turity ranLqe

, l¡ìt ^â's'rood et li4,!8J rnÍl]-ion, substantia.li.¡. ni::her than it had. l:een sii.rce

-n\tl19¿1.b, a:rd. higher than at an¡r tirne since, r.rith the e:reei:tion of L953"

If r¡e look at ihe probl-en of len¡;i;lteninç tlie F.ì.trer¿ì.Ee naturity

of ihe debt fror, the point of vier¡¡ of investors of long-tern fu:td-s--

tl:at is, frora the sta:rclpoint of the market-*v¡e r+ill_ f ind. th.a.t il:e

largest potential hold-ers of governnent lor:,':-term bonds ere the life

ilsura:rce eoupanies and. prtbiie and, private pension fr:-nd-s. These trr'o

groulls have been red.u-cing their in_¡¡estment in qovernmerrt bonds as a

resu-l-t of the greater a,ttra-ctl.rrsln** 6f prjrra"te long-term inr¡estnent"

TIle contractual- obiigation of life in-surarrce corrr':anies ¡ra]:es it nec-

êss¿15r for them tc obta,in a certain ave::a¿e return on their portfolros*

As long as the yield. oti goverl:.ment bonô-s d.oes not ensure such a'c

e.Yeraqe return, these intrestors are J-iìlel;; to seek alternatirre ouilets

for their long-tern fund.s. To a lesser d-egree the sa¡e ar6Surnent ¡"pplies

in the ease of pension fr:¡.d-s" To aitract fu:rd_s fron these sources the

]rield olr government securities--taking into accor-rnt their. otlter

attr"aetive feaÍu:res--must be conpetitive irith th.at of private long-term

irr¡estrnent,
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The 1or.¡ anð steìle boncl prices rrhich obt¿ined. fron 19\.6 to

I$þO-*witli some:,increase in 191i8--1.íå.s a. ma.tter of d-eliberate polic-l'"

3u,t even l,rhen eoncerted- su-pi:ort of th.e iaerlcet uas aba¡d.oned. in 1950

interest ra.tes ::ose but sì-ightl¡. until L958" I'or example, the yiel-d.

on fifteen J¡ear theoretical bond-s, ',"¡hich stood. at 2.15 in Jenuä:'y"

.^\¡l - ^ ^l' ì, --J.j'iou l,'AS onry I,Y'i J-t-.leofu¡lTy, IY)1, r].s].Tl.q Ì'-l.om tnen tO +. (t Lr\

Septeniber, L9r7 a:rd. cl.eclining to 5"70 b:, L)ecember of that Jreâr. All

tile irrcreases in, interest r"ates in ihis l:erioC- ir¡ere th€ resu-li of

monetary polie;' anC. nct of any atteinpt to sell Long*teln bond-s" [he

poli-cy of supportirLg bon.d, prices rnay have actual-]-¡. inhibited- attempts

to se1l these securities"

It is possible to talce another r¡iei,¡ of f,h,o nnef-t.r¡r rlahf

mÐlËzement; that is to re.za.rd. th.e oi:jeetir.'e a*c tha,t of erye.4iii-rrg t}:Le

also-r¡tion of the swolJ-en d-e"ot--a. Iega.c;r of tl:e var--into the financi¿l

styuetrire of the eou:rtry" Aeeoriling to this viet¿ the d-ebt ma¡a.gerirent

probleins oí the last fer,¡ yea.-r:s ean be e:çecteCL to eâ'se as the pro-ìlor'-

tion of non-€;ol¡ernment d-ebt to total d.ebt eqgancls, -{s this hnp'oens,

governnent d.ebt--r.¡ith its superior liqu-id-ity and safety--shoulc1 sel-l-

more ,¡=si lv, Of nnrrrse this r¡ j-et^¡ OverlOOLîS the eOnsequenges of Con-rsvr v vc?u+¿rl o I vr:*v

tinueCr. aefieit finaneing: on increasing tire a¡lou:rt of public debt

out st ancling.
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0n JuIy 19, I-q58, the I.fínister of Finance ennou:reed_ in the

House of Commons the governmentls d.ecision to offer holders of r,Iictory

3onC.s the option of exchanging tirese t¡artine issues for ner,¡ Con.r"ersion

boniLs of longer naturity. In maki:'r¿ the annoulcernent th.e liinister

had. this to say:

Du¡irr.s the next fe'.,' lrssys there r,¡ill- lne.turc in quick
succession the r¡hole of the relraj-ning r,¡artiine l,Iictory loans.
The totaf a¡ourt of the five victori¡ loa¡s fallin¿1 d.ue be-
tlr'een nor.¡ a:id f966 is over 56,)Ð0 oillior." This is a. veï"y
J-ar"ge stirn and. it constÍtrrtes more tha:i bC per: cent of our
olrtst¡lrrì'inrn flrnriad Êo'ht a¡¡n'l nÁinp. iho qzroni q'l ¿rqio¡.npiasl nf*v"_9

Canacla Savings Bond-s ancì- ¡,yuu=ury bills.

This lerge volune of earl-I,' na.turj.iies overhangirrg t):e
market has ¡¡a.de it vary d.ifficult to plara a:r ord-er1y proqrem
of d-ebt nanâ€:ement a-rrcl has eon',:'ii:uted. ¿;rea.t1y to the general
feeling of uncertaint¡i r,¡hieh has prerrailecl" in our bond. markets
for" the past fel,¡ yea.rs, This r:ncertainty' irr th.e market for
-r:rime Canad-ia¡ bond,s has had j.nevita.ble effeets on the ma.rket
fortrrovincial , rnunicipal- and good- eorporate bond.s.

I'.¡e have therefo::e d-ecided to clear aya.v: this þs¿r.ry con-
gestiori of eaz'l¡' icatu:'ities a:rd- to lay th.e fou¡r¡ation of a"lr

orC-erl-;i" ¡¡.d sensii.le Ðroflran of publi.c debt ruarragement.r

lhe ireavy- sched.u'le of re.iuritles r,¡as noi the onl-y j:::obiem in

cj-ebt ¡qanagenent rrhich. tlie governnent faced.. Fo:: 'ulie fiscal yeer 1958-

1959, Governnent hað- to ra.ise su,bstential- a¡oou:rts of new fu:rcJ.s to meet

d.ef iCits on bOth thro hrr¡lrna'firrrr r1fl non-bud.geta::;- aCcOu:rts" The bud-get

jrad foreca-st a net cash requirernent of sor¡e $1.1I bill-ion. The hu-ge
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proãrall of ciefieit fÍnancing must har¡e i:eea ai; least as Ðressing a

consideration as the ¡roblem of refina.ncins úebt" The anount of ner,¡

finencing r,uhich had to be u:råert,er,ren vas not narch less than the e¡ou:tt

of refinancing to be hancì-leC; r,rli'¡ e the total- pu.biíc d-ebt increa.sed.

b¡- ¡ìt,2i1- nill-icn in 1958, ihe a¡:o.;nt of bond-s issued- in previous

yeãìïs ard fall-in¡; clue in tir.at year ar,rorxl.i:cd to li1,9O5 rnill-ion.

Ilhen tl:e Ì'irrrister d-elivered- his bu-riget speech oir Jur:e Ll , T958,

he set the a¡rount of gros s €ìovernlrent bor::or':-j-irs: at S3 "l+ ilitf ion" ll 
"

!u-rin,". thís fiscal year (f95S-1959) r¡e shall. neeC- to sel-l- boncl-s or

other" secu-rities in total anou-irt of cl-ose to ß3"\OO rnittio',"ii2 At tha.t

tinre tce €ovcrnment give no indication ihe-t ii consic'l-ereC" goin¡; to ihe

ma-rl":et to sel-l ÇJ,)-|.00 mil-l-ion of secu¡ities as posinr; any particular

'problern. ind-eed-, the iriinisterrs r¡ord.s conveyed a ra,ther ftuid- åpllroach.

to åe:¡t mef,lagenent, a-r:c- g¿rve no hint of p-ny clear-cut policy d.esigited-

io rrect pn rlr.¡¡enir cl c'ot m¡n¡:"ement problern.

It v¡ill- be our ain to offer acceptabie volu¡tes of longer
tern bonås t^¡henevcr suitable opport'u-nities occur, a.'rd to
spread. the reroainùel" sensibly bett'reen short and- mid-tern
mat u-r" it ie s .

Ilhile the prospective increases in our d.ebi uilr l¡e
a,,i *^ ¡.,.}'¡* ^nt i r'1 Atrri.r.c. th,¡ -a.-* rraôî ^1ô ir.r6 - f,]1p r' et btrf-\¿U-J L.lj ÞULrù Ucl--- --.- -^-- ¡rEJru / Çr:j v.! uriw g ur¡ç ¡:e

d-en of tÌre publie ci-ebt trill- ::emarn r,¡eli belo','i !¡hå.t 1,'¡ê

carried- oui'be ea-s-ì 1.1' 6pl¡. a- f er'¡ rtears åSo.,

Tl:ere ':¡as noilt-in.; in the-ce .rorC.s to i-nd.icate arry urgent d.ebt rnaitaqe-

neirt pro"olen or to suEgest Llie neec. for alllr nessive d-ebt iûarå-cleneilt

o¡erdiion. It is cl-ea-r tha.i some d.e.¡e1o,'¡rneni after ihe budget sleeeh

ir'ì qr¡oÁ $ Ên-:1 qi Äor.-r'nr p r.nl a ì:r 'or^-^'-r':'^ -' -''1^ - ^^-'--êr-.¡i ¡n orrerai-,io¡t
r--4 -. --- :.- UllrrJUJll!- UfIç 'JUllY 9j ÐÀ¡J¡¡ v¡/v¿uv+v:!¿

The I'li-nister of -ïinance É!ai,¡e some ind.icatioir of ihis. Speaking
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in Counittee of Supply on Sepienb"t !., L9r3, he siated.:

]J6i1ro it f,iij.s a chanqe in the marlcei cond-ition r,¡hich r,¡as
occu.r-iii1.j a.t that tine r..4ricìr necesser:1;r ¡*6 a. vet;i d"ir"eci
inf-'1-uence on our t1:lnlcing arti- ou:: e¿loiroLìch to ihe pro'o_'t_en
of borroirin,3. Beginnine o:r June l-6, the d-a;, ¡"iotã tnu buC-get
speech, ihe::e set".ín in the fina_ncial- narlcets of ihe Unitecl
Stetes I ra"piä '.iea"r:eni-ng ',¡hi.ch affecied- ihe sire'rrgtÌr of the
i:oud- mar'ket imned,iatei;r, äncl- that conrnu¡ica_ted- itsel-f to
Ca¡ac]-a . . . t'¡e ha.d. to talre accou:ri therefor"e, of this lre,?li-
etring infl-uence in the :fin¿ncial- ma.::llets in the i.bited- St¿,.tes,
a si'cuation'.¡he::e yielcl.s r.¡er:e risin¡ and. the o-uored. val-ues of
SeCurit:! es of . " . the f eåer.r1 I¡ôVe-r:-nnei.ìf, - r.rar.a ,ly'nnni n e

--*1í^. "= 
' 

Uf ! !(j.vul,4:rÊJ

ra¿ti.C_l¡,r. +

There is no d-ou'ì:i; th¡.t e r,,"eâlteninfl clic1- çl-syslci: in the f ina¡cia.l na::kets

of the tïnitecl Siotpr: irr ini¡l-1 Q6.(" eJlcl tl:at tl:is i,¡eakness d.id- ha.rre sorne

ef f ect oir ihe Ca¡ad ia:r r¡arl<ets ; but

¡ ¡\¡racf S95û mil-lioir rna,d-e b¡r 'i;he Ca-nad-ia¡

in,g and. $J5O "i:.1-ion 
ner¿ fu¡rrls) ha.d.,

a_s esJ-]_)' as j',iair 1, 1959, a:r lssu.e

t,n /'^Gor¡ernneni (Sb00 nil_j_ion rcfu:rdi-

in effect, ended. up in the

balhing s,1rsten. Descrj"bing ihe marlcet :.ecer:tion of thj-s issue the

Bank of Ca:rad.a F-e'por"t for 1955 has this to say:

" By i;his tine ¡narÌeet e:peciations rj,¡ere ehenging and.
the geuera.l publÍc, el{cIuåing ìnvestneirt d-eaLers, d-j-C. not adcl.
to íts i:o1din¡:s of Go.¡ernrnent sec',r-rities drrring 'Lhe pe::ioo. in
rthich the issue r.ras rnar.keted-, the pui:licts purchtses Õf ne1.r
l:ond"s beina off seb bl' its sales of e:iistin¿' issues. [jre ba:rhs,
t'.¡hich:¡e::e in e sirong caslr a¡d liqui-iL asse'6 positio:r, bou_ghi
su'rrs'uantial a*noLr-nts of eristing short åItd" aiC.*teïrn issues on
trad-e-outs frolt ihe publie, prorriã.eô. .¡erJr lcrge short-ter:n
loans to secr-r-rit;t d-ealers to fine¡-ce inven"bories of see'u-rities
fc1] oi'¡ing deli-rer;' of the ne'¡ issues oir ì'la;r lslo a.nd- al.so
bou.gÌrt large anou:rts of tire ne',\¡ iss'ües for their or¡rl. !ort-

I
Taì lf ñq /

It is cIeer, then, tha.t the sovernment r.re-s elfceïie.:rcing C.ifficuLi.",' in

sel-ltn.q boncLs oir the ne::l<et ã-s eå.1:1Ir as iria;'¡, l-958.

