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GENERAL OBSERVATIONS 

In 1973 the Canadian economy began to press 
against the limits of its capacity, and the main 
objective of the Bank of Canada became that of 
lessening the degree of expansionary stimulus 
that monetary policy had been providing. 

For more than two years until early 1973 the 
Bank’s policy had encouraged the chartered 
banks to lend readily and had permitted unusually 
high rates of growth of money holdings in 
Canada. As it was intended to do, this policy 
facilitated the large increases in spending, output 
and employment needed to get the Canadian 
economy back to satisfactory operating levels. 

Strongly expansionary monetary and fiscal 
policies not unlike those followed in Canada were 
pursued during this period in virtually all of the 
major industrial countries, with rather similar and 
mutually reinforcing results. Many of the countries 
that followed relatively easy monetary policies did 
so partly in an effort to avoid or limit appreciation 
of their currencies as pressures against the 
then-existing structure of exchange rates 
mounted. Levels of national expenditure rose re- 
latively slowly at first and then rapidly, and 
economic activity forged ahead with gathering 
momentum. By the early months of 1973 the rapid 
buildup of demand pressure was straining the 
limits of capacity in the United States, Europe and 
Japan all at the same time. In Canada, too, a 
powerful surge in the tempo of expansion in late 
1972 and early 1973, partly communicated to us 
from abroad, brought the economy bumping up 

against the limits of its productive capacity by the 
spring. The rapid upsurge of industrial output 
throughout the western world generated intense 
demand pressure on the supply of primary mater- 
ials, and this coincided with poor grain harvests in 
a number of countries and other special problems 
affecting world supplies of foodstuffs. In these 
circumstances the continuing strength of world 
demand set off an upward spiral of price 
increases for farm and industrial commodities of 
an intensity without modern precedent under 
peacetime conditions. 

On the domestic economic scene production 
bottlenecks, backlogs of unfilled orders and de- 
livery delays were beginning to emerge a good 
deal earlier than had been anticipated, and it was 
becoming clear that output could not go on rising 
at such an unusually rapid rate. The strongly 
expansionary monetary policy that had been 
followed for some time would, if continued, merely 
serve to intensify the mounting upward pressure 
on prices and costs that was already developing, 
without adding significantly to the growth of 
employment and output. 

As signs of this emerging situation became 
clearer, the Bank of Canada took steps to moder- 
ate the pace of domestic monetary and credit 
expansion. Chartered bank liquidity, which had 
been kept under close control for some time, was 
put under additional pressure from the beginning 
of 1973 and short-term interest rates turned 
upward. In April the Bank Rate was raised and 



discussions were held with the chartered banks 
with the object of bringing about some modera- 
tion of their lending policies. 

The Bank of Canada made it clear, both pub- 
licly and in its discussions with the banks, that the 
circumstances called for a slowing of the growth 
of bank loans rather than a drastic curtailment. 
The banks were encouraged in their expressed 
desire to try to achieve this objective in ways that 
would minimize the impact on small business bor- 
rowers and borrowers in the less buoyant regions 
of Canada. They were also asked to maintain a 
reasonable continuity of mortgage lending. 

While it was clearly desirable to lessen the de- 
gree of monetary stimulus injected into the 
economy, the Bank was also anxious to avoid 
moving so far or so suddenly as to risk disrupting 
financial markets or jeopardizing continued 
economic growth. The effort to bring about an 
orderly transition to less rapid rates of monetary 
and credit expansion was bound to take time 
since it would have to contend with insistently 
rising demands for money and credit in financial 
markets. It was also bound to bring additional 
upward pressure on short-term interest rates in 
Canada, which were already being affected by 
sharply rising interest rates in the United States 
and Europe. 

In the event, it is now apparent that an abrupt 
change in chartered bank lending policies and in 
the general availability of mortgage credit has 
been avoided. In fact chartered bank loans con- 
tinued to rise strongly throughout 1973, as did 
total bank assets and the privately-held money 
supply broadly defined to include time deposits. 

To some extent, however, the readings given 
by these particular indicators in the latter part of 
1973 were affected by shifts of financial flows 
from non-bank channels into the banking system. 
Thus substantial flows of funds of a kind which in 
earlier years might have been invested in Canada 
Savings Bonds were attracted into personal 
fixed-term bank deposits. Moreover, during the 
second half of 1973 both the rapid growth of the 
banks' interest-bearing deposits and the rapid 
growth of their loans reflected, in part, a tempor- 
ary decline in the outstanding amount of com- 
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mercial paper. There was a particularly marked 
bulge in bank loan and time deposit growth in 
December when for a few weeks short-term paper 
rates rose substantially above the banks’ prime 
lending rates. During this brief period the Bank of 
Canada deliberately cushioned the upsurge of 
pressure on interest rates because of the uncer- 
tainties about the outlook for the world economy 
arising from the oil problem. The pressure eased 
considerably after year-end. Bank loans have 
risen less rapidly so far in 1974, although total 
bank assets as well as the broader measures of 
money supply have continued to rise strongly. 

On the other hand, the average growth rate of 
the money supply more narrowly defined to 
exclude time deposits — an indicator which is 
less affected by temporary shifts in financing 
channels and which has come to be widely re- 
garded, particularly in the United States, as more 
significant than the other indicators available — 
has clearly slackened since the second quarter of 
1973. 

