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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



-rIûê.turing issues rrrith long-tern cash issu-es"l-o

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

L,Íiil-ions of Ðol-l-ars
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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.

INTIB.EST RA['E DIFI]]RTI{IT]¡T,S L955-I96L

Date

tUree-ltontn freasury ¡ilrc
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? q't
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1O6q - ToJrrrrrr"¡¡ 27
-JJv

L95, - Jaluary 12
t956 - October J.
1 q57 - Februarv 6 .LJ / |

1q6ß - trTovr¡mher 2b.
') Jv
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1q6O - Deceinber 28.
-^a- - ìlIyoI - cJ AnUarY 'i.

))7
¿"o+
z'tQ
o q6.

o, l-o

??4

^-aUanad.a"'

iol
lr r?
+ôoD
ñ ñr)

^x

"6g
o'1
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1" 6l-
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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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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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TiSLlB X

CI{ÁRÍEF3'D 3 A\KS HOÍ,ÐINGS Otr' GOVIRi'lT,lBfT

I'iil,i-ions of Ðollers

SECURITIES 19tt7-1960

Treasury
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"O84
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3,L30
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2 qô6
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^)'l+,'ál:..

3,52L
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3,o57

$16,To7
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'r Ã R10
16 ßo2
-¿ 1"tï
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L5,]'86
'tx Ã7t
th AnnL/ t .Yv
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Jv , \JVV

r ñ 2?LLaJ 9È./ '
-e -fetn tnn1) tLvJ
-a \t-fIO,+IO
17 116
-t z-(/
11 7/47
-t t I I

#6 J7¿
Á onÁ
" ? JJ"-t 262| 9--*
7 -tA7
| 1l-J

7,689
8"112
ç'Â>z-r--lq 24ß,r t- -

1a) 257'- t-r I

'ì n ?ô(
lCl Êl 2
12.089
12,0+7

tn I

'tF, 2
10 0
lo h
1 d ll

10 1

1R ?
21 '7

10 Ã" 10 /th n
rz Ir
21 ¡+

th u
'17 )

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 

^'oI íallt_o una.Ïl.ges
una:oge ln I1ol.c]-ngs
in Government

Secu:r it iesa

l;h4neô l$ ll^ lrlmô

of loans Out-
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,
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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.
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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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