3;r ear1-;' Ju1;r, the d-ebt nå'riegenent autirorities fa-ced- a rnariret

i¡Êr"r¡- irÌ-)pêeer-.ì;ir¡a io zrr¡ i1e1.¡ isslrns. ptrd 1,re'.e for"ced. to -oIa.ce S4C0
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nil-l-ion of bond-s C-irectl-;'¡ r,,¡ith the -Bank of Ca::ad-a and. the eharier:ed.

benrs oir Jul-;'11 , in o::d.er to neet the need- foi: nelt finaneirg, 0n

Jul-y 1!, th.e Coirversion loa¡ operation :"¡e.s an:rou-rrced-,

Tl:e cireu¡stances a'i; that tirne could. be sumnarized, rs su-ch

th¡i tlrc .ro:¡etnricl1 t í:e ed ì.r'iiÌf i +d ^F^-i-^d+ -^^,oetine d-ei.tand_ for net¡q-!v sv v!¡-¡-.vr:u I :auvu .. ju:: ¿vò fit çduçÈu irçd

cesi'L to neet íis deflcit" a:rd, wiih a" sui:starrtial arnount of the marlcet-

e¡Ie d-ebt coning d.u-e for refu:rdin.g in 1958, l-159, åld. 1960, was in a

position i.¡he::e it "¡a.s innere.ii'¡e thai a lirge prolortion of the issues

siroul-d be rnacle in long-ie-r'n bonC.s, If this r¿as not d.one, ihen e-l-u-s-

iering of rnatlr::ities in ihe short end. of the raaiurit;' rrnge cou-l-ct pose

e. sel:iolts C'ebt np-nagenent probl-ern in ilte l.¡ears ir¡-netlia'ce1¡r alreacl" 3u.t

the possibilii;¡- of sell'ing nerr loi:g-tern llon'l-s r:r¿s îot encou-raging a,t

a,'t,i¡re wiren the Eene::a.I p'dol-ic had siro'.,m a marlted- d-isinclination io

increase its hol-C-ines of qoÌ¡ernment boircl-s"

lire soll-ution r.,¡hich tire debt mâ-na€ers ein'oloyed '.¡â.s a.n a¡bitious

ôiÊ . Tlroi' so.l-. ô-rr +^ 1 ^n r¡r. ^q + hê n:¡ì:llr.i ì::¡ of sOlne 60 -,:ef eent Of th-ev::çô :L:v) Ðuu uUu LU ¿gI!ÉU.LrUlr V..¡-

na-riretable d-ebi. îhe resul-ts of the opei'i:.ticn are given in ihe

Â
f ol1-ouing table " 

''

The opere,;bion in.,"oh¡ed. changing, in t,'¡o noi:ths, the tnl-turity

of some LJ per cent of tota.l Ca¡ad-i¿-n bonðs outst*rd.ing, ånd- soae

2-ì- per c ent of al-i 'J'overnment o:f Ca:r¿t d.an P::ovincial , I'iu:ricipal- n Cor*0or-

ation a;-rd Institutionel bcnd-s paya-t'le in te.na.itia:r d-oLla-rs. Before

f,¡¡v6"¡si-6n- 17 nar eeirt nf trre ¡ub'lic d-ebt (e:1. Sartin.Ss Sond-s) "ia.s ín

nai;urities over ten years. Aften,¡å,rd-s, solne l-l'5 per cent r'ras in such

naturities. Sefore Coor¡er"sion, 39 per cent o-í the d.ebt (ex. Savin3s
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Sonds) r^ras in the unåe:: t,,¡o yea:"s to maturity ee.iegor;.. After Con-¡e-r-

sion, 2\ ner cent ''¡as in this caiegor;¡" Srcin a purely technical- lloini

of r.iei,¡ therefo::e the or:ere;bion ca¡ be consiCrered a success" 3'ive a¡d.

ei,."ht tenth bi11io:rs ð-oll¡¡:rs (sone 90 r:e': cent) of the $6.1'¡iffioir ofv \ v v'¡'v

oui:siancLing victor;' bond.s '.¡ele coïrr,'erted., alrcl of this , $Z,l-5 bitl-ion

(sorne 33 per cent,) ,.¡ere coilverted- into tìre loi.-gest (25 year) issue"

The :vprpse ¡:¡.tt:-¡i J:"¡ o-Í the rleht r ns'' frôrn si I' wg¡.1'g ..¡d f our moniirs¿:!t af cr (--a.lt

on Jurre 30,1958, to teTÌ years ¿rd- si:c rnonths on September'50, -1q58.

P-ISTIITS 0f' TEI COiï,Ifl3-SlOä i0,1úii
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Íhe Con-¡e::sion Loanu horrer,"er, invol.'eð- certein eosis, both. in

'l,errns of C,ollers ancl cents. and- Ín te-rms o:î econoinie consec¡uences.

For tl:e l:resent o '.'re shall- co¡f ine our:selves to ihe f ina¡eial costs of

tl:e opera,iion. Tl:e irúr'1ed-ie,te cost to the led-eral- Treasury a.mourlted.

, Ä--to sone SJI mil-1ion, nad.e u:o as foilot¡s:
,r,ì,^ ì,lj+Z.4 mill-ioir for -p::emiu¡ns

19.U78 ¡ril}Íon for conrnissions

7 "3 mil-l-ion for issuing f ees

f "495 mil-lion f or aår¡erbising? å.nd-

I"26, mill-ion for ad.ninist::ati'¡e cos'ts.

T¡ edrlì {:i on . the i nierest, n¡r¡¡itle on the $;6.11. ¡.:.f f iou of borrd.s rose
lJ rN Lrþ þ

^ ,r- ^^ ì, d l¡ar^ -f-ron ii1!2.a8 mill-ion befo:e eonr¡ersion to [i250.705 mÍl]-ion after the

operation, ån increase of *o*" $58.2 rnil-lion (a-oout 30 per cent).7

Ðealer conmissions o11 the sale of Conr"e::si.on bonils Ì...rere g::ad.u--

^+ ^¡ ñÁã^É¡r- j.. _ & ^ e^+-,_ i {-- ^-À ,."eI. e AS f OllC.,.rS :duçq .jvev! Lr-+r-f) v ¡J !1(-.u¡-+ ¿ ù.J 4!rL

oir the 3 per ce-rft * )¡ea,r iss-Lte f of one pe'r eent;

on the 3 3 l+ per cent 1 yesr issue $ of one per eent;

lr1.-lr.rrìton the ud: per eent lii year issue 3l+ of one per" eent;

l,ron the 4å pe:, eent, 25 yeâr issue l- pe:'cent.

The issuing fee on all netu-rities \'ra.s;-l of one per cent. No sales

con¡nission or j-ssu-in6 fees rrere pa.iC- on l¡onô-s con-¡e::ied b;r the Be.nl:

of C:¡na.d-p.^ soì/ern''.Ient aecoun'cs gr ehartereô balks for their ttrrfl r]out-Ò-' --

fnlios: ,¡ðr s¡1po tn n.¡t.rrnr.'i'ìnng On thelleXenrftrl liSi Car-¡ieClJ V!+VU t Ca:.* vU-4ÇÐ uv vvlrvvf Ot u Ávrr

co¡ÍBissicns of -+Ï of one ,oer eent on the iå yenr issueu anë. $ of one

i2e'r'cent on all other issues,S Issuing fees paid- amounted. to sone
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$J million, anÉr. eonrnissions enor::rted- 'Uo $ZO nill-ion; the ehartered-

l.r¡anks (incluclina- the i.iont:"eal Cit;' ¿n¿ District Sa"¡inEs 1a:rk, a.ird the

O¡ebec Sa,r'i-ngs Santt) received- sone Sß.05! nitlion in co¡nmissions e¡-rd.

.h\, --^SOf']e Þ''r. I i/U ïn1l-l.i-O11 ]-n lSSUlnS :i ees"

A cash e,-d.justrnen'b ir.s,]'ment vä-"-l flì."d-e to per"sons eÕnye-riing" This,

as the l'{inister of linance stateiL in the Hou-se on Julrlr 1!, 1!þS, ',+as

lt. in o:'d.er to ad-just eq-uitabl-y the cu::::ent ¡qarket prÍees and-

yield-s of the old. bond-s to the new of:îe:rings . " " 
rf 9 The actu-al cash

.cd ìr:stmoni ¡¡id åeirend-eú on the issue turneci in and- on the nei¿ bond.

taken in exchange" lhese adjustinent lrayments the it{inistev cf f ina¡ce

clained- to be necesspri¡ in ord.er" to equ-¡,Je the fir¡e issues to be con-

r¡erted-u r'¡irich a.Itirougir having the s¿ime interest refese ltere quoted. in

ihe rna:'lçet at d-if:ierent valu-es becarse of the different ina.turities"'"

The toi;a,I of such pa;rraeilts r,,ras so*e $)*2.4 milj-ion.

The d-istribution o:f 'r,he $6,ìt tiffion of bond.s on the last

d.ay of bu-si,rress before the corntlencement of ihe Ccrnversion loan ear.l¡la,i8n

on July 1I!, tras ¿s follols:li

3a¡1c of Ca¡ad-a (apirroximatel;r) 
"

Ch.artered -tsanks

Go',rernmeni Ac cou:tt s

1,a.cge Jnst itutio:ra1
(f¡e 1 -2oo o¡ the\ v.:v !

f nvest o-i:s '\êYôñtl_ l1qî,

/,-ÞI.Z) 5]rrlon
- \i
| ¿= Hlllf^ìl

ì,+a

"",)) 51J-r).On.

12 Pil'iinrr

21 lillinnPrir¡aJe ïndÍvicluals

,Lf -arPO"_)ó? lJl I I]-On

llote¡ It has been estina.ted-
persons in the Private
held" iiictory Bond-s 

"

tha.t sone ti,¡o rsillion
Ind-ivi riu.al c a.t ego::;r
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Iraned-iate1;r before the opez'ation got ulde-rl'ray the ìra,nltlng

sl,'sten a::d- governinent accou-rrts lr"el-d- soltte $3,1 bill-ion of qicto4'Soncis

a:rc1 ti',e geireral publ-ic sone $J"J bill-j-on. -þpro;cinately half of ttre

bonds to be eonverted. t,¡ere in the hand-s of the general- pr-folic, and of

àh is - one-thi::å r^¡as in the harrds of instiiu-tiona.l im'est'ors (thos e on

the exernpt list ) " Only about 33 _oer cent of the bond-s we::e in the

l:a¡ds of pri.rate ind-ir¡iåuals "

A:rong tl:e issues eonverted- 'v¡ere issues r:¡hich t,¡e::e not d"ue for

retra:/nent until bet:.r.een f96O e-nd- 1966" The 6tj:1¡ietor;r loen r'¡as to

beeo,-ne d-r¡-e on Ju::e l, 1960; ihe lth oir feb'r"uery l-, 1962; the 5tl: on

6ctci:er 7., 1963; ård- the lth on SepteLrber 1, 1966. Ad.clitiona,] interest

nl¡¡r¡aq rln tho,.r¡.i ¡rin.e1 dpte o{ m^Èrr-i*r¡ nf *ìrocg ÍSSUeS'+OU-l-d. arnOr:rt
ç--u-¡-v--

io sone $U niLl-ion on tire 6tU llictor-:.¡ loe-ri; some $)+Il nil-'ìion on the

Tth; *o*e ç91 r¡rillioi-i on ihe B'bh; ancl. sone $f65 ro:,f:-ion on the $th"

Tne total ext::a. inte-rest to origÍnal mati-''.r"iiy on these issues fro¡n tlie

d.a;te of co-nrret:sion is tl:erefore some $JlIl' nillion"

lire l,iinister of Fina¡ce, speal:iilg in Comir,ittee of the ÏIous e

Seirteinbe:c )l., 1959, Seve reasons f or ilclud-ing tire ionEer inatu-'rities

tire Con¡¡ersion -].o¿n" He stated-l

" lirere atre several r"easons: Those t'iho respond-ed in time
of r,¡a.r to canacrals necessity aird. su-bsclil,red to r¡iciory loe.n
bond-s i,¡ere not d.írrid-ed- into rigiCL ea.tegories. f d.o not thinle
it r'¡oulô have gono ve3"/ r:rell if r'¡e ha-d- sorrght to d-isc-::iminate
not"¡ in the Ce¡ad-e colll.¡ersion loa¡ offerinp, among the hold-ers
of diffe-::ent ¡:e.tu-r'ities of r¡ictor;r loan issues. In the second-

¡_'t-a.ce, Íf ve h-ac1 to d.o this tremend.ous effo::t and- incu:: this
ã*.out =u i-n the couÍ"se of proinoting th-e canpaign, d.oes it not
¡rake qood_ sense to inclu-d-e the fi.¡e in tl:e one operation"

on

in



" these l-atte¡'series of vieior;r lcan bond.s ha-ve a call-
aþIe fea-,ture" Tirey ere cella.lrle fi-¡e )¡ears befo:e ma.tu::ity
a¡d- from the point of vie¡t of the in'r¡estor that u¡rcerta.int;'
has a verJ¡ ursetilln,-- effeet. lc the exient ih¿i this eighth
and- ninth se-ries represent aìlout 52"5 bill-ion over"lra;rging the
narket, r+ith all the u-ncertainty attached. to then and the
cle1:r'essinq ef:Îect thej haS on '¡al-ues su-::el;,' it ',¡as good sense
r¡ñ qnnrl lrrrq inesS tO tei<e in nO'."¡ all the outste¡d.inq series

aôof victor-;.r loats. r¿

I{e ca-n ignore, fo-r' p-reseni puvposes, the a.r'¿¡uneni t'¡ith resoeet

to equity a¡d- to cost" 3ut r"xe au.st point out that the liinisterrs

ana.l;rsis of the effect on the r¡arket of the calle.ble fea'tu-res of ihe

eig'hth anC irinth I¡ictory loan bond.s is not eniirel;r ju.stified. l'Iith-

all of these issues seltin.q belor:r pa'r, and. likel-jr to continue to clo so

for the foreseedole future, there !¡as 11tt]e real- th'reat that the

gove::nÍlen'L r'¡ould. exercise its ea11 opticir. ïn any cesêr the ltlj.ltister

cou-lc-l har¡e::errroveå any u¡.certai¡'cy r,'hich he thou-g'ht to exist b;y an-

nnrrnain¡'*1"-+ +1.p 6¡¡'l'l n¡tion on theSe bOnC-S r,¡Oul-d- nOt be exefgiSed..!v(!:u;rr-a u^!o.v urlg ve,J-:- v-J u¿v¿r vr¡

0n l"lay 28, 1959, the l.{iniste-r offered a ¡nore corn;olete e:ry]-a-

nation. Spealring in the House, he said-:

Conversion of all five victol:)¡ loan issues v¡as ûlor"e

equitable, morc effÍcient and less costly then e pieceneal
app:rcaeh could- possibl-y have beeir, Iu:rcianeutal to the
p::oject v¡as the id.ea that it r,¡ourlo- ]:e easier to sell the
pubJ-ic long-ierrn bonC's in e:eeha.age for boncì.s trhieh they
ah'ead.;,' held- thpn io sell thein lolg-ie:rm bond-s for cash"
The prospects of eash requirements of ihe Can""clial governnent
for severa,l years a,iread- r'¡ere a] so a major consicLe¡:a.tion. It
rras lir:êent 1;- iliroo::t ¡: it t,: ili.ror"e t1-c 50r'ernincnt I s c.ebt
structure, to red-'.r-ce the o-¡erheng of refin¿ncing r'¡hicl: r.'lor,::-1å

have to j:e d-one irr a.d.ditiorr to t1e'¡ money fina¡rcirg and to
lui a.s rnucl3 ^f tha cnr¡err'non{ ls d-ebt ås possrble on a lonq-
- rã''
te::¡r b as i-s . r'J

'lt is c'leaT from this stateiûe¡.t thai tne rnain reason behind the incl-usion

of tl:e iater na,turities,.,re.s tlre necessi'r,¡r ¿6 force r-rp tlee e,verage
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iri,.ir'ú:t;r. of tÌ'.e åebt. To C-c th-is, i-r, -ÌAs, necess'ary tc incì-uce a. 1a::3e

¡6çly of irolt¡-ers of securiiies to hoi-C- lorr¿:er te-¡m issues, s j-ncs tirer"e

r.¡rs I ittl e ¡rosnect of mn.rt:etinq :'t"v .r Êree 2lr1ôìúri nf l one'-tez'rn hondS.'.¡aþ ¿¿ uv:v -b/¡

The re.tes of irLierest set on the Conversion bond-s t,¡e:re the

'hipliest ¡aio'- orr q^r¡ê?nnlêr {-, iscrrag f Or" a,t lea.st t'.'rO a¡rl- a half ó"ecaC1eS.