Supporting evidence that the monetary situa- 
tion in Canada is now under firmer control is pro- 
vided by the behaviour of interest rates since last 
spring. The interaction between strong credit 
demands and the changed posture of monetary 
policy, in an international environment of sharply 
rising interest rates, led to substantial increases in 
Canadian rates during 1973. Although the Bank of 
Canada did not press its policy to the point where 
Canadian short-term rates rose to the peak levels 
reached last year in the United States and in major 
financial markets abroad, the increases were 
nevertheless quite large. Thus typical rates on 
short-term paper were some 5 percentage points 
higher at year-end than at the beginning of 1973. 
Chartered bank prime lending rates for larger 
borrowers had moved up by 31/2 percentage 
points, and there had been comparable in- 
creases in key deposit rates. The Bank of Canada 
had raised the Bank Rate in five steps from 43/4 

per cent to its present level of Vk per cent. 
Given the strength of the demand for credit in 

1973, it is clear that to have put the growth of the 
banking system under even greater restraint 
would have caused interest rates to reach even 



higher levels than they did — perhaps quite a bit 
higher. It can be argued that this should have 
been allowed to happen — that while short-term 
interest rates reached levels that appeared high 
in relation to our past history, these levels were not 
in fact very high after allowance for what was 
happening to the price level, and particularly to 
the prices of many of the goods that were being 
financed. In a year in which wholesale prices were 
rising by 25 per cent, for example, the cost of 
financing inventories at prevailing interest rates 
could hardly be said to have involved any great 
disincentive to inventory accumulation even after 
allowance for the risks involved. By the same 
token, the interest return received by savers was, 
after allowance for the rise in prices in 1973, any- 
thing but high despite the levels reached by nom- 
inal interest rates. It should be borne in mind, of 
course, that the structure of borrowing and lend- 
ing rates is closely tied together, and that it is next 
to impossible to have significantly higher rates of 
return for savers generally in Canada without also 
having higher interest costs for businesses, con- 
sumers, governments and mortgage borrowers. 

In the circumstances of last year it was the view 
of the Bank of Canada that we were in fact press- 
ing with sufficient vigour towards a less expan- 
sionary monetary policy. This view was based on 
the outlook for some slowing of the growth of the 
world economy in 1974, and took into account the 
relatively long time-lag before the change in 
monetary policy could have much effect in mod- 
erating spending pressures in Canada. Neverthe- 
less, the experience of 1973 indicates clearly that 
if much reliance is to be placed on monetary 
policy for influencing the growth of aggregate 
demand in the economy, there may well be 
periods when controlling the growth of money and 
credit will necessarily involve substantial move- 
ments in the level of short-term interest rates. 

Looking back on the experience of Canada and 
other countries over a longer period, it is difficult 
to avoid the impression that from time to time there 
have been more substantial and persisting depar- 
tures from reasonably steady monetary growth 
than would appear in retrospect to have been 
desirable. Since the lags associated with mone- 

tary policy are rather long, the full effects of such 
departures do not become apparent until well 
after the event. This helps to explain how they 
come about. It is not very difficult to understand, 
for example, that so long as an economy is operat- 
ing much below satisfactory levels there is a 
natural tendency to err on the high side so far as 
rates of monetary growth are concerned. 
Moreover, in a world where economic forecasting 
is necessarily imperfect, the temptation is strong 
in such circumstances to respond to troublesome 
short-run developments by adding somewhat 
furthertothe rate of monetary expansion. I believe 
that the high rates of monetary expansion around 
the world during the two years leading up to the 
surge in economic activity in the latter part of 1972 
and early 1973 illustrate this basic problem. 

In the light of these considerations, I have a 
certain amount of sympathy with the case that is 
often made for more stable monetary growth over 
time, even though I am aware that there are vari- 
ous difficulties involved in such an approach. The 
Bank of Canada certainly has no intention of 
basing its operations on any mechanistic formula, 
but in framing its judgments about the appro- 
priate policy to be followed, it has been giving 
considerable weight to underlying rates of 
monetary growth. 

One of the disappointing aspects of the per- 

formance of the Canadian economy in 1973 was 
that at a recorded level of unemployment of about 
51/2 per cent of the labour force — a level consid- 
erably higher than had been hoped for — we 
apparently reached not only the effective limits of 
our plant and equipment capacity but also a posi- 
tion where labour, too, was effectively in short 
supply. Both the capital stock and the supply of 
labour will, of course, continue to grow, but if we 
are to avoid generating strong inflationary pres- 
sures in the domestic economy it will be important 
to recognize that supply limitations exist and 
probably cannot be overcome quickly. We begin 
1974 with severe shortage problems at many 
points in the economy. In these circum- 
stances the potential increase in output that can 
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reasonably be considered to be within the 
economy’s supply capabilities in 1974 may well 
be less than its longerterm average growth poten- 
tial. This possibility must be borne in mind if we 
are to follow demand policies that do not press 
too hard against the limits of the economy's 
physical capacity and that consequently avoid 
complicating our problems through internally- 
generated inflationary pressure. 

Last year's price performance in Canada, as in 
other countries, was clearly very unsatisfactory. It 
is not realistic, unfortunately, to expect rapid im- 
provement in the trend of our domestic price level, 
in part because the price increases already 
experienced have not yet fully worked their way 
through the cost structure. Looking somewhat 
further ahead, however, it should certainly be 
possible for the current rate of price inflation in 
Canada to slacken, especially since there is good 
reason to expect that international commodity 
prices, which have played such a key role in the 
recent upsurge, will in due course level off or 
decline. 

The world-wide strength of demand during 
1973 helped to prevent the serious crisis that 
developed in international currency markets in 
February and early March from having an adverse 
impact on general business confidence or on 
trade flows. Despite considerable short-run vola- 
tility, the changes in international exchange rate 
relationships that have occurred in recent years 
have, on the whole, worked to bring about desir- 
able adjustments in the individual balance of pay- 
ments positions of the major industrial nations. In 
particular there has been a strong recovery in the 
balance of payments of the United States, an 
essential element in any move to a more orderly 
international monetary system. 