One inr¡estner-ii d.ealer (Gaird:rer ancl Cornpen;;') in a bull-etin. issuecl- on

:lu-gust ?-2, A95'3, had- this to se.¡' alout the rates:

[]Le a.r"gu:tent r,¡hicir for the eñerage in¡¡estûr nu.st to;o a1J

the others is the 50 pe:: cent inpvot'enent irr ¡rls!¡ì- fron J
Ðejr cent to 4å per cen+,, if con.,'ersion is effecteó- irLto the
lorr,z-i ernr 1!8J I s .

Thc ccn-¡ers j-on }oncl.s, notabl;rr t:,e $ pe:: cent cî LgBj
e:-rjo¡i a. higher raie, of inter"est tha:r any ofiie:':eC. fox 2j
l¡elrs. Durin¿ 2C aÎ the past 2! y'ecrs, 1o::ç¡terl Csre.da
bon.{s si;a;.eð. close to the J per cent l-evef.lq'

The i¿inister. of lin¡nce l-aid. the el-aii¡ tlLe,i the::ates reflectecl- market

;rield-s p::er.ailirLg a.t tì:Le t ine v¡hil-e ta.kin¿r i:rto a,L.ccorint ihe s ize of

tire opera,t ion" in the neri section r¡e siral-l- in'r¡estigate, alilong other

tlrin¡'s - ¡:¡hether tl::.is cle,irn is a-e cur'¿.ie or noi.

TliE EC01,i0i'1lC II''TPACT 0F fHE C0I'I\|EP'SI0N 10.¡'i1l

The Co::r.'r¡ersion l,oan oper¿tion had. set¡e::al econoltie repercus-

sions" The nost iÍìr{edLia.te of these itas th.e monetíza.iion of a. la'-r'ge

i:or'tíoilof.bhepublied.ebt"Ino::c].ertoar¡oid-chaotic¡na^rketeonåition-s

d-r-rring the conrrersj-on period (Jut¡' 1!, to Septenber: 15), fixed- prices

-çe.:re esta.'¡l-ished. f o-.r la.r'ge institutional holC.ers of ti:-cior,v Bond-s--those

on ihe exercpt list*-v,to r"¡isheil, to sel-l- r'a.',,her than to convert" Atthe

sasie time, holð-ers of these borrds r,¡hc t're:'e not on the exempi list t'¡ere
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alloweö- to bu-¡r ¿¡rc'L sel-l in tire open ira.'r}:et"15 ,ô- dís'pa.:"it,;r åerreloleCL

betr'¡een these trro :larlcets, end. on lu-gust 7 " the 3a.n',: of Canecle arnorr¡ceä

its in{;ention to nake narlcets in a-11- rnaturities of sovez"nrnent boncì.s,to

The I'iiniste:: of Finence ma.C.e sone aJ-]usion to develo'pments in

tire nnrket orr SepÌ,enber $, 1958" Speekíng in the House, he staiecì

+1', ^+ .

Ðealers found- ihere rrrêrê soüe holders of ¡¡ictory boncì-s
1"rho preferreð io sell their bond-s rather tile.n convert thern
a:rd other" investors !¡ho o.id- not oÌ¡n'r \,'ietor¡' boncls but r.'anted-
to liuy nelr¡ conr.rersj.orl l:oncls for cash. Sales a¡C- ¡u-rchases
of r¡ictori' borrd.s d"id- noi al',.ra¡is rnatcir off fcr each d-eal-er
each ciay ancì. price flu-ctuetions occurrecl '.,¡hich nacie it sot:ie-
t in'es Ðossible for irrvest.ors to s eil- .,"icto-cy bond s f or cash
and- buy eonr¡ersion j:onris for ca.sh oil nore favour"able i:erns
than by a stra.ight conver"sion. Such a. situaJion t,¡a.s irr-
crea,s 1rrg1-y carlsing d-eJ-ays in conve::sic¡:r as some inr¡estors
held- of-í io see if thet¡ eould obt¡itr better terns, and. it
irrr¡o l-rre C. d"isc:: inina"t ion "

Cont inu-in.{, t}re l"iinister ex--o1a,irr.ed- the.t :

On Augtlst 7, on the stronÉl recomÍÌenda.t:Lon of the national
con¡¡rittee forneC- to jr'¡:omote the ccnversion 1oan, fixecl prices
r,'ere stipul-:-..tec] at '¡hieh distributors might buy victory ì:ronits
from ct¡-stomer:s. The effeet of these prices rra.s to t:ut rnatchecl
cash tra¡:sactions and. stráight corr.rersion on the sa:ne basis so
f¿-r: ag dealers remu-nera.tlon a¡rcl- investo:' cost âïe concerned,.lT

1:Í1te,T, h\rc ÌtíinÍster" d-id- not sav,..¡¿s tha.t the Bank of Canad-¿. h-acl- also

Stennpd i¡ .f:n l1p'ìr - -,ma¡lr¡ *l¡n cì.f,12rf,i_6n.

iust a.bou-t the tire thet tire 0onvelsion ocer"a.tion begtrr, signs

oÍ'a recol'ery irr ecoironic actir"ity be.Jan to ep1:ear"o &d-both in

C¿¡¿.d-e a¡.d. ir' ihe Uniteil- Sta.tes, boncì- grices begarr ta fal--'l- rapid.l;,'"

Iir Can¡,c-a, e:rirectai lo::'s of risin¡¡ interest ::e.tes !rere reiilforeeci by

t5e a.'r¡eleness the.t th-e gove¡nrirent :ves fe.cing a huge cl.ef icit, '.'¡hieh

necessitateCr hearry borror,¡in€.ì. ïn th.ese cherrgecr. cir"cumstances th.e Bank
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of Ca¡acl-e,. r¡,'¿s f¿c€d- rrrith albso::bing large se,les ìry the pubiic. 'Tron

nirj-Jir.¡r¡ to mid_-Sairi'crrhor tho Ê¿_¡!:l S ¡Oftf'Ol iO Of ,qOvefnneni bOnåS

r.,¡as increased- by [+j]þ inill-ion, anrl these ptr-rchâ.ses ì,.'ere on1]' partl¡'

off set b;,' sales of $26! nrili ion of Tr"easu::¡' bills, ittost of trhich rre::e

bouoht b-'' the clra::tered iran',:s. (See Ta.ble I1r) 0n Septenber 1-!, ihe

Eank eeaseci to su,opor:t ati but ihe trro longest Conversion issu-es. I'rort

tlLat úate to th.e e.e,z,Ly part of --ñovelr-oer, '.,Il1en it e.'oa¡cl-oned- Sup?ort of

these latte:: roa.tu-rities. the Bank abso-i:'bed. a further $1ttO nrllion iir

'l cr,!'-te-¡ll 'bond-s - nff sef '. i yr..' th j s - in lra.ri . b-¡ fu-rth.er sales of TrcasuryUUr;-- Uv;:!:È''

bi1ls - this iime tc, thc p'ene:r¡.l pu-bl-ie. for tire ;rear Lgr?" as â- rlrhofe'
I w4¡ÞÈ

tþe Ba::,k lfâS â net ¡urgheser Of governl:lel'Lts to ti.e â.norfnt of $f9t¡

míl-l-ion.

Tf t,.re loolc at the money suppl¡'fo:: tl:re yea'r 1!þ8, ve Ì""i11- find-

that fron Ðecenber J1, 1$51 fo Ðece¡nber Jl, L958, toial cu:rrerrcSr s11¡1-

che..rtereci ba-rr.k d.enosits increa.sed. fron $1t,!2J nil-lioi'i to it3"ZLf7

rnil.lion, an increase of Sl-,32)i nil-lion. -{i th.e sa¡ne tinre the govern-

nentrs net rtithdra.r'¡al- of fu:rd-s froia the narket amountee to $f,360

nil-l-ion--so.e $L,250 ¡riil-l-ion in nsr.,," iilo'o€.1¡, af,:d- $1iC mill-iol-r :"ed.uetion

in t1-,a soerrrit¡¡ hol rli¡p's of .soveïnrlent å.ccol-l:rt-,s. [he increa.se Ínu./ rrv t: " "'

money su-pply th-^refo::e was alrnosi eq-ual to ihe net ner.'¡ bo-.rrorr¡inÉls of

the go.re::nment.

The Banl': of Canad-a rtas for"ced., not on-]-¡r to íncr"ease th'e mone¡r

supply, but also to rad-icalJ-y al-ter tire conposition of its portfolio

of government securitíes. The Sanllts ciecision to neke a ¡rrarlcet in ell-

naturities of gol¡ernlrtent seer-rriiies 1^¡Ð.s:nad-e, as lr,¡es pointed ou-t ea.::líe::,
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at a, tine r¡hen the bonCr market in Canad-a r'¡as f oIj oi'¡ine a d-ot'¡n"¡ard- trenô

r,¡l:ich ha-C. becolie eviil-ent in the lie'.,¡ Yo::l< bond- nar:liet sorie tine earl ie-r'.

Und-e:: tþ.ese ci-1cumsta.:rces. the Be¡k¡s clecision to und-erte"l:e to purchase

Tfìetorv }onds ¡t ilar^ ¡mormtecL to the crea,tion of an e.r"iifieia.l ¡la.rket
d"v.'-.-""-r*-

for these boncl-s. TLre rrrore soÐhj.stice-ted iru-blie r:¡as quieÌ.- to t¿ke ac--

yäl:iiâ"åe of the situ,a.tion ancl- so1cl l-a"r"¡;e a'nou-nis of its \'¡ictory boncls

to th.e Bæik for ca.sh; rezi-izin¿ the wind-fall calitel gairrs involr¡ed.

in'r,he sucld,en ciran¡,:e irr the r¡erl¡et value of these bond-s. At this tilte

the g-eneral publ-ic r.¡as n:oving out of go.lernrneirt botid-s a:rd. ir:ibo ea-sh

a¡¿ sh.ort-telm secu::ities, a couïse of acti-on o-i-:,ite contrarlr to r'¡hat

tl:e d.ebt y¡âf,ragerlent a¡-tirorities rrust have planned. Scoti Gord-on ltas

cl-ained- tl:a.t sonie cieale:rs and large instituiional hold-ers refused Ì;o

be iured into cöä..'ersion. a*nd- th-e Sanl< offe.rleð tlr.ese hold-ers s"oecial

¡::!r¡ate deals that alloi¡red tÌ'leiß to excl:ange Yictory Bond.s for shor"t-tern

seeu¡ities frorr the 3a.n}:ts por"ifol-io, insteacl of Conversion Bond'='18

The increase of iie75 "ifllon ii: general pubiic h.old.ings of

goverrlment secu-i:ities r,¡as naC,e up of an increase of Setl6 ¡rill-ion ir,

Sar,-ings Bond-s, alrd- ßfe6 riiffion Ín. Treasury bills, Ðd- a recl-uction of

o^-o *07 mi'l'l inri ìn hn'l rlin.r"s nf ntl',or- snvcrÌiilent securities.Þ uiiiu v J f !¡+ !r Jv¡r +rr flv !L'-érr

Iir ord.e:: tci conta.in the effeet of the large pr::rchases of

iiict or], Sond-s--'Cr icir it p::oceed-ed. i o conver"i Ínt o lorr¡l-t,erm Comrersion

bond.s--tjre Bank of Õalad.a had to d-is¡ose of l-arge amount,s of Treasr:r;r'

biils and short-terra bond-s. ,{s a. result the a¡rere-ge ne.tu-l'it;' of its

portf o1 io of governnents rtas lengthened' sunsta:rtially' (see Tabte t'¡' )

1n the uor"d.s of the 3an"r of Canad-a' !-epoz'i oî T958t
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o ó . TÌris shift resufteC. fr"oill ihe erchange of a.l-l of its orm
hold-i.ngs of iIictor"j,. T,oa:t issues for lcn4e-J-iorrí Ccnvi.,r:sion
issues, froril na¡L:et ïrirejl::.ses of Conr¡ersion and. other issues
t1-r-r:'in¿ a:rd- afte:: the canpai¿1n, end- frotn sales of other (short-
terin) go\¡ernnei'l.t boncl.s arC" lreesur,v bil-l-s.rY

!êþle'.r. shor^¡s rnonthly chaxges in the corngosition of tl:e Bank

of Ca¡aclars hol-d.ings of Governnent of Õa:raCra åfu'ect and guaranteed.

secu::ities f or: 1958 and- 1959. -tlrom Jure ,Lrq5E, to Serrternller, 195ß,

roug'hl¡r the period- of tlr.e Conve::sio:n, the 3an].:rs hold-ings of such

secu-i:ities of over teir years to matu-rit¡r rose fron $296.1- mill'ion to

ljt,Zte,'6 ¡rillion. 3¡r the end. of Decenber,IgSg, the figule l:ed- r'isen

to lþf J26,\ miliion. At the sa.,re tine the Banir',.,¡as recl.using its trolcl.ings

of Treasur)'bills from ißJ7O rlill-ion at the enCl of Ju:re to'$70.1 nill-ion.

at the enc]- of Se¡ie¡¡r¡er. anC- io a, lo.v of , 6.6 nj.llion at ì;he end- o:'1

Ja¡¡¡i:rr I q$q - TJnì il in øq ^-fl sonrr..'ì f i a< nf {:r'rñ rrôt1.s and. Undef tO ma;bUf-v Ç:!u¡ir r,/ I L) -/ _,, o :!v¿v-rr!(Ð

it¡r yss* sharl:ly from th.e end. of laa;.', fg5S ($626"\ mill-ion) to the end-

^r Â"'.-¡¡r /q: c7Á t mi'l 1i^r\ hrri-, be..=-n r"¡lfin.- pfiqr Arrslrst ¡nð- reaened-Ul jlLr-ÉLLb U 1.r¿ tíjw" / !r¡tr-:!UI!l tqv vu6('*: -c.:¿ér¡:.) L- v -!

a loi,¡ of $91.5 et the end. of T4a.rch, L959.