Unfortunately a new and very serious source of 
strain has been introduced into the world 
economy by the action of the Organization of 
Petroleum Exporting Countries in imposing two 
further substantial price increases for crude oil on 
top of the increase announced at the beginning of 
1973. Combined with the cutbacks in production 
announced by the main Arab producing states in 
October and the imposition of embargoes on 

shipments of oil to the United States and certain 
other countries, these various decisions have 
created grave new problems. 

Oil developments have imparted yet a further 
upward thrust to prices in all countries at a time 
when the boom in world commodity markets ap- 
peared to be losing some of its earlier strength. 
For a while it seemed likely that the production 
cutbacks would also aggravate existing bottle- 
necks so seriously as to raise the possibility of a 
supply-induced slowdown in world industrial ac- 
tivity. This risk has been eased by the subsequent 
relaxation of the cutbacks, although shortages of 
oil or fears of shortages may be accentuating the 
slowdown in world economic growth that was al- 
ready emerging. The very steep rise in oil prices 
will of itself exert a considerable dampening ef- 
fect on demand in the oil-consuming countries by 
leaving less money in people’s hands to spend on 
other things. 

If maintained, the current level of oil prices is 
certain to have a dramatic effect on the balance of 
payments positions of oil importing countries 
— both industrialized and less developed. The 
traditional collective surplus on current account of 
the industrial countries appears likely to be 
replaced by a collective deficit of unprecedented 
size — a swing of several tens of billions of dollars 
which can be sustained only by the acceptance of 
massive inflows of capital from the oil-exporting 
states. Moreover, the current account deficits of 
the developing countries appear likely to be in- 
creased to levels far beyond their capacity to 
sustain for long without huge additions to the aid 
which they have been receiving either directly 
from developed countries or indirectly through 
international development institutions. 

Serious concern at the implications for the 
world economy of the large rise in oil prices was 
expressed by the Committee of the Board of Gov- 
ernors of the International Monetary Fund on the 
Reform of the International Monetary System and 
Related Issues (the Committee of Twenty) at its 
meeting in Rome in January of this year. The 
Committee urged the closest international co- 
operation and consultation in seeking means of 
coping with the problems of individual countries 
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without aggravating those of other countries. It 
recognized that, in the circumstances, priority 
should be given to those aspects of international 
monetary reform which had the best prospects of 
early implementation, with other aspects to be 
agreed upon for implementation at a later date. 
The Committee agreed to try to complete its work 
at a meeting in Washington on June 12 to 13, 
1974. It also agreed that when it completed its 
work it should be succeeded, first on an interim 
basis and later on a permanent basis, by a body 
that was similar in composition and would play a 
role between the full Board of Governors of the 
IMF and the Executive Directors in managing and 
adapting the monetary system, overseeing the 
continuing operation of the adjustment process, 
and dealing with sudden disturbances which 
might threaten the system. 

On January 29, 1974 the United States au- 
thorities announced the reduction to zero of their 
Interest Equalization Tax and the termination of 
their programmes for restraining outflows of capi- 
tal. Canada had had virtually full exemption from 
these measures under an arrangement which in- 
volved it in maintaining a structure of guidelines 
on outflows of capital from Canada. On January 
30, 1974 the Ministers of Finance and of Industry, 
Trade and Commerce announced the withdrawal 
of these Canadian guidelines. In his press re- 
lease, the Minister of Finance noted that he has 
not withdrawn his request to Canadian borrowers 
to explore fully the Canadian capital market be- 
fore floating issues abroad. The texts of these 
press releases are appended to this Report. 

It is clear that in 1974 the Canadian economy 
faces major uncertainties that lie beyond our bor- 
ders and beyond our power to influence signifi- 
cantly. The pace of activity is slackening in major 
countries overseas and in the United States, and it 
seems probable that it will remain subdued in the 
first half of 1974. Beyond mid-year, the range of 
possibilities is wide. If the adjustments required 
by the oil situation can be accommodated without 
a major disruption of international trade, the 
chances are good for an early resumption of 

strong growth in world output. The possibility that 
the situation may develop less favourably cannot, 
however, be ruled out, and this is the main uncer- 
tainty overhanging the outlook for the Canadian 
economy at the present time. 

The direct effects of oil developments on the 
Canadian economy appear to be less serious 
than for almost any of the other developed coun- 
tries since we are, on balance, largely self- 
sufficient in oil. The impact of oil shortages else- 
where may, however, add to the number of 
bottlenecks and scarcities faced by Canadian 
industry, especially where we are heavily depen- 
dent upon foreign sources for oil-based products 
such as petrochemicals and plastics. The sharp 
escalation of world oil prices is, of course, having 
a marked impact on costs and prices in Canada. 
It has also raised difficult problems of income 
transfer, although these are problems that lie 
within our borders; they do not involve massive 
net transfers abroad as is the case for many other 
countries. 

Thus the circumstances at present are more 
favourable for a substantial rate of economic 
growth in 1974 in Canada than in the United 
States and many overseas countries, and a di- 
vergence in current rates of economic growth has 
already emerged. If things go reasonably well this 
divergence will narrow in the latter part of the year 
as the pace of economic activity in the United 
States and overseas countries picks up. 

Looking somewhat further ahead the prospect 
is for a strong underlying demand situation in 
Canada since we have already entered a period 
of very heavy investment in new productive 
facilities to serve both internal and external 
needs. To the extent that this assessment of our 
prospects is justified, we are well placed to 
achieve our national objective of continuing high 
levels of employment. If we are also to achieve our 
objective of getting inflation under better control 
we shall have to take care to avoid aggravating 
the inflation we already have by permitting an 
excessive growth of domestic demand. Only in 
this way can we be in a position to benefit fully 
from the moderation of external price pressures 
that we can expect in due course. 
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REVIEW OF THE YEAR 

Economic Developments 

The year 1973 was one of exceptionally 
buoyant economic activity and strongly rising 
incomes, with the economy operating for the most 
part at full stretch. For the year as a whole the gain 
in output was over 7 per cent, considerably larger 
than for any year since the mid-1960s. The growth 
of employment was over 5 per cent, the strongest 

■in about twenty-five years. Despite an unusually 
large number of new entrants into the labour mar- 
ket, the unemployment rate declined appreciably 
from the level of the two previous years. 