During the ¡rea:: 1958, therefore , ihe 3a¡1e of Cenad-a. increaseå

its h.ol-d-'::-rgs o:î secr:-r:ities of ove.r ten yea-rs to naturitJ- from sorne

t.l put cent, to apnro::ine.te1;'' 50;cer ceni of its total portfolio of

gorre::nment s; a¡.d red-uced. its hold-ings of sl:ori-ierrn secti::ities

(Trea.surv 3i11s and- bo:rC.s r,¡ith less than tl^¡o yesrs to rnatulit¡') fron

abou-t jT"j per cent to sorire 10.7 per cent of its tote.l- portfolio of

governments. ts¡en if this d-icl not inpair the 3::rkrs a.bility to cerr¡'

out its 1r::ime f'u:rciion of raonete.rl' Íla¡e.genent-'and- the Go'¡e:cnor o-Î

the Sani; cfaírnecl- tna;b it d.id. not--it d-iCL constitu-te an e:ltraord.inary
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roâtuif 1ty stz'uctr-rre in ti'le por.tfollo of e. central ba¡k. Generally,

the Ba:rlr requires its holdinqs of lon.g's for. tu¡-ooses of stabilizing

the jrond, m¡rlrei;- a:rd. f Or eff ectin,- eh¡.n¡'es in the ra.te str.ucture--enc1'' 
v..v. ...J;.lv v 

'

even for sone of these operations offsrrtting sales of shorts nay her/e

to ile m:de* -foi. its rnost inoo:i:tant frmetio¡ that of controll.in¡i the'^'L !1u 
t 'i v+

money suppl;', however; it operates primeril;r in the slr.ort-terrn market.

It seens f air to conclud-e, theref ore, tirat insof er as the Sank cal be

eq)ected. to seell to a.lter (sho'rten) the rnatu-rit;" stru-cture of its

.co::ifolio in o::C-er to p'i:cr¡id-e itsel-f irrith ac1eq-ua.te tools for nonetary

nanaqeaent, these lon.s-iern holdings cafi be sa.icì- to or¡erliiâ.n8 the

market in a sense in t¡hich the old- ]"¡ictor:\''Dond-s d-id. not.

$e ha.r'e seen that soon after the Conversion Troa¡ r+a,s Lau-nehed.

signs bega:r io ap're,"r that the L957-L95t recession hed. reached- bottom.

Jn vier¿ of i;]:re huge eqlansicn of the noney s.Jpply r,¡hich had occurred

befo-re anC. d.uring the Cont'ersion, the 3a¡rll of Ca,nad-a,rs i:oIiey tuas to

allor.'r no furthe¡: inc::ease onee th-e ea¡paign '.¡as end.ed." As busi¡.ess

a.ctivit;i began io picl: up in the l-¿.st o¡rarte-:: of L]58, the Bank i.¡a.s

fa.ced- i*ith the hand-iceæ of swollen ba.nk hold-inqs of ,gove'rnments--a

result of the Conve::sion o'oeration.

Froin their'lov point at the end- of Jul-¡r,i.!!/ to their peaìr
at the end- of October, 1958, (excJ-ud-in¡: a. ienlrorrry d-irect
loan to the Governnent) the ba¡kst total- böl-C-inss of Éloa¡ern-
ment sec',:-rities rosr: by about St biltion.2O

To achierre its objeetirre of ste"bilizing the money suÐÐIJr the Banrr had

onl¡r to prevent an increase in cs,sl-r. rese-r"ves t¡hich i,.¡ere alrea.d.v d-ovro

tc 8.2 per cent at the end. of Octobe::, and- to tclle care of the

seasonal return fLo'ø of fr:nds to ttre ba¡lrs afte:: Christna,s. lurin¡;
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a959, the ca.sh reserves of the charte::ed. ba¡ks lrere l{ept r:easonabl}i

staiole e¡tl lrchaz'ie.red- banlr d-eposits a¡rl assets remainec:l- approxi.natel-;r

consia¡t.ll21 This l¡as acconL¡lished. in si:ite of noimtinE pressir:e on

tl¡e seeiri.ì f i¡ nn¡t-^'L^ ; * ^" -"^! a¡d. in the f a-ee of unr:reeed-ented. and..--* : !U U ù ¿lt ¿U-ËU¡ U , ¿:lU. ¡lr Ui¡g -: (i.U U

rrrolonged. pressui'e on the noney na::i<et"

The entire e:cÐa:rsion in ba¡l: loens,tr'hich aceornpa,nied- the re-

cover;/ of late 1!!5 a;rd- J.959, tras fina¡ced- tl:rou¿h velocit¡¡ inc:reases.

As p:'ir¡a.ie d-enanô for banlr cred.it increasecL, the ba:rlcs beca¡te net

selle-r's of go.rcrnnent sectu'ities on a sr:bsta¡tial scale (selling sone

$5OO ¡o:-ffion betrteen Seotenber , lg58 .:¡cÌ Seotember, 1959) ' e.i1d. thus,

as 'uhe Gor¡ernor cf the Banlc of Canad-a stateC. in his report f or 1959,

ll . [ire ]r::essu::e of rlsing piîirr¿f,q d-eme.nd- for benlr credit '.,¡as

tre¡smi+,ted- to the securities tït2¡yþs7"n22 ln a4d.ition to pri,rate d.ena¡c1s

foi. fuirds. the ,.ôr¡eïnríÌe¡i ói'cr¡ on the marlret to Ì;he extent of 881t
I v--v

rnillion in net nerr issues of seeurities, a¡.d. incyeased- tl:re amou:rt of

its outstard-ing short-iern d.ebt by sone åf ,f ¡iffion (approïinately

33 pev cent), bet'..een September, L958 and- Septe;nber, 1959. For the

period- Septernbe::, l-95S to Septernber, 1959, 'r,herefore, the general

public r,¡as ce.ll-ed- r-rpon to e-irsorb sotoe'9 1.6 tiltion of short-iernr

securities" Tìre ma.gnitu-de of this absorþtion can 'l¡e seell from the

fsnl: *.h¡t oanar.r'l ¡¡t'l ie hol din.os ñ€ ,¡ôr¡e1"nment, ôirpet ¡nd .otrpr.'.nteedLU.v u v¡rav c.v:-ui c:.¿ _v¿u¿+v ::vJq*¡rÉu v-

short-term seeu:rities rose from.ÈLlBt million at the end- of 1'$!4rto

õf ,687 rnillion at the end. of September:, L959" r'or 1-!!! as a r'rhol-e,

tire general public e-d-åed. Sf,75C million to its hol-d-ings of government

securities "
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This lerge â¿bsorption of qorier:naent boncls b-r' th,e gene:cal

'oublic '".¿.s 6n1¡'rrossible bece.use of the sha,rp incz'eases in interest

ra-tes t¡hich took pl-ace in 1$!!. is the Èoverrror of the 3a¡k of Canad.a

sta-ted. in his 1!!Ç repoi't:

Tire increase in interest z'ates t..¡hicir toole ìclace ruad-e it
ncre eryensir¡e to ra,ise ilrone¡/- in firrancial ne-rliets t."hether
b]' ne," borrotring ol through the sale of existing imrestments o

l:u-t also co?resÐond.ingly increa"sed- the rate o{ retu-rn avail-
alote io se,r¡ers r"¡ith mone..¡ to lend- or invest.¿J

If i,¡e look at OuOl¿ III r,¡e r.(ril-l find- that Jrield.s on short-term

government bond-s began to rise in SepterrbeT, L958 ana coirtinu-eci

sharlrl¡r urrr..'erd- u¡til- Serrtelrber , 1959" YielC.s on longe::-term bond.s

sÌ;arteCr rising earlier end- d-id- not register increases as sharp as those

on short-tern boncls. []rere l'rere ap-oîrentl¡i th-ree forces at t-.¡ork herel

the still substa:itial governrnent d.eficit fina¡cin,g a.no, its concentra-

tion in the short-term sector; the heav;r sellirr,g of short-term bond-s

b;r the ba¡.les; and- the sud-6-en l"¡ithdrar+al of ceniral bank supnort f or

ilre Conversioli issues. r¡hich left these issu-es to find- pe'r:nanent

loC-genent tirrou,Sìr fe.1linr.; prices. T¿u-s, althorrgil the Corltrersicn troan

was intend-eC- tc cl-ear the ma-r]let of a heevl¡ ove::heng of short-bond-s

so ihat Ler.¡ finaneiile r¡¡ould- be üone in the short-term market, the

..êner":l -oublie'.'as d.isoosed- to hold. increasing enou¡ts of shorts on1¡'

aJ substentia-'l- i¡rcrea.ses iir yield-s.

It rna;,- be a.rgued, that the Conversion operation, beca.ttse of the

sudLd-enness r,¡ith r¿hich it was conceir¡ed- alcl executeå; its rnagnitucle; the

-etif inì nl ¡rinas r.¡hir:h 'r¡crc nrovid-ec'l- for 'botiCis b¡- the Banll of Canad.a;c:tvtL ¿vré,r p¿*vçt

anC. the sucl"C.enness r,¡ith ryhich the Sankls support t^¡as trithd-rawn " !ta.ð-
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afr ufisettling in¡pact on the narketo ald tend-ed. to nakè'.the publ1e

regard. governnent bond.s as irnsatisfactor;' liquid. assets--thai is as

asseis i,¡ith unstaþle narket values. The fact that the rnarket had

shoun signs of uncertainty soroe time before the operation r'¡a.s carried-

out on1;ø strengthens this argument.

T,et us look hor,¡ at r+hat had been irappening as regarc.s net

d.emand-s on the market for securities. Íab1e r,rIJ shor'¡s annually the

net ner..-r lssues of securities beti^¡een LjiJ anð- Ljjj. During 195\,

1956, and- 1957, the goverurent ryas rnaìcing a net contribution of f und-s

tc the market through the reår-rction of the public d.ebt. In ]951 artð-

Lg55, it issued" J!,8 per cent and. Jo.7 per eent respectir''ely of the

net ner¡ issues of securities repa,r'abl-e in Ca.nad-ian d-ol1a.rs. In I95g'

net new issues of securities was substa¡tially greater than a¡y of

the other years, with governaent issues amounting to 48.2 per cent of

the total (pa¡'able in Cana¿ian ôoltars). In 1$!! the total nel¡r new

issues of securities feIl belot¡ the 1958 figure, but remained at a

high Level. Of the amor:nt of $2,0J6 million, \2"7 per eent repre-

sented net netu issues of government seeurities.

In 1!!s a:rd- 1959 there ltras a sharp inerease in the amount of

nerf aoney raised in. the Canadian bond ¡aarket and most of this inerease

riras aecounted. f or by the sud.d.en upsurge of government borrowing" In

facto in both these yeaïs Provincial Governments a:rð cor;oorations

raised. less new money in the ca.rra.ðip,n narlcet ti:an they d-id- in 1951 .

Up to the end. of Septenber, L!!8, the pressure on the market front

this l-arge scale increase in government borro:'ring v¡as eased' by the
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expsJ1sion of the moneJ¡ supply and. b¡' the fact that the banking system

'"¡as absorbing le:rge a¡ounts of gorrernment securities. !'rom that d.ate

to the last quarter of 1959, ho',vever, r'rith the d.ampening d.o'.nr on expalÌ-

sion in the money supply, ild the upsurge in bu-siness aetivity, the

SitUation r.¡rAS revôìr<ôA Tha nnagsuïe oil the bOnd. marlcet arising frOrn

net issues of securit ies r¿¿.s aggravated. by the f aet that the benks were

norr large net sellers of government bond.s a-ird. bi11s" In analyzing the

rise in interest rates lyhich took place dusing the period., these eir-

cumsta¡ces must be assessed. against the baekgror:rrd. of the effects of

the Conversion T,oan and. the eonsequent atti'i;ud.e of the general publie

to hold-ing go\rernnent securities"

As Frofessor Sarber ergues, the effect of the ConversÍon l,oan

on the portfolios of members of the general publie was to make those

portf ol-ios less liquid- than they previousl)¡ were; The average terrn

&^ n^+"-i*-r ^4 á".l.1 ,ia L^1À;*-^ ^S -^*^-**^*J- ^^^.--^;¡i^^ l^- ë^-'vv lrduqrrud, ur ¡iralfig hOld.ingS Of gOVernment SeCU-ritieS (eX. SaVrngs

3ond.s) moved" from seven years at the end. of lr957, to thirteen years

and- fo*r months a*- tr'ra aná nr to!8; at the same time the proportion

of public hold.ings of þovernment securities in the eahegory fi.re years

and. und.er feIl from \7.7 per eent at the end of 1957 to JO.! per cent

at the end. of Lg58 "2\

In ad-d.ition to its e:ifect on portfolio liquid.it¡', the Conversion

also introd.uced. sone instability into the priee of governrnent bond.s,

fhis instabilit]t v¡as mad.e more severe by the fac"u th-l.t the market'.,¡as

alread.¡t wea].ening: r'¡hen the operation tr¿.s und.ertaken; a¡d by the general

alra?eness that d.efieit financing by the goveruoent r,ras liliely to
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continue for some time, t¡ith eonsequent increases in inter.est rates,

but with the threat of a fall in prices if a tight noney policy had.

eventually to be applied." One investrnent d.ealer '*rriting to the

Governor of the Sank of Canacla on July L6, 1958, had- this to say:

1¡Ie also see:
I. Absolutell¡ no evid.ence of any cutbaelr in Ïederal

spend.ing.
2. . I'ionetar). eq)a¡.sion in the ord-er of roughly

$f"25 billion since August , 1957 " "
3 " Xhough d.eficit f inancing in the next year or three

to cause consid.erably more monetary exlgarsÍon,
or much higher interest rates in the long end.
of the market, or both, &d r+hen the infla.tioirary
pressrLres become severe, there may be a need" for
a severe money squeeze v¡ith d.epressed. 'oond.
priees.