A welcome feature of 1973 was the broad dis- 
persion of the gains in income and employment 
among major sectors and major regions of the 
country. Secondary manufacturing had another 
good year. Tight world food supplies and sharply 
higher prices for a wide range of agricultural and 
fishery products had a major impact on incomes 
in these sectors; farm income, which had lagged 
behind other incomes in recent years, rose very 
sharply in 1973, particularly in western Canada. 
Extraordinarily strong world demand also contri- 
buted to high levels of activity and sharply 
increased earnings in Canada’s basic resource 
industries. 

In this environment there was an exceptionally 
large increase in prices in Canada in 1973. The 
GNP deflator averaged 7 per cent higher than a 
year earlier, and the Consumer Price Index rose 
by 9 per cent in the course of the year, with par- 

ticularly steep advances in food and energy 
prices. The rapid rise in domestic prices was 
closely related to the world-wide commodity infla- 
tion. Sharp price increases for a broad range of 
Canadian agricultural and resource-based ex- 
ports led to higher prices for such products in the 
Canadian market. Import prices also rose rapidly, 
with a particularly marked impact on food costs. 
In the latter part of the year the escalation of oil 
prices by the major producing countries led to 
large increases in the domestic prices of pet- 
roleum products in the eastern part of the country. 

Underlying the boom in world commodity mar- 
kets last year was an unusually rapid upsurge in 
demand and output in all the main industrial coun- 
tries. During the second half of 1972 and the first 
half of 1973 the combined real GNP of the major 
countries of the OECD area increased at an 
almost unprecedented rate from a level of output 
that was already relatively high. The resulting 
steep climb in demand for industrial materials 
added to the supply problems that already 
existed in certain areas, notably as aconsequence 
of the disappointing grain harvests in several 
major producing countries in 1972. Even though 
the pace of expansion in the major industrial 
countries tended to slacken somewhat in the lat- 
ter part of the year, prices continued to advance 
sharply throughout 1973 for most industrial and 
agricultural commodities. 
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The deceleration of the growth of output in the 
major industrial countries in the second half of 
1973 reflected in part a tightening of demand 
policies in a number of countries, but it is also 
apparent that capacity limitations and supply 
shortages were major restraining factors. This 
combination of influences was particularly evi- 
dent in the United States. After expanding very 
rapidly over the winter months, output in the 
United States during the balance of 1973 rose at a 
much slower rate notwithstanding continued 
buoyancy in aggregate demand. By the final 
months of the year, however, signs of a modera- 
tion in demand had appeared; indeed housing 
starts had weakened markedly and car sales had 
also fallen considerably from their very high levels 
early in the year, in part as a result of consumer 
reactions to the difficult situation with respect to 
oil. 

The combination of cutbacks in production 
announced by the main Arab oil-producing states 
in October, embargoes on shipments to certain 
countries, and substantial increases in the price 
of crude oil imposed by members of the Organiza- 
tion of Petroleum Exporting Countries, has 
created major problems and uncertainties for all 
oil-importing countries. For Canada, however, the 
immediate effects of these developments have 
been less serious than for most other countries. 
Supplies have remained generally available to 
Canadian industries and consumers, albeit at 
higher prices in eastern Canada, while the escala- 
tion of world petroleum prices will have little net 
impact on Canada’s international trade balance 
on oil account. 

At year-end and in the early weeks of 1974 the 
Canadian economy was continuing to exhibit 
considerable buoyancy in major sectors of de- 
mand with persisting pressures on capacity. A 
significant part of the sizeable increase in output 
in the final months of 1973 reflected a rebound 
from the effects of work stoppages during the 
summer. Employment also expanded strongly in 
the fourth quarter and registered a further size- 
able advance in January 1974. While some pos- 
sible weakening of export demand could be in 
prospect because of the marked slowing of 

activity in several of Canada's major export 
markets, particularly the United States, exports 
continued to rise in January. Domestic demand 
continued to display evidence of considerable 
resilience. In contrast to the United States, both 
new car sales and housing starts stayed at high 
levels in Canada in the final months of 1973 and in 
the first weeks of 1974. Furthermore, current 
monthly indicators point to continued vigour in 
spending on new plant and equipment by Cana- 
dian business in the period immediately ahead. 
Indeed, the information available on business 
investment intentions indicates a continued 
rapid pace of capital outlays in 1974. 

Demand — Domestic and Foreign 

The buoyancy of total demand in the economy 
in 1973 reflected a combination of strength in 
spending from both domestic and foreign 
sources. The strength in domestic spending rep- 
resented to an important degree a confined rapid 
advance in consumer outlays and residential 
construction. Major impetus also came from the 
sharp upturn in fixed capital formation by busi- 
ness after an extended period of relatively mod- 
erate growth. 

Expenditures on consumer goods and services 
rose vigorously for the second consecutive year. 
Although part of the increase of close to 15 per 
cent reflected the faster rise in consumer prices, 
particularly for food and energy products, the 
percentage gain in volume was, nevertheless, 
higher than for total domestic demand. Pur- 
chases of both durables and semi-durables 
provided major support. The strong rise in expen- 
ditures on new cars that had been a feature of the 
closing months of 1972 continued into the early 
months of 1973, and outlays over the balance of 
the year and into the first weeks of 1974 remained 
close to the first quarter’s record pace. Spending 
on other durables and semi-durables advanced 
strongly throughout the year, reflecting in part the 
demands associated with the continued strong 
expansion in house building. Housing starts total- 
led 268 thousand units for 1973 as a whole, set- 
ting a new record for the third successive year. 
Although housing completions also reached a 
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record total of 247 thousand units, the available 
information suggests that vacancy rates re- 
mained very low. This continued strength in hous- 
ing demand persisted despite higher mortgage 
interest rates and sharp increases in the cost of 
construction and land. 