These consid.era.tions should- therefore cause us to eounsel
clients to preser',¡e liquid.ity at aJ-1 costs,25

The effect of th.ese forces--the need for liquid.ity, and- the

u¡certainty about bond- prices--i'¡as to push up the yield. t+hich investors

d.esired. befo:'e they r'rould. part v¡ith fund-s, a.nd. to malre sales of long-

term bond.s very d.ifficult ind.eed.. r¡Iith the pressure of heavy se11.ing

by the banks a¡d. the government, yiel-d.s on short-term bond-s rose more

rapid.ly than yield-s on longs, Ðð the d.ifferential bett¡een slr.ort-term

a.ird. long-tern yields namov¡eð apareciably betr"¡een September, 1955 and.

September, 1959"

Table VI-A shows yleLd-s (on a¡ avera,ge monthly basís) on

Government of Canada bond.s between September, L95B and- September, f959"

It v¡il1 be seen tha.t i,¡hile;¡íe1d.s on the 3 per cent Decerober 15, 1960

rose fro¡:n 3"o7 t,o 6"21; on the 3 per cent tulay 1, 1961 frorrt J"OT to

6.3\; and on t}re 3 per cent December 1, 1961 from J.I! to 6,33;
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yield-s on the ]å put cent Oetober 1, ]-g?g rose from )+"10 to 5.23; on

the S per cent September L" Lg83 frcn ["56 to 5.61, and. on the 3 3 l+

per cent September L5, L9g6--Ì'larch 15, LggB from 4"26 to 5.O2" The

spread. in yield. narrowed. from J"20 on the shortest bond. includ.ed- in

the table, to "751 on the Longest"26

lrle ma¡' close this d.iseussion on the economic consequences of

the tonversion T,oan v¡itir some comarents on the effeet o,fi the rising

yíeld"s on the Canad.ian foreign exchalge. Ás interest rates in Canad-a

rose sharply foli-ovring the Conversionu the d.ifferential between United.

States rates and Ca¡adian rates r.¡id-ened. atrlpreciablyo e.s the followíng

table ind-icates.
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1O6q - ToJrrrrrr"¡¡ 27
-JJv

L95, - Jaluary 12
t956 - October J.
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') Jv
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Source: F.. I. Artus, rf Canad,a
June, L962, p, 367 "
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1l-7

For freasury bil1s the figures compare the Ca¡adian average
tend-er rate on Thursd-ays with the United- States rate on the
preced.ing N{ond-ay. The d.ates given for }ong-tern bond.s are
all 't'tred¡esd.ays. The table shol'rs the r'¡id.est positive margin
on Canad-ia¡1 ra;bes in each year on this basis--though this
is noi: necesse¡i3-y the actual peak for the year in question"

The d.iff erential between Oanad-ial and United. States rates had-

begun to tuÍd-en irr late L956, but tr,¡o suåden iuni:s occu-rred. in 1958

and LJjor, l,rith the d.ifferentia.l wid-ening most on short-tern securities.

Even r,¡ith the shar-p inerease in these d.ifferentia,ls the Sanir of Canada

maintained" a. tieht erip on the looney supply. The 3a.nk appa.rently he1d.

¿1r" sjsïr th¿f itl"ras more inrporteuet to contain inflatiorrary forces than

to act to reduce the rising d.ifferential betneen Canad"ian a¡rd Ïlnite,L

St¿'Ltes rateg.

The d.ifferential in rates, and. the restrictÍr'e monetary policy

in force in Canad.a 1ed. to heavy- borrovring by Ca:ra.d.ians in the United.

Sta.tes market. It ea.r-r be seen frorri Table VI that from l$!6 through

fu 3jj) there r,rere l-arge net sales of new Carrad-ie¡r seeurities abroaÔ,

and. these rt¡ere made mainly in the tTnited. Stafes. lhe figures of net

sal-es of net'¡ bond-s outsíd.e of Ca¡ra.d.a by provincial and- nn-:nicipal

governments and. corpcrations ere as follo\^¡s:

W58 SDIT mittion

L959 $J?J milion

The continuing transfer of these la.rge a$ourrts into Carrada

contributed. to a¡ inerease in the premiu-m on the Canadian d.oller. The

valu-e of the Canad.ian d.o1]-ar which stooð a;b a premirun of sone 2 per

cent in Janua.r.y, l-958 vis-a.-vis the united. states d.oIIar, rose to a

prenlum of close to 6 per cent in Septernber, 1959"

tg56 $482 ¡rittion

1q67 $521 mil.i ionL-)Jl iJe¿ 4'ê''È
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Provincial governments e munieipalities and. private corporations

rvere not the onl;r ones to use the ünÍted- States rnarket" Idclaurl¡ states

that:

. rrnd.er the pressure thal d.eveloped. in 1959, the banks
obta.ined. fu¡rd.s for use in Ca¡ada b)' soliciting foreign
current d.eposits t'.rhicb they d.irl not offset v¡ith- investment in
foreign eurrency âssets. (There are no specific reserve
requirements aga.inst foreign cuïreney liabilities.) TÌre
result tuas the seae as if the ba¡l.1s had- sol-d an equal volume
of securities in. the d.omestic rnarleet" The cost involved.
d.epend.ed. on the relati'.¡e rates of interest in lTer,¡ Yorlc e¡d.
in Canad-a and- ttre cost of forward. cover" Í.ppa.rentIy the
banks found. this cost less than tha.t ¡¡hich they woul-d- have
incu-rred- on ad.d.itional sales of securities, for they acquired.
more than $tOO *iffion in this fa.shion over the course of
the year"27

The lea.der of the Opposition, Ilon" I,ester Pearson, r,ras making

a valid. point rnrhen, speaking in ihe Ilouse on Sspfsn¡er 4, i-!!8, he

asiced. the lulinister of I'inance rn¡hether he th.ous'httr. that the long-

terrû effeet of this conversion basing our interest retes at $ per

cent, na,v have the possible effect of íncreasing the prerniun on the

Canad-ian d.ollar"tt28 i.s ¡latters turned- out, røhen u:rernploynrent beca¡e

ái:serious problern, exchange rate movements proved- inconductive to the

need-s of d.ornestic polieies a-imed ¿;b encoureging the growth of enploy-

inent" Wtriie sueh anti-cyclieal polic;' necessitated. increasing e4poris

a¡d- red"u-eing in:.port competition, the e:lcha:rge rate t^¡as rising re,ther

than fa1ling, a:ril this was making less effective rnost policies d.esigned.

to st j-nulate internal erpansion.
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[Er PUBIIC DBT: ]TS SIZE .4]TÐ TEE DISTF-I3UTIO]I
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The Si.ze of the Public Debt

The gross publie C"ebt, ruhich stood. at $f7,J1J miliion a.t the

end. of 19\6, r¡as reduced. d.uring eveïJr year (except L953,1950, and.

1955) up to ï957" Since L957, the d.ebt rose from $f5,6f6 million to

*t7,7\7 million Ín 1960. (See Tabie IX.) ¿" a percentage of gross

national prod.uet the d.ebt has fallen consid-erabl-y; from 1!'6 per cent

in 1g!'6 to 49.11 per cent in 1!60" A si¡nilar pattern ean be observeå

in the d.ebt outsid-e of the Sank of C¿¡1¿¿* and government accounts.

The a¡rou:rt of d.ebt in this category feI1 from 122 per cent of gross

national prorì.uct in 1!46, t,o 39,3 pev cent in 1960" (See T¿b1e TIII)

As a percentage of total d.ebt (Government of Cana.da, Provineia.l,

l'lunicípalo Corpora,t ion and Institutional- bonds) tUe total fed.eral d.ebt

has also been falliirg stead.iL5'" Tron ]jJ2 fo Ljj-9, it fe1l froro 6L!,S

nar aa¡'fi #a ñô ? ncr eent- (See Table ]li)l1Y¡ vçflU vw )W6) VçL uç¡¡v. \vçç

Interest payments on the d.ebt have fluetuated- d.uring the post-

t¡ar period , rising: fronr $\4Li million in 1gl{6 to $Ll6r mil-']-ion in 1949,

then fall-ing, and. rising again to $5Ott' rlill-ion in 1!!l+; rising there-

after rrom $5r9 mil-lion ín 1!!/ to *156 ¡rillion in 1$60" Äs a

percentege of the gross national produet interest charges fe1l al-most

consistently from 3"7\ tr*, cent in 19!6 to 1"04 per cent in 1958, but
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rose from that date to 2"1.0 in 1960" (See Table I¡III.)

lhe !isiribu'i;ion of Or,¡nersElp
of the Publie Ðebt

In d.iscussing the size of the pubiic d.ebt rçe he¡¡e to d.ecicle

r¡¡hal d.ebt concept it is most conrrenient to employ, anð v¡hat other

eCOnOniC variables v¡e shall use irr or.ãa¡.fin ¡l .Ce the d_ebt in proper

perspective. Snitl:. å,rgu-es that,

. t.he gross public d-ebt, r','hich is the most commonly used.
d.e'ot concept, contains irnportant elenents of f lctitious d-ebt
and- that exclu-sive e.ttention to it gives an exa€gerated. im-
pression of the size of the d.ebt, its tend-ene¡' to groru
contlnuously, and the problems of mana.ging it.

Fe is of the viev¡ that.

. for nost pulposes the publicly he1d. d.ebt is the a.ppro-priate concept to use, sinee this is the d_ebt iyhieh must
find- lod.gernent vrith private-investors and. on r+hich the
treasury must pa.y interest"r

i'Ie ea.n aceept smíth.ts concept of the d-ebt as a.d-equate for our

Oresent purpose. As v¡e have seen ín Chapter IT r.¡hen r.,¡e lderê d-ealing

trith the conversion troa¡ of 1-958, eha::ges in the size or rsaturity

strueiure of the pu.blic d.ebt he1d. by household.s and- financial a.nd non-

financj.al- institutions bring about ehanges in the liquid.ity of the

portfolios of these gfoups, and- affect both the 1evel and the strueture

of interest raies" Further, changes in the volume and- ma.turit,l' *t"o"-

ture of the publicly held. d.ebt ca¡ affect the interest cost to the

goverrìment through their effect on the level and- structure of inierest

rates. 0n the other hand, changes in the volume of public d-ebt held.

b;r government accounts, r+hich d.o not affect public hold.ing;s of the d.ebt,

are of littl-e eonseqllence for our anal¡rsiso even though such ehanges
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may inclrease or redruce total d.ebt" Sinilarly, changes in the volume

of pu-blic debt held. by the central bank, r,¡hich d.o not affect public

hold.ings of the clebt, are importe¡t for or:r analysis in two circum-

sta:rces only; first, i,rhere they resul-t in a shift of government

deposits fron eommercial banlcs to the eentral bank; a.nå second., where

the¡' lead. to net nonetary erpaxsion"

'f¡Ie shall first exa¡ine the cha:rges that harre taken pla.ee Ín

general public hol-d-ings of government d-ebt in Ca¡ad.a betv¡een 19)+6 a:rd.

L959. tr'or purposes of this exa¡nination the categor¡' rrgeneral publicrt

rr'iil be broken dor,m into fina¡cial institutions, non-financial corpo-

rations, household.s e¡d- non-resiC.ents. Inelud.ed. erong the financial

ínstitutions r'¡e find- the chartereð ba¡lcs, inr,uralrce eompa.nies a¡d. the

Quebec Savi-ngs Banks, r,rìrile non-financial corporations includ.e buslness

firms and. pension funds"

The Chartered. Sanks

Chartered. 3a¡1c hold.ings of governinent secrrities stood. at

approximateay 50 per cent of tota.l be¡l< assets in 1946. In f947, there

tra.s a sharp rise in loans and- a correspond"ing d.ecline in hold.irrgs of

government seeurities, and frorn that time to the end- of 1950, govern-

ment seeurities a¡ounted- to bet',¡een l-lO per cent a¡d. Lt3.?. pex cent of

bankst total assets. (See Table X.) The ge.eral trend sirrce the enð

of 1950 has been a sharp d"eeline in hold-ings of goverTìüents as a pro-

portion of total bank assets, and narked. cyclieal eh.anges in the

volume of such secu¡itíes held- bJt the banks, together l,¡ith artmarked.

shift array from longer-terrrr governn:ient issues.tt2 (See TeþIe )ç.)
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â-*Exclud.ing Canad.ian it ems
and- letters of cred-it: all other

Sor:rce: Ba¡rlr of Canada,

in transit ; acceptances guara:rtees
assets.

Statistiqal-Ep¡qnar¿, L959, p. 46.
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.[s luictratr-v elirlains :

" Since the beginning of 1950, theye have been four period.s
during v¡hích chariered. banlc loans have exparrd-ed- ratrlid.l;r, seîla-
rated. by threo pe:"iotl-s during r,¡hieh tl:e banks have ad_ded-
substarrtiall¡' to their hold.ings of governnent seeurities; in
three of the four periods of loan eryansion (the exeeption
being l.952-1953), the increase in the volume of loans outsta¡d.-
ing :,ras fina¡eed. primaril¡' by reduetion in government seeurity
hold-ings " r,'hen the shifts fro¡q governnents to loa¡s rea.ched
the proportions that they d.id. in L955-L956 a:rd. 1!!8-A959, it
is not d.ifficult to apueciate the banlrrs need. f or liquÍd.ity
sole¡r fron the point of viev¡-of minimizing losses on security
sales in a d-eclinÍng na.rket.J

(See fable X].)

We pointed- out in Chsptrsr IiI that du-rin¡" tlrc 1Q62-la5i loan

eræansion, the banks r,¡ere in a position to expand. their total âsssf,s,

and. the government red.eemed. Deposit Certificates ',.¡hich they held-.

T]rere itras therefore no need. to setrl eovernmeirt securiiies in ord.er to

eqrand. loans.

' The effects of portfol-io sr¡¡itehing on the proportion of

government d.ebt held- by the banks ca¡ be seen fron Tabl-e X" There r.ve

find. that betr+een the end. of 1!49 and. the end. of 1951, governnent

sec'¡rities held- b:r the banks fell fron 3j.) per cent to 18"!.per eent

of total Government of Canad.a d.ebt. Tiris d.ecLine aecorry)anied the loan

e4pansion period. extend.ing roughly fron August,l!!0, to Mareh, 195f .

Sinriler ehanges ca¡ be 'uraced to the loan expansion phases of }¡tay, L955

- ^-ato i'iay, 195b, arrd September , L958 to Se;otentber, 1959. The table shows

al-so that in period.s of slack d.enand. for loans the banks tend- to build.

up their hold-ings of government secu:ities.

îhe introd.uetion of the 1l per cent liquid asset ratíórin 1955
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TÁBT,E NI

CH-AIüGES Iif CTRTATI{ CH}B.TffiED 3.4],TK .ASSEIS A95O-L959

Millions of Dollars l{onth End

Spproximate Period.s
.r 
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l;h4neô l$ ll^ lrlmô
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1\

s 1â11ô ì ñ øu

Change Ìn
lot al
,4.s s et sc

,{ugust, 195q
lviarch, 195IcL

Jul¡' o L951.
July, L95Z .

Àugust, I95Z
Au-gust " L953

June, 1g!!.
,Trrno 1OÃñYB¡v, ùJ)/ .

May, L955
lÍay, LJj6" 

"

August, f951
Arr orr c{: 1 O 6R

') lv ø

September, l9SB
September, L959,

-45s

+333

-211

+ø,27

-9Otr

+-1,JÌ+27

-L,063

Án?.

+60

thkr 4

+LoL

+ì 1oq

7^1

+L,162

$ +58

+l+et

+Ã2ñ
'J-v

+ 1 ¡)+)r

+?o+

.r'r n6,a

+'l 71

a\ralued- at llnot exceed.ing narket valuerr prior to 1957; at
llamort ized. valuerl therea.fter "

bÎot"l Ca¡adian currency loans, exeept d.ay-to-clay loa¡s; does
not inelud.e investments or nortgages.

eTotal of Bank of Canada notes anð deposits, day loans,
governiïent seeurities, net fOr"eign assets, Canadian eurrency 1oans,
mortgages, and- other Canad.ian securities" Ðoes not inelud.e items in
tra¡sit, contingent liabilities of customers, or rlother" assets.ll

dIn Ïubtoary, i-951 the chartered. ba¡ks agreed to a ceiling
on lsans.

Source: B" K. l,{c!aury, oB. cit., Table T-J, p. 216"
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Ied. to a substantial eira¡rge in the eonposition of bank hok1ings of

governnents" 3y the time the ba¡ks had. achieved. the required. i-iquid.

asset ratioo in ÞI¿y, 11956 their hold.ings of Treasury bi]ls ha.cl risen

fron J per cent (on }Tovernber, 1955) to / per cent of total assets,

ancl tireir hoi-åings of bond-s in the over two-year categor;r had. farl_en

irom 2J per cent to ù per cent of total r"""tr.4 rntrod.uction of

the liquid. asset ratio also impor::rcled- a large proportion of the banks t

most f-iquid. assets, and. mac.e it necessary for them to coireentrate

no::e of their portfolios in the shorter maturities if they r,rere to be

able to shift out of governments r¡¡Íüroui seveie Losses"

The main consequ-ences of changes in bank hold.ings of govern-

ment securities relate to cha:rges in vel-ocity, and ca¡r be consid.ered-

outsid.e the imraed.iate scope of our anal¡rgis. It may be of interest,

however, to d.ea1 briefly t¡ith velocity ehanges in the post-r^¡a¡oeríod-"

Ïf r,te d.efine the mone;' suppl¡' a-s comprising cur:::eney outsid.e the banks

alð non-governinent d.emand. d.eposits, '¡,rs find. that irom the end. of 1!46

to the end. of L959, income velocity increased. by some 8! per cent.

Ar:out 2j per eent of this inerease took place befove 1950, roainly in

1-9\7, and- can be aecounted. for by the uorking off of exeess liquid.ity
built up di:ring the l'¡ar. The subsequent changes in velocity ca:e be

traced- primarily to cyclieal pressures. In 1951--1t!2, und.er the iqract

of the cred.ít ceiling, velocity rose some 2o per eent ín eighteen

months" Beti,'¡een the end. of 1955 anù the third. quar"ter of ljjl, r::rd.er

central- banl< restriction on money supply, ve1-ocity rose by 2j pex cent"

ln the su-bsequent recession velocity fe1t, but regained. its previous
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level in the recovery of 1!!!-

Tnsurance Compa¡ies

life insurârLce coÌB)anies are cornroitted. to fixe,i contraetual

obligations at siated. ra.tes of interest" and- the inco¡ne from their

investments must be sufficient to cover ihese fixed. Iiabilities. Åt

the sarne tÍme their receipts of ner¿ fr:nd.s are usuelly in exeess of the

outflow of fu:rd.s and- ad¡inistrative expenses, and. so, the need. for
lic¿uictity is not a pressing one" rn a.d-d-itioir, the reeeipt of ineome

on outsta;rrd.ing investnento au.d- the maturing arrd. a¡ortization of their

investments, provåd.e these eompanies r.¡ith substantial sums for re-

investment. l-s 1¡f" 11. IÏood- and 0. if" l.{ain eomrnent:

The influence of the Canad.ia¡ life compaaies in the
Ca¡rad.ian capital market nn:.st be assessed not onl¡r by the
arnount of new fiurd.s they bring to the market but also by
the amount of fund.s they secure fron the matrrring of their
assets o fron, the sale of assets, and. from rep4yment on
mortga.ges and Ioans. The arnor:nts arising fron d.isposal of
assets or the reoayment of loa¡s in a year aïe norûally
two or three times the net neru fu¡d.s aequired. from current
operations. . I^ü::.en the life companies are trad.ing in
assets, oru¡hen theye are heavy red.emptions of outstand.ing
securities they ov,rn, they may swiieh up to one-third. of
their assets" Thus the total a:nount available for nev
investment in Ca¡ad.ian assets by the life cogrpanies has
reached. as high a= $7gO nillíon j^r¡. one Tear.5-

The investnent business of life ínsurance eompanies is primarily

long-terur ir character" Thei:: liabilities are usua]-1y long-term, æd

since cash inflolrr can be eqgecied. to exeeed- cash outflolr, fu-rld-s can be

invested. r,¡ithout too mueh regard- being paid. to liquid.ity. The main

risk r^¡hich these companies must guard. against is the risk of ehanges

in interest rates, l,ike nost long-ierm investors. life insurance
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compa¡.ies nmst seelc to average out the ¡'is1¿s on investments mad-e Ín

d-ifferent tine periods, and this poses saecial probleris tvhen the fu¡d.

for investment is continua.lly increasing" i-s TIood. a¡d. t4ain eontend.:

A. . " risk against whieh they ea:t insure thernsel-ves is the
risk of changes in interest rates d'uri-ng the period. of the
investrnent. Unless the trustee is r'ri11ing to garnble on changes
in the interest rates, he should. airn to hed.ge his position by
matehing his na.turing assets against his metr:ring liabilities.
If his frrnd. v¡ere in equilibriun so that cash inflow just
equalled- eash outflow, it v¡ould. be possible to proteet his
rrosition prorrid-ed. there rrere no cba:rges in the interest rate
stru-eture. Eor,rever, in a grovine fund., it trill be more d.iff i-
cu1t, beeause . " . cash jncorne will exceed. ea.sh outflot¡, and-
the proportion of long-term assets nust exceed- the proportion
of long-tern liabílities because liabilities carr be met out
of current operations for some time. . Ind-eed-, v¡ith a
continually gror,ring fund., there r'¡ould- be no need. to hold assets
to maturity. if the trustee maintains his fund.s in such a way
that his assets are of shcrter l-ength tiran his liabilities,
then he is o;oen to the risks of a d.ecline i¿ interest rateso
g:rd- is speculating that they tuiLl increase""

In ad"d.ition to the portfolio policy steruning frorn the nature

of life insuranee liabilities" these eompanies are subject to lega1

li¡aitations which ha.ve a d.ireci bearing on the securities they may

hold-" In ord-er to protect policyholders, the lat'r stipulates, for

exarnple, that insurance eonpanies may invest in: (a) glxed- income

securities baclred. by taxing poi¡er or real property, (t) corpore.tion

d.ebentures, where the issuing sorpora.tion has paid. d.ivid.end.s equal to

or above a specified rate for th.e preced.ing f ive years , or has had.

ea.rnings for that period- of tv¡iee its annual interest requirements at

the time of issue of the debentures.

If we look at the d.istribution of investment in the portfolios

of life insurance companies since !9\6, t¡e find- a stead.y drift away
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from government secr:sities a¡d into investment in housjne a¡d. eorooraje

securities. r¡flnile in 19\!, 66 per cent of their assets r,¡ere in govern-

ment securities and- J4 per cent t,¡ere in priva.te d.ebt, in 1959, some

2'ì nar aon'l a{ rL¿ yçr þs¡ru u¿ assets tvere in governnent (Fed.eralrProvincial, and.

liunicipal) secu-rities, anð- 79 per eent !¡sre in private d-ebt. Among

private d.ebt hold.ings in 1!l!, soüe 26 p.y cent represented- corporation

and. other bond.s anð" 37 per cent represented. mortgages and sales â€Tee-

raents.

The high proportion of government bond-s aequired- d.r:.ring the

war brought about an alteration in the security portfolios of the

life insuranee eompaties, and. tend,ed. to reduce the average yield- on

their investment.

The aeeunnrlation of lower-yietd-ing seeuríties aecentuated.
the d.eelíne in yield. on inrrestment that had been continuing
sinee L929. In Ljzj life corçanies earned over 6 per cent on
their investnent , but by 1947, they l.rere earnine only È p.t
cent. At that point, the yield- was getting d.angerously cLose
to the rates set in ealculating premiums, in spite of the
improvernent jrr mortality rates during the periãa.7

As one v¡ould. erq)eet, the eurrent level of interest rates is

an importa.nt consid-eration affecting life ínsu-ra¡ce d.enand.s for

government securities. The contractual obligations of these compa:ri-es

make it necesssf'J/ for then to earn ari average miniüu:tr retr:rn on their

inr¡estments. Thus, r"¡l:en the yièId- on government secu¡ities is belot¡

this required. average minimum yield., life insuranee companies nnrst

seek alternative investment outlets. In CanaC.a" the post-wa:r period

has been largel-y one of relativel lor¡¡ and. stable rates on governnent

long-ierm bond.s. For the period. December, 1947 to September, !951,



t3r

there l'rere only two period-s when the theoretical- yield- on Government of

Ca¡ad.a 15 year bond-s exeeed.ed. Jå per cent; these rvere in 1953 ana

L957. It is not surprising therefore that life insurance companies

have sought aggressively to find investnent outlets q¡hich pro''¡id.e

higher returns the:r government bond.s" Tl:.e nain outlets ha-ve been the

field. of housing, r.there betrrreen f!46 and. Ig55,2"3 bilfion d.oll-ars

v¡as invested. in mortgages,S *d in r,¡hích the conpanies had. 37.2 per

cent of i;heir assets invested. írL 1959; arrd- corporate bond-s, in r.rhich

the cornpa¡ies had- placed- ?-5"7 per cent of their assets in 1!!!.

In a-ddition to ilr.e superior atiractiveness, in terms of yield.,

of corporate bond.s a:rd mortgages, the eontinuine shortenj:tg of tlre

eïerage maturity of the pultlie ilebt has uncloubted-ly bee::. a factor in

the shift a.w4;r from governrnent securities" One of the âttra.ctions of

long-terrn bond-s is the prosÞect of selling them at a profit as they

near rnaturity, aricl- a.s persons need.ing more lÍ-o;uid. assets are r+illinp-;

to accept then a.t lo'r¡er yield.s. As the everage matu-rity of the d.ebt

has shortened. the possibility of this type of return has d.iminishecl"

The redueeC.. attractil"eness of Eovernment bond.s has led. Eood.

and- Itiaín to conelu-d.e that:

.lhe continued. d-eeline in the hol-d.ines of government
bond-s " is not surprislng, nor ir¡oul-il- it be surprising;
barring cha:rges in the structure of interest rates o to see
the trend- continue until the life conpa:ries hold government
bond-s onl¡r 96r eiilergencJ¡ purposes, or f or lack of im.ned-iate
opportuni'uies f or irrvestment ")

This is a rather pessimistic vier,¡ especlal-ly as governrnent

secu¡ities have much greate:: narketability than both corpo::a.te bond.s

an¿l" mortgages. In fact, since the sharp rise in interest rates
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folJ-oruing the Conr¡ersic)n loan of 1958, there are some small- signs that

insure¡ce cong:aaies ha.ve at least iralted. tLLe reduetion ín absolute

hold-ings of government secrrrities. Since l-947, the trend. has been a

continuing d.ecline in both the absolute vol-urne of governrnent seeuri-

ties helcl, a.nd- in the proportiorr of tota.l assets hel-d. in such

securities. Table XII shor,is that v¡hile betr,'¡een 1951+ a¡a Lg51 , hotd.ings

of government securities d-eclíned. from $BIto mil-lion to $53S million,

such hold.ings increased. to $557 milt-ion in 1958, $617 millior, in 1959,

a;.0- $699 ¡rillion in 1!60. The shift in the alloca.tion of inrrestment

seen'rs to have been ma.d.e at the ey+)ense of inrrest¡nent in corpora.tion

arrcl other bond.s. As a proportion of total assets, investnent in

corporation and. other bond-s d.eelinecl from 26,7 per cent in liiS to

2!./ per eent j-n 1959, and- 24"J per eent ín 1960. Und-oubted-ly this

is a. very moC.est shift when one consid-ers the consid-erable inerease

in long-terrn public d.ebt due to the Conversion loan; nevertheless,

it d.emonstrates tha.t at higher interest rates iirsurc,nce eonpanies can

be induced- to hold- more Eovernrnent securities. Beca.trse the statistics

d.o not shor'¡ r^¡hat proportion of the irrereased hol-c1'rngs of public d,ebt

is represented. by short-tern seeurities, hor''rever, it is not possible

to d-eduee r'¡hether the ner'¡ trend ea:r be eryecteCl to continue for any

length of tine.

Tru=t -Cotpanie=, P"nSiot FqdU
a:',ithS_$@

Table III also gives figu:res of selected- hold-ings of securities

of O¡rebec Sa.¡ings Sanks, seven l:iortgage a¡d- l,oan Conpanies , Ðd seven
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Trust Companies" [hese tables shor,¡ tha.t for each of these é]roups,

Government of Ce¡ad.a secrryities have re¡resented a declininE 'propor-

tion of total assets since f9\2.

In the case of O,uebec Savings 3a¡ks the volume of -Ted.eral

securíties held- remained. fairl;r stdol-e uniil A953 tn the face of

increases in total assets. In 1954, thele r¡as a sharp reduction in

the hold-ings of such securities , and. an equally sharp inc'rease in the

hold-ings of provincial and" municipal bonds" Bett'¡een f9r3 and. 1959,

hold.ings of Government of Oa¡ad-a secrrities fe1l from $91"6 nillion

to $28"2 million (fro* 49.! per cent to 9.5 per cent of total- assets)"

In the ea.se of the rnoriga-ge and loan compa¡ies and t:'u-se eon-

paaies the stor;' is also one of a :'eduction in the totel essets held.

in Government of Ca¡e-da securities" Eor these grollps there r'¡as not

a significant reduction in the vol-rme of such securities, but ra.ther

a channell-ing of ner.,i fllnd-s into other investnnent outlets; mainly

mortgages arrd. corporate bond.s.

llon-I'inanc iaI Coroor at ions

lhe rnqjor part of the excess fund-s of Canad.iân corporations

is invested. in governrrent securities, anð these corpo::ations prorrid-e

¡rob:blr¡ the best marlcet for shori;-te-¡"m bond-s. 3'rom f946 to L959,y'"-v--J

iror.¡cve?_'oith the nyncrrîion of loõ(') ì:here ha.s been ¿ Stead.y d.eCline:!v,/vvv¿ r -)/"?

in the volume of Gove::nment of Ca¡ad-a secu-rities held. by non-fine¡rcial

corpora.tions" (See laþle XIII") At the sa$e tine this group has ad.d"ed-

stead-ily to its hold.ings of trother secririties"rr r''lhile hold-ings of
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gorrernments fell- rron $727 mil-lion in 19\7 to $575 nj.Ilion in l-957,

ho]dings of other seeurities rose tron $55r million in 1947 to St,64i

million ír' Ijjf. (See Table XTir.)

Househglds e¡d. lTon-Resid.ent s

Fro¡r the evailable statistics it is not possible to malce a

u-seful ana,lysis of changes in hoLd.ings of Government of Ca¡ad.a securi-

t'iac }'rr l.,nrrcaho]ñs- It is nossitle to make the broad eonunent tha.t!J :rv q! v::

r+hile the hol-ð,inEs of Govern¡rent of Canada marLcetable securÍties in the

hand-s of private inclividuals has d.ecl.ined. up to 1958, hoJ-d.ings of

non-maïlretable securities (Carrad-a Savings Bond-s) have increased sub-

stantially; from $72J mil-lion irr 19\6 to Çi"zLZ miltion in l$!t.

(See Table XIII)"

lTon-resid.ent holdinEs of Government of Cana.d-a seeu-rities have

registered a steady d-ecline sinee 1951" Settr¡een 19\7 a¡cf 1!!0, non-

resiaent holdings rose fron $f,OiO million to $l-,J67 mittion, but fron

then u:atil 1959, the volume of such hol-d-ings had- fal.len tr6 $722 mill-ion.

The d.ecline h¿,s been d-ue mainb' to the ie.et tirat the f'ed-eral Government

has not been issuing seeu-rities.pa¡-able in foreign currencies. The

sharp rise in 19\9 .o¿ 1950 can be explained. b¡r the specul-ative eapital

inflov¡s v¡hich d-eveloped after :"evaluatior' of the Ca¡rad-ia¡ dollar in
- r oìro*) . ,) ø

The_Panl-. of !anad.a. ancl. Goverglnent. Accounts

The volu:le of Gov'ernment of Carad-a secr,¡rities held blr the Bank

of Ca¡ada incyeased. fron $f,879 miliion in 19[7 to $2,74\ million in
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- ^/^1960" As a proportion of tota.l Government of Cana.da securities out-

stand-iir61 the Bankrs hold-ings increased. frorn 11"2 per eent in 191+7 to

a peak of 16"2 per cent in 1$f/-1Ç!8, ancl fel-I to l-5"L pev cent in

1960. (See Tab1e ïY.) The gro',rrth in central- banlc hoIð.Íngs of govern-

ments up to I]JB t,ras concentrated. prirnarily in the short ancl- inter-

mecliate-tern eategories" In 191+5, $t,t95"Lt million of the $rr9O3

roillion of Government of Canacl.a seeurit,ies hel-d. by the Sanlr rvere of

terrn to maturity tm.d.er tr,ro u"o=; in 1953, 8t,376.6 nill-ion of the

3sücrs hold.ing of sf ,8g5.J nlllion ttas in 'i;his ce.tegory. In 1$![n the

- - .1 , zf -BanÌ: he1d. ÐL,Jbl.l mi-llion of government securities in the u-rrd-er tuo

yeers to mafurity category, and- $410"8 mill'ion in ihe category over

tr,ro yee-rs to five yeârsu out of a total of Û2,053.6 million. In 1!!8,

hor,¡ever, follor+ing the Conversion i.roan, there t'¡as â drastic change in

the composition of the Bank¡s portfolio of governments. (See Table XrI")

-At the end. of 1958, out of a total of $2,585.8 ¡riltion in governnents,

#523"! rnillion representecl securities of five yea,rs or less to matu-rity,

a¡a $f ,788.9 níllion represented secu-rities of over f ive years to

naturity.

Hold.ings of Governr¿ent of ca¡ad.a securities b¡r governnent

a.ccounts have f1u-etuated. fairl.y wid.el;r over the period.. "As a percenta¿e

of tota.l Sovernment of eanacia securities outstanding they have ranged-

from a. 1or.¡ of .8 per cent in 195t, to a high of 9.9 per cent in T956"

la \

f Þee -t'aDIe :'r I . /

We can conelude tha.t f or the most pa,:rt, the changes t"¡hich have

talien place in the pattern of ott'nership of the public d.ebt have been
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related. mainly to changes in the rnatusity stru-cture of the C-ebt and. to

the relativel;' loir yielC-s on goveynment seo,:rities. Generally" in-

vestors tra.d-itionq'i 'lr¡ intorosic{ in long-ierìn Sec.rlfities (fife

insura.nce com-tanies, trust fu:rd.s anC. se.vings ba¡lis) harre sharol¡' reC.u-ced.

the volume of gorrernrnent securities t^¡hieh tho:r ìæ|d., ruhile investors

roainly interested. in liquid.it;r--short-iearû in-¡estment--(ba-rrl<s and. non-

f jnancial covporations) have shor,¡n more siabili-ty in their hold-inEs of

Got'eïnrnent of Canad-a d.ebt. For examtle, r'.r]rile the proportion of

Gor¡ernment of Carrad.a secr:rÍties ìre] ¡l h¡¡ insl'ï'|il1ee coiapanies f ell- f rom

rn Á -^* ^^-+ i* rnìrÁ L-'z 2 -^--.rvo.J rvç! uc,iru '.1 1Ç4b to J"3 per eent in 1!15, tir.e propori;ion held- b¡¡

non-finaneia.l coïÐorations feli- froin !.! per eent in l-!46 to 3.J per

cent in 1!lß, å:rd. that held. by chartered. banks fluctuated. betrl¡een 16.1

' 'rç. {:ho ¡orinÁ lOL'- ' -^/'^rrel' cenr ano. zi.l per eenl d.urlnç' tne per].od. L9+( Ío Jyou.

If t¡e look at general public hold-ings of Government of Ca.iraða

securities--exclud.ing savings bond-s--r¡e t¡¡i1l find. that the d-ec-l-ine

in hold.ings has been gradual. (See fable FfIt) Setr,reen 1!41 â:rd.

1957, ho1-dings d.eclined. from 55.5 per cent to 39"8 per cent of total-

d.ebt.. Since tìren the;r have risen to )-l'2 ner cent in l-960" The sirarp

öecline in hold.inEs of institutional investors seems to have been

partl;r of:1set by d.ebt red-erption.

Bol-d.ings of Canad.a Savings 3ond.s increasecl rapidly since 1954,

ricì-^' r*^r t" L per cent of tote-l public d.ebt in 1947 a-nd. 1¡")+ per

. - ^a^cent j.n L951, to 20.2 per cent in 1!b0. The eq:a-nd.ing use of savings

bond-s r,¡a.s the main factor offsettine the reduction in the proÞortion

of the public d.ebt held. b;r instiiutional investors. As Taþ1e F,ri
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ind.iee.tes, the toial amoi:nt of Governnent of Canad.a securities held. by

the general public conpz'ised. 64.2 per cent of total feûera1 d.ebt in

--\,- . /'- l,Ly+l enc oz"+'oer cent in 1960. 3et'.reen 1947 and. 1958, the proportion

had d.eclined frorn 64.2 per eent to !["6 per cent. This d-ecline t¡as

much smaller tha¡ the decline of general public hold-ings (exclud.ing

'\sa.vings bond.s) as a percentage of total publlc d-ebt"
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nuring the post-ì/.rär þeriod. the gover¡lnent used. several method-s

of placing securities. These inelud-ed.:

1. Placing lIliquid- lo.,u-"rrielding neposit Oertif ieef es r¡ith

the ehariered. banks.

2" Regule:c auctÍons of Treasurlr bil1s.

3" Pla.cing short-tern me.rketable issues r,¡ith the banks.

l+. Sales of securlties th::ough primary d,istributors"

5" trequisition or und.ert¡riting by the Bank of Canada, or

Governroent accounts for eash or in exehanee for

maturing issues.

6. Issuing Savings 3ond.s.

During the post-i,rar period- Ðeposit Certif ice.tes t¡ere placed.

vrith the chartered. ban-ks in 1950, vthen the governnent formd. itself

fered tçith fÍnancial problens r'¡ith respect to financing the large

c¿pital inflorrrs" At that t j.:ne the banhs conplained. about the loto¡

J.ield-s and, sinco thenu no further placements have been made. Short-

term narlcetable issues r,rere placed- with the ba.nks in l-!!4 a¡d. 1958.

ifirese r*ere retired. from proceed.s of sales of Ca.irad.a Sa.vings Bond-s"

Treasu-ry bills are issued. b;r weekly tencler. I,nstead. of earrying

interest coupons they a:re sold at a price beloru par and. the d.if:ferenee

bett¡een the aetual price paid. and. the par value received- at maturity
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constitutes the yield.. BiLls are issued- each week for a thirteen or

tvrenty-six weeks term, and. are sold. by s,uction. Ten,lers are received-

fron ba.nlcs and. investrqent d-ealers tead.ering on their ov¡n behalf and.

on beiralf of their cu-stome"s. rll,lhoever offers the highest price for

the quantity of treas',:ry bills r¡¡hich he d-esires to buy obtains that

quantity at that price. l'n:oever has offe'red. the next highest priee

liirewise obtains the quantity he'.'rishes to buy at the price he ha,s

" .. .,'tbid..tl' A bid-der ear! subnit mo::e than one bid.. ald. the Banlr of Canada

usually submits a reserve bid- covering an;' part of an issue r'¡hieh has

not been taken up" The governnent ha.s the Dolrer to rejeet the bid.s

received" either totatly or in !,a;rt.r-

Ðealers base theír rreekly tend-er on the a¡no-u,rt of bill-s they

think they eal selI" This ðepend.s on the ehange in the chartered.

ba¡rlrsr reserve position d.uring the preced.ing r'reeko Ðd on the esti¡nate

of potential derna¡d- in the ueeks follor,ring. Some dealers arrange pre-

ieird-er contracts r.¡ith eertain banks; und.er these eontre.cts the d.ealer

rrnd.eriakes to su-pply a s;recified. a:rount of bill-s at "02 per cent beIoi,¡

the average tender rate.J t"'i"L"'toy rer:orts that:

" Apparently und-er eerta^in circunstanees it is possible
f or one or two dealers to pretty r,,rell corner the market, at
least temporarily, in the issue u,o for auction" . 0n one
occaslon, a dealer reported-ly took one-'bhird- or more of the
entire tend.err f;atching his colieaEues rvith conmitments they
coul-d. not meet"-

I'or the nost part bills har¡e been used. primarily as a liquid-ity

instrument through r,¡irich the ba.:nks could- ad.just their reserves t¡ithout

much d.ifficulty, af,rd. a.s a mears of d.eveloping the money ¡narket. 0n1y
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tn 1959, i.¡ere trea.su.ry bills used. to an;ø maqj or extent as a. means of

r^i ain d ñ^hô1' r^r the ¡"overnrnent. This has been diseussed- in Chatt erf, d¿ù ¿r1Éì ¡uw¡rçJ t v! vIle 6v 4ra+e r:@v

¿¿-1 "

Oiher market issues a¡e d.istribu-ted through nrimary d.istri-

butors. Tnese j:rcl-ud-e the eight charte-r'ed barks, the Quebec Savings

Sank a¡d. the approved- investrnent dealers; these institutions constià.tr-te,

in effect, a large selling group. The Investment Ðealers! Àssociation

describes the d.etailed ¿rrangements as follows:

. Since 1-961-, the fina¡cial cor'rnurriiy has been given a. few
¿1sws ¡drr¡¡ee nnf i nc of thc ¡"nwc'r"nment I s intention to corne tos<&/ v @ur @!vv rlv u¿es v¿

narket on a, specified- d-ate" 0n the rnorning of tha.t ða;r ea.eh

Ðrimat:y d-istributor receives a.n roffering t+ire! frorn the 3a:rk
of Ce-nad-a inforrning him of the d.etails of the loan, inelud.ing
the arnount offered-, llrice, coülrJorl'¡,pafrnent, sub-agent"
In some issues the Ba¡k offe::s each primary d"istribu-tor a firn
allotment r.¡hich is usua.lly aeeepted. in fu1l. Primar;'' d-is-
tributors are also pernitted. to apply for ed-Ôitional bond-s'o'

sometimes r¡¡ithout linit anð sonetines to a matcimua l"¡hich is
rel-ated to the original allotment. 0n other issues 'orimary
d.istribltors mlst apply f or bond.s, ealeulating how r'¡ell the
l-oe,n l¡i1l be received. before entering their applica.tion by
t,¡ire. ?

AccorCing to the Sank of Canad-a, in recent times, some 60 per

cent of boncts available for marketing have been offered to primary

d-istributors on a firm basis, ruh-iIe subscriptions have]¡een invited-

for the remaining 40 per cent. Subscriptions have been limited. to

twiee the quantity of bond.s a.ecepted. by the d.istributor on a firm basis"

',hen the subsc::iltion books are closed. bond-s 'o¡hich have not been accepted

âre d.Ístributed. pro rata anon€: primery d.istributors tuho have entered.

a
sr:.loscriptions. o

fhe price at r.¡hieh primary d.istributors may sell is agreed-
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v¡hen subscri'otions are mad"eu and. this price is maintained. r::rtil the

Sank of canad.a advises that it is no longer applicable. rhis is
usually at the end. of business on the d.ay before d-elír'erJr of tlre bond_s 

"

It has not been possibl-e to obtain inforrnation on the tech-

niou-es of tailoring nev,r issues of government secr:-rities" The Sarl< of

Ca¡ad-a irr its brief to the Canadien Royal Conmission on Banlcine and.

Finance o provicLes the general eo¡anent that :

In ord.er to keop abreast of eha:rges in investor prefer-
ences and- in the d-ema¡d. for furd.s, the central bank record"s
and. analyses the evid.ence availa,ble on ihe shiftins d.istri-
bu-ticn of outstand.ing d.ebt (,^ritn particirlar emphasis on
nearby maturities), seeurities priees and_ yield-s, and. th.e
flot¡s of fund-s ín the capital market e.s 

"eflected_ 
irr both

ner'¡ j-ssue activity ard_ secorrd.ary d-eai-ing.

There are frequent infor¡oe.l d-iscussions r¿ith officiaLs
of the lepartnent of Finance witki regard. to the eeononic
and- cred.it situation . as wel-i as more speeificall_y r,ritkL
regard. torthe timing, size and. characteristics of the next
offo'æìrrq I

0f cOursc this ailrês l1s no firrn infOrrna,tion of the nethod-s

used. to set ttLe eharaeteristies of ner,¡ secur"ity issues, and. cloes not

hel-p us mueh in d.iscovering the problens r+hÍetL arise in this area. of

d.ebt nena.gement. I¡Iithout further information on tkre teehniques used.

in d.esigníng the terrns on r,'¡hich ner,r seeurities are issued- it is not

possible to make any meaningful comment on tiris as:oect of the manaEe-

inent of the pr-rbiic d-ebt. 0n the basis of the t;-pes of securities

tçhich have been offered since the r,¡ar. one ca.n conclud.e that there

has been, in general, a grea,t d.ea1 of ftexibilit;'irr the tailoring of

security issues, r,ríth maturities and- rates of interest on ner^¡ or

refunding issues being ad-apted to changing cred.it eonclitions.



Irì1

One of the nior considerations vrith respect to issuing of

seeurities is rvhether the government cen be expected. to ple.ce its

seeurities in firm hand.s l.¡ii;hout some forrn of unri-err.¡"riting assistalce,

of a. t¡.1pe which r'¡oulû ensu-re that the bond.s cou-l-d be held. for some

tirne after issu-e r,¡hil-e the¡r a-rs being plaaed. in the portfclios of

investors. As we he.ve seen in Chapter I the Beæk of Ca¡acla d-oes, to

sor're extent, offer tnis t¡ne of a.ssistâree; this is don.e by providinfl

the ci:artered. banks v¡ith increased. reserves so that they could- meet

the d.ea.l-ersl d.ema,ncl-s for cred,it to earr.',r inventories of a ne'r^.i issue.

Since 191{.6 increasir'lg use has been nade of sarings bond.s.

These non-rnerketable securities ea-n provio-e investors r,¡ith soure

alternative to the rislc of rrrie.e fiuctuations" They are id-eal-ly

suiteci to the snall saver and- nalce ava.ilable to the authorities an

important soìrrce of savings. The¡' ¿.15o 6ç1ll to broad-en participation

in the holdings of public d.ebt, But, as 3-" l¡, F-oosa statest

It is d.oubtful r,¡hether nore than token hold.ings of savings
bond-s can find- a pla.ce in the d,iversified portfolj.os of the
¡narket-r^¡ise and ma.rket-sensitive institutiona.l investors,
v¡hose eo¡tbined" resources represent the greater share of the
nationrs supply of savirrgs and. investibl-e firnd.s" To them,
narket þrice f1i-r-etua.tions Ðre thelrstock in trader.6

Even vdren it is possible to lod-ge significant a¡rount of savings

boncis v¡ith institutional investors, cha.nges in rnarlcet re..tes may eause

sizee.ble fluctuations in the a-rnou¡-rt of such bonds outsta¡dinE" It is

1ike1;', for exe¡ple, that in times of ereclit strirrgency there may be

a la.rge arnount o:î rederrotionse necessitating the isstr-ing of ¡oarkete3le

securities. Roosa â.rgu-ss tÏ:a.t the use of non-raarketable sesurities
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l,¡hich are not redeemable" but t¡hich a-re convertible into short or

irrtermed.iate-term securities qray help to keep these seeurities l-oclred.

i¡

In Cenad.a, the volu-ne of savings bond.s outstand.ing rose from

fit,237 million in 1!Ì+6, to $J,!$4 million in 1960" .{bout one-fifth

of qross sales in d-oIlars and about one-hal-f in number are â¿ccourlted

for by payroll d-edu-ctÍons"9 One peculiarity of the progralrr of savings

bond-s issues is th.e high proportion of red-enptions" During the rapid.

increase Ín the volume of tl'.ese bond-s sínee 1951+, rederq:tions a¡d.

maturities have been as fo-]-l-ot¡s:

1'.11IIt-ons oi IJOIl.a.IS

L çê+

1 066
I 06Á
1 c)ñ7
'ì o6ñ
1 060
r oÁn

$6, o6s $4,581

The lerge ânount of redemptions has pronipted the Investment

Ðealers! Associa.tion to concluåe that: ll. . . From available evidence,

it is certa.in the¡r (sa.rings bond-s) are costly to sel1 and- to service

beca.use eash redenptions well before fi¡.al- ma..turit¡r date constitute

a high proportion of origirial sale*.rr10 The Xssociation prorrid.es evi-

d-ence to baek up this t¡ieto'in Table I1r-,{ of its submission to the

Canad-ia¡ Roya1 Cornnission on Banking and. Sinance. this table ís

reprod.uced. belov¡:

Sales

I 61o
877

1 2F'7

su4
r Loa

9\1

Red-eupt ions ancl Maturities

# 3zl
t6o
l.-J

1 't46
'l- J

509¿ J-
1 't7g-' 

5àt+



Total Sales (fg\6 Series I to 1Ç6r Series
Total- Arnount Outsta:lCring âs at Januar;' 1o

16)

lEE

$ro,4o8,7r5,ooo
4 ,079 ,000 , oo0

46,1t per cent
14"I1. per cent

Jg.2 per cent

tq6ç

,A¡ror-:-nt of F,ed.enpticn a¡d. luia;turities . 6 JZ9 "1L5,OCOîotal -Anount of Issues Niaturing During f947-f96f . f ,IOT-,ITZ,OOO

F-esulting Á¡¡ount of Red.enptic,ns ( f94Z-f96f) \ ,s26,54j , ooo

F-ed.enptions es percenta.ge of total saIes. .
Matu.rir.lg Issu-es percentage of total sal_es
Outstand.ing January L" I)62 percenta.ge of

total sa,les. .

rt has been assunecl tha.t the arnou-nt of e¿.ch issue outstand.iirg
at January 1st, represents the total sales of such issu_e.
Tle,J3nlary-l.t.ilf igu-re represents on the everage ÇO per eent
of total- sales"r

It ca:r be seen from the taþle tha.t e. larse ¡ortion of thc rrrnec¿fls 6f

sales of Canad.a Savings 3ond.s is availabl-e to the goverrrn€rÌt only for
very short period-s

r r ^ /. ^rn I9bO, savings bond,s outsta¡d.ing represented- some 20.p per

cent of total led.erar d.ebt, and- sone J2"2 per eent of the Government

of c6¡¿fl¿ d.ebt in the hand-s of the general pubrie. rt ï/Íould- seem

fr:om'bhe a.vaiLable evid-ence therefo::e that the use of this financis.l_

insirument has now been j:ushed_ to the limit of praetieability. The

range of d.ebt instru:nents covers their basic eharacteristics of

¡Ila.r'ketability maturity and- )'ielC- (Ínterest rate), a¡rd. the major investor

grouos are guid.ecl by aQjustments a,raong the yielc- opportunities r,rhich

marleetable securities efford.. For th.is reason sa¡¡ines bond-s musi be

consid.ered- a limited- range security, not d.esigned. to tap institutional

sources of funC's. In¡,,aC"d.ition Ia.:rge sales of sar"irrgs bonds, includ.ing
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substa¡tia1 sales to ir¿stitu-tional investors may have repercussions

for monetary policS', arrd- for d.ebt rna¡agenent. X.s r^Ie hp,ve alreadry seene

such sales r^¡ould- raise the possibility of large redemptions d.uring

period.s of ered-it stringeney aJld t'¡ould. therefore necessitate fecourse

to the market to sell inarketalole issues" Su-ch large scale reC.em-Þtions

would- also tend. to off set any tight money ¡o1icy and, beca;use of this,

r,¡ould. make it necessâ.r¿Y tO put more pressut.e on bank reserves. Roosa

even argues that the use of ma.rketable securities has d-efinite adva¡-

tages for the monetary authorities" T{e ste.tes that: lr" . . beeause

cretlit Policy nay gain in effeetir,'eness bJ' reaching such investors

(institutiorral) d-irectl-y through open market operations in long-terrn

élovernment seer:rities, the bu-llt of the Treasr.:ry d.ebt shoul-å proba.bly

alr+ays be placed. in markete.ble secuvl¡1"=.rr12

ûeneral Commenjs

As we ha.ve already seen, possibly the maj¡ features of post-

rt'ar debt malr.ageinent in 0ana.ô.a, as far as the selection of securities

for issue is coneerned, afe the eoncentra-tion on short-term bond.s

(save d.uring trþs Conversion Issue of 1958), and- the d.epenclence on

savings bond.s.

l,fith rega-rå to the lengtheníng of the d.ebt, \'¡e conaented in

Chapter III tþ.a.t more systema;bie use should. be ma,d-e of a<1va¡ce re-

funcling" It nay be possible, in ad-d-itiono to d.esign very long-terri

bond.s r.r¡hieh t¡oul-d meet the need-s of institutional investorso rr¡ho have

already d-eveloped. technio¡;es of provid-ing tong-term fu-nds to the private
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sector. This cou1d. be d.one in conjunction with ad-vance refunding, and.

rrould., in some meÊ.sure, ease the 3lrobien of ref inencing" lilese long-

term bond-s cari be offerecl in srnall- issues at regular a:rCL frequent

interrrals, thus ensuring that the government taBs a larger share of the

cr::rrent flor.+ of savings" As ¡r¿s ,ar-T:l-y d-emonstra.ted- in the case of the

Conr¡ersion loan of 1958, la.rge-scale issues of long-term seeu-rities

result in massive reshufflíng of portfolios--e.t best o some investors

r+ill- se11 securities they hold- in order to rnake room for the netrr

issues--and. may neeessite.te subst e¡tia1 und-erv¡rit ing througþ market

pr:rchases by the ehartered banksu the Bank of Cariad-a a¡ld the investment

dealers. This und.erl,¡ritins r',rould be for the purposes of hold-ing the

nelr boncis ruhich r.¡oul-d- be placed" into firu ha.:nd-s over â, periocì of time,

and, a.s neu sa¡rings cone on the market.l3

lviost of the bond-s issued- b)'the Governrnent of Canad.a ôr:ring

the post-tiar per:iod- carr"ieð- no call- provision. It i"¡oulð seem tha.t if

efforts are ma-cl-e to d.esign long-tern (40 to 5C )rear) bond-s, then there

rnay be the need- to offe-r some improved- yield on these seer:rities. lf

call privileges are introùuced., a.nd. a r'rrid.e gap is created- bet¡,'¡een the

call d.aje a¡d. the na.turity d.ate, investors ma¡'be inC.u-cecl to hold.

th.ese securities becalìse of the relativell'high.yiel-d- to call d.ate,

r..rhile the government would- retain a hed-ge against a stea"d.¡r d-eclir.te in

interest rates in the future.
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