The recovery of business fixed investment was 
delayed somewhat by strikes that affected con- 
struction in the latter part of 1972 and this was a 
factor in the very sharp rise in outlays in early 
1973. Further substantial increases in spending 
on both plant and equipment were recorded dur- 
ing the remainder of the year despite growing 
difficulties in securing supplies, particularly in the 
area of non-residential construction. For the year 
as a whole, total business fixed investment 
(excluding housing) rose by 18 per cent in value 
and almost 12 per cent in volume. However, as a 
proportion of GNP, such investment has risen only 
moderately and is still well below the peaks 

reached in earlier periods of strong investment 
activity, as may be seen in the left panel of the 
chart on page 15. The high rates of profits and 
capacity utilization in 1973, together with recent 
developments in the energy field, have provided 
a strong inducement for further large increases in 
investment outlays. 

The accumulation of inventories by non-farm 
business in 1973 was only moderately higher than 
in the previous year, with additions to stocks un- 
doubtedly restricted by the over-all tightness of 
supply in the face of heavy final sales. In manufac- 
turing, the ratio of stocks to shipments reached a 
new low while the value of unfilled orders rose 
steeply throughout the year. Government outlays 
on goods and services, that part of government 
spending entering directly into GNP, rose from 
1972 to 1973 at a slightly faster pace than in the 
previous year. 

A growing demand for Canadian exports, 
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which was already evident in 1972, continued to 
give major impetus to the Canadian economy in 
1973. Merchandise exports rose sharply in value 
terms as an upsurge of demand from overseas 
countries was added to continued strength in the 
U.S. market. The major part of the increase was 
attributable to a 16 per cent rise in export prices 
under the impact of the world-wide commodity 
boom; particularly large increases occurred in the 
export prices received for grains and other farm 
produce, lumber, woodpulp, oil, copper, and 
most other non-ferrous metals. In addition, the 
further temporary appreciation of several major 
overseas currencies relative to the Canadian 
dollar in the first half of 1973 tended to add to the 
upward pressures on Canadian export prices. 
Given that a large part of Canada’s foreign trade 

is conducted on a contractual basis, the increase 
in unit values during 1973, although extraordinar- 
ily large, still did not reflect the full magnitude of 
the surge in spot prices for Canadian commodity 
exports. Accordingly, there is reason to believe 
that some further increase in realized export 
prices will occur in the first part of 1974 even if the 
corresponding spot prices prove to have peaked. 
In volume terms, exports rose by about 8 per cent 
or slightly less than in 1972, with all of this growth 
coming in the early part of the year. Supply con- 
straints were clearly an element restricting further 
growth in the volume of sales. In addition, strikes 
in the rail and pulp and paper industries led to a 
sharp decline in the volume of shipments in the 
third quarter, followed by a rebound in the final 
months of the year. 
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Supply — Production and Imports 
The value of the Gross National Product ex- 

panded by almost 15 per cent following an in- 
crease of 10% per cent the previous year. In vol- 
ume terms the rise in output accelerated to 7 per 
cent from 53A per cent in 1972. 

Following exceptionally sharp gains in produc- 
tion over the winter months, the expansion of the 
economy slackened somewhat in the second 
quarter, reflecting evident capacity constraints. 
As in 1972, major work stoppages contributed to 
a slowing in economic activity in the third quarter 
and their settlement to the rebound in the final 
months of the year. In the closing months of 1973 
capacity limitations were apparently continuing to 
restrain the expansion of output in many indus- 
tries. In the automotive industry, however, there 
were cutbacks in production that were related 
mainly to the slackening U.S. demand for cars. 

Agricultural production rose only moderately 
from last year’s relatively low level. A substantially 
larger wheat crop was harvested but there was, 
on balance, little change in the size of other crops. 
Furthermore, output of meat, dairy and poultry 
products appears to have been adversely af- 
fected by the sharp increase in the cost of feed. 

One of the most striking features of the year was 
the speed with which the economy seemed to 
move up to the limits of its operating capacity. 
Indeed, the economy began to show signs of 
strain sooner than anticipated, particularly in the 
light of the relatively high rate of recorded unem- 
ployment. While some shortages had been re- 
ported in 1972, they emerged both in the case of 
skilled labour and materials with increased fre- 
quency from early in 1973 and became common- 
place as the months passed. Delivery times for 
many products lengthened appreciably as unfil- 
led orders piled up. In some cases, for example in 
steel, producers moved to a system of allocation 
among customers. These effects were intensified 
by the correspondingly strained capacity situa- 
tion in other countries. 

The lack of spare plant capacity represented a 
major constraint on the short-run response of 
production to demand over a broad range of in- 
dustries. Very tight conditions prevailed for a 

number of key processed materials including 
steel, pulp and paper, other wood products, pet- 
rochemical feedstocks, and chemical products. 
For the industrial and manufacturing sectors as a 
whole, estimates prepared by the Department of 
Industry, Trade and Commerce indicate that rates 
of capacity utilization rose in 1973 to levels com- 
parable with earlier peaks reached in the 1960s. 

While the sharp run-up of demand was clearly 
the immediate cause of the tight capacity situa- 
tion prevailing in Canadian industry, an important 
contributing factor was the relatively sluggish 
pace of investment for several years prior to 1973. 
Although estimates of the stock of plant and 
equipment are necessarily approximate, they do 
suggest that the capital stock grew quite slowly in 
the period after 1967. Annual changes in capital 
stock and output for the commercial non-farm 
economy are shown in the lower panel of the chart 
on the facing page. 

The strong growth of aggregate demand in the 
economy, combined with sharply rising prices ab- 
road, led to a substantial increase in the value of 
merchandise imports — comprising a 14 per cent 
increase in volume and an increase in price of al- 
most 10 per cent. The increase in import prices was 
not as rapid as for exports because raw materials, 
whose world prices rose extraordinarily rapidly in 
1973, represent a relatively smaller proportion of our 
import bill. Despite a higher rate of over-all growth in 
the Canadian economy, the rise in the volume of 
imports was not quite as rapid as for 1972, largely 
because of a decline in the volume of imports of 
automobiles from overseas countries, the easing of 
demand for imported food, and short supplies of 
many materials in world markets. 

The more rapid growth in the volume of imports 
than in exports produced a substantial adverse 
movement in real terms in Canada’s current ac- 
count position. Flowever, since export prices rose 
much more rapidly than import prices, leading to an 
improvement of some 6 per cent in Canada’s terms 
of trade, the actual balance in value terms improved 
slightly compared with 1972; the current account 
deficit resulting from Canada’s transactions in 
goods, services and transfers declined by about 
$300 million to approximately $330 million in 1973. 
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Capacity and Output 
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The Labour Market 

The sharp expansion of output in 1973 was 
accompanied by extraordinary gains in employ- 
ment. For the year as a whole total employment 
was over 5 per cent greater than in 1972. A major 
part of the increase came at the beginning of the 
year in conjunction with the very strong advance 
in output during that period. Also in correspon- 
dence with the movement of production, only 
limited increases in employment occurred during 
the spring and summer months, followed by re- 

newed gains towards the end of the year. Despite 
the very strong expansion in output in 1973, the 
rise in labour productivity was below average 
— an indirect, but suggestive, indication of the 
generally tight operating conditions prevailing. 

The expansion of employment opportunities 
gave rise to a record increase of almost 41/2 per 
cent in the labour force. This was about 50 per 
cent greater than the more normal labour force 
growth registered in the two previous years. 
The sensitivity of labour force response to 
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employment growth was apparent in the behaviour 
of all the major labour force categories. Most strik- 
ingly, the very large expansion of more than 8 per 
cent in the employment of people under 25 years of 

age was accompanied by a <ozk per cent increase 
in the labour force in that age group. The entry of 
young people into the labour force in such large 
numbers, with particularly marked increases 
among teenagers, was accompanied by some 
reduction in the proportion not in the labour force 
because they were attending school. 

Under the impact of the rapid gains in employ- 
ment in the early months of the year, the unem- 
ployment rate fell sharply, reaching 5.3 percenton 
a seasonally adjusted basis in July. With the slow- 
ing of employment expansion over the summer 
months, unemployment moved back up some- 
what from this low point, but declined again in the 
final months of the year. During 1973 the unem- 
ployment rate averaged 5.6 per cent of the labour 
force compared with 6.3 per cent in the previous 
year. For the core group of men 25 years of age 
and over, the unemployment rate fell from 4.9 per 
cent in 1972 to 4.2 per cent in 1973, returning to 
approximately the same level as in 1968-69. In 
1973 this group, which constitutes about one half 
of the work force, accounted for only 38 per cent 
of total unemployment. Recorded unemployment 
also declined for young people and adult women 
but in both cases the rates remained well above 
the levels typical four to five years earlier. 

The paradox of high rates of measured unem- 
ployment in the face of employers’ apparent dif- 
ficulties in hiring labour was commented upon in 
last year’s Annual Report. The record of the labour 
market in 1973 has tended to confirm the view that 
at the present time a given level of the national 
unemployment rate as recorded in the Labour 
Force Survey does not reflect the same degree of 
ease in labour markets, or in the economy as a 
whole, as it formerly did. While the over-all unem- 
ployment rate in 1973 was still higher than that 
recorded during such earlier periods of high level 
operation as the mid-1950s and mid-1960s, there 
were widespread reports of shortages of skilled 
labour and even of unskilled labour in certain 
areas of the country. The statistics on job vacan- 

cies and the index of newspaper help-wanted 
advertising also point to a further major tightening 
of the labour market in 1973; in the second half of 
the year both measures were markedly higher 
than a year earlier. A further indication of the in- 
tensified pressure of demand for labour was the 
considerable rise in the proportion of vacancies 
remaining unfilled for one month or more. 

In all regions except Ontario there was a 
marked acceleration of employment growth in 
1973. The strongest gains year-over-year were in 
the Atlantic region and British Columbia, where 
the expansion was in the range of 6V2 per cent, 
but the acceleration was greatest in Quebec 
— from 11/4 per cent in 1972 to 53A per cent in 
1973. Employment growth in Ontario matched the 
previous year’s unusually large gain of 4V2 per 
cent, while in the Prairie region the rise was 4 per 
cent, about IV2 percentage points more than in 
1972. The decline in unemployment was also 
general across Canada, although the extent of the 
reduction varied considerably by region. In British 
Columbia the rate fell by over one percentage 
point to 6V2 percent. In the Atlantic region the very 
strong growth of employment was accompanied 
by an unprecedented expansion in the labour 
force and the unemployment rate remained close 
to 9 per cent. 

Incomes, Costs, and Prices 
All major categories of income rose at a faster 

rate in 1973 in response to the strong increases in 
demand and output. As a result of the strong 
gains in employment, labour income rose by over 
12 per cent, somewhat more rapidly than in the 
previous year. Other important elements con- 
tributing to the exceptional increase in personal 
disposable income — 14 per cent in nominal 
terms — were the jump in income received by 
farmers, cuts in personal income taxes and sub- 
stantial increases in transfer payments from gov- 
ernments. Even after making allowance for the 
inflation of consumer prices, the increase in dis- 
posable income was still unusually large. 

Farm income had lagged behind other incomes 
for a number of years, as may be seen in the chart 
on page 20. The remarkable rise of 83 per cent in 

19 



Selected Income Components of GNP 
Seasonally adjusted, quarterly 

IQ 1964 - 100 — Ratio scale 
300 

300 

I964 I965 I966 I967 I968 I969 I970 I97I I972 I973 

accrued net farm income in 1973 mainly reflected 
sharply higher prices in domestic and export 
markets. The strength of export markets was also 
an important factor in the vigorous rise in the 
earnings of Canada’s major resource industries, 
reinforcing the impetus to higher business profits 
coming from the cyclical expansion of domestic 
demand. Continuing the recovery of the two pre- 
vious years from the depressed level in 1970, total 
corporation profits before taxes in 1973 were 

some 37 per cent higher than in 1972. After 
deducting the estimated accounting profits 
associated with the effect of higher prices on 
the value of inventories, the gain was about 27 
per cent. 

The faster growth of labour income does not 
appear to have contributed to the acceleration of 
costs in the economy in 1973 since, on the basis 
of preliminary data, the rise in unit labour costs of 
43A per cent was about the same as in 1972. While 
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the available indicators do not suggest much 
change in 1973 in the rate of increase of average 
wages and salaries, a forward looking indicator of 
wage trends, new wage settlements under collec- 
tive bargaining, clearly moved up. Excluding the 
construction industry, for which comparable 
figures are not available, the annual increases in 
base rates of pay over the life of contracts aver- 
aged out to over 9 per cent for the year, or 11/2 

percentage points more than in 1972. In the 
second half of 1973 the rate of increase in base 
rates under new settlements rose to almost 10 per 
cent. Furthermore, this would appear to be an 
underestimate of the extent of the rise, in that the 
base rate measure does not take into account 
either fringe benefits or clauses tying future wage 
adjustments to increases in the Consumer Price 
Index. Both these elements were prominent in 
major contracts negotiated in the latter months of 
the year. 

Food prices had begun to show a markedly 
sharper rate of increase by the middle of 1972 
and continued to climb steeply throughout most 
of 1973. Most categories contributed to the ac- 
celeration. At the end of 1973 the food component 
of the Consumer Price Index was 17 per cent 
higher than a year earlier: dairy products were up 
8V2 per cent, fruit and vegetables 12 per cent, 
bakery and cereal products 19 per cent, pork 27 
per cent, and beef 28 per cent. The magnitude of 
food price increases tapered off towards year- 
end, however, particularly in the case of meat, 
fruits and vegetables. While the future trend of 
food prices remains uncertain, such indications 
as the substantially increased acreage planted to 
winter wheat in the United States point to the 
possibility of some improvement in supplies of 
feedgrains, cereals and ultimately livestock and 
related products. 

The major impact of the international commod- 
ity inflation has also been evident in the wide- 
spread and sharply higher rates of increase for 
the main non-food categories of industry selling 
prices, and the escalation in the prices of oil and 
oil-based products over recent months has 
added further to industry costs. While some of 
these cost and price increases at the earlier 

stages of processing remain to be worked 
through to the retail level, some relief may be 
forthcoming to the extent international industrial 
commodity prices respond to the easing of world 
demand pressures apparently in progress. 

The large increase in the Consumer Price Index 
in 1973, Vk per cent year-over-year and 9 per 
cent from year-end to year-end, was only partly 
attributable to the upsurge in food prices. The 
cost of energy items also rose steeply, particularly 
in the eastern part of the country, under the im- 
pact of large increases in the prices of gasoline 
and fuel oil, together with some upward adjust- 
ment in the price charged for natural gas in the 
final months of the year. Even apart from food and 
energy, there was a perceptible acceleration in 
prices across a broad range of goods and ser- 
vices purchased by consumers. From the end of 
1972 to the end of 1973 the Consumer Price Index 
excluding food and energy items rose by 5V2 per 
cent compared with a 4 per cent increase during 
1972, 

A chart showing movements in selected com- 
ponents of the Consumer Price Index and of the 
Index of Industry Selling Prices since the 
beginning of 1969 appears on the following page. 
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Financial Developments 

The very large increase in spending that occur- 
red in 1973 was accompanied by a substantial 
expansion of credit. Major non-financial borrow- 
ers other than the Government of Canada raised 
$4 billion more in total during 1973 Than in the 
previous year, with the largest part of the increase 
accounted for by non-financial businesses and 
mortgage borrowers. 

This very strong demand for funds, together 
with the less accommodating stance of monetary 
policy and the rapid rise in interest rates in the 
United States and other foreign financial markets, 
resulted in substantial upward pressure on 

Borrowing by Major Non-financial Sectors® 

domestic interest rates in Canada during 1973. 
Although short-term interest rates in Canada did 
not reach peak levels as high as in the United 
States and elsewhere, the increases were 
nonetheless substantial. 

The amounts raised by non-financial borrowers 
in recent years are summarized in the following 
table. 

The amount of Government of Canada sec- 
urities outstanding declined slightly in 1973, de- 
spite the fact that the Government’s domestic 
financial requirements have remained substantial. 
When measured over the calendar year 1973, 

Non-financial business  
Mortgage borrowers®   
Consumers  
Provinces and municipalities® 

Sub-total   

Government of Canada® 

Total  

Billions of dollars 

1971 

5.3 
2.5 
1.4 
2.9 

12.1 

3.0 

15.1 

1972 

4.7 
4.0 
2.2 
3.5 

14.4 

1.6 

16.0 

1973 

6.6 
6.0 
2.6 
3.1 

18.4 

-0.1 

18.3 

(1) Increases in mortgages and other loans from financial institutions, plus net new issues of securities and foreign direct investment in Canada. 
(2) These are principally mortgages secured by residential property. The figures exclude net mortgage lending by governments and their agencies, notably CMHC, which is 

reflected in the financing requirements of the respective governments. 
(3) Includes government enterprises. Loans from the Government of Canada are excluded. 
(4) Net changes in Canadian dollar Government of Canada securities outside Government accounts; the figures do not include temporary financing resulting from swap 

transactions between the Bank of Canada and the Exchange Fund Account. They are not a measure of Government of Canada cash requirements. 

23 



these requirements were just under $1 billion, an 
amount which, because of timing differences, is 
well below that expected for the fiscal year ending 
March 31, 1974. Ordinary foreign exchange op- 
erations were a source of Canadian dollars to the 
Government in 1973 and in addition the 
Government's cash balances were augmented 
as a result of temporary swap transactions en- 
tered into by the Bank of Canada with the Ex- 
change Fund Account. Details of these transac- 
tions and of the Government’s financing generally 
in 1973 are given in the final chapter of this 
Report. 

Provinces and municipalities and their enter- 
prises raised less in both domestic and foreign 
bond markets, although this was partly offset by 
increased recourse to the chartered banks. The 
decrease in total provincial-municipal borrowing 
occurred despite a widening of the deficit of this 
sector on a national accounts basis; it apparently 
was facilitated by a rundown of holdings of finan- 
cial assets, which had been built up during 1972, 

Despite a continued strong rise in internally- 
generated funds, non-financial businesses raised 
nearly $2 billion more from other sources in 1973 
than in the previous year. This increase in funds 
raised reflected the strong rise in outlays on fixed 
investment, as well as spending on inventories 
and further substantial additions to holdings of 
financial assets. The additional borrowing was 
largely in the form of bank loans. Total funds 
raised in Canadian and foreign bond and stock 
markets declined slightly from the level of the 
previous year. 

Borrowing by consumers continued to rise in 
1973, although less rapidly than in the previous 
year. The principal source of these credit de- 
mands lay in the continued strength of outlays on 
automobiles and other consumer durables and 
semi-durables. 

Mortgage borrowers obtained $6 billion of 
financing from private financial institutions in 
1973, an increase of $2 billion from the already 
very large flow during 1972. The further increase 

Major Assets of Financial Institutions'1) 

Deposit-taking institutions 
Chartered banksi1 (2)  
Quebec savings bank  
Trust and mortgage loan companies . 
Credit unions and caisses populaires 

Sub-total  

Contractual savings institutions 
Life insurance companies . . 
Pension funds  

Sub-total  

Sales finance and consumer 
loan companies   

Billions of 
dollars 
Dec. 1973 

Total 

48.3 
0.8 

15.4 
8.4 

72.8 

18.8 
15.8 

34.5 

6.8 

114.1 

Percentage change 

Dec. 1971 
to Dec. 1972 

15 
10 
15 
27 

16 

10 
14 

11 

13 

14 

Dec. 1972 
to Dec. 1973 

17 
15 
23 
25 

19 

9 
13 

11 

14 

16 

(1) Figures for December 1973 are estimated, except for banks. 
(2) Major Canadian dollar assets plus net foreign currency assets; average of Wednesdays. 
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in the volume of residential construction activity 
gave rise to a strong demand for mortgage funds. 
Indeed, the rate of housing starts realized over the 
past two years has been well above the pace 
required, on average, to meet the targets given in 
official projections of housing needs during the 
1970s. The demand for mortgage funds was also 
influenced by the marked rise in lending on exist- 
ing housing and the sharp increases in the prices 
of both new and existing housing. 

Mortgage borrowers might have been ex- 
pected to encounter considerable difficulty in 
obtaining funds on this scale in a year in which 
other credit demands were also strong. However, 
the principal mortgage lending institutions were 
able to attract sufficient funds, although at a higher 
cost, so that the flow of mortgage money was well 
maintained. This outcome contrasted sharply with 
the situation in the United States where the mort- 
gage market was adversely affected by the difficul- 
ties in raising funds experienced by the institutions 
that specialize in mortgage lending. Mortgage 
holdings of Canadian institutional mortgage 
lenders as a group increased by 25 per cent in 
1973, compared with 20 per cent in the previous 
year. Holdings of the trust and mortgage loan 
companies rose by 29 per cent, a much higher rate 
than in 1972 and double the rate during the previ- 
ous five years. Chartered banks’ mortgage port- 
folios rose by 34 per cent in 1973, the third con- 
secutive year of strong growth. Official requests 
were made to the banks to maintain a reasonable 
flow of residential mortgage funds. 

The substantial amount of funds raised by 
Canadian residents in 1973 was apparently ob- 
tained without net recourse to foreign sources. 
There were net inflows of capital in long-term 
forms of about $725 million but net outflows of 
short-term capital (including errors and omis- 
sions) amounted to about $850 million. The long- 
term capital inflow was about $1 billion lower than 
in 1972. This sharp reduction reflected a marked 
decline in net new issues of Canadian bonds sold 
to non-residents, a smaller inflow resulting from 
transactions in outstanding Canadian and foreign 
securities and a larger outflow in the form of 
Canadian direct investment abroad. 

Sales of domestic securities to Canadians as 
well as to non-resident investors were lower in 
1973 than in 1972. The increase in credit flows 
that occurred in 1973 was accounted for entirely 
by the growth in institutional lending, particularly 
by those institutions that rely mainly on the issue of 
various kinds of deposit-type claims. Additions to 
mortgage portfolios were a major factor in the 
growth of deposit-taking institutions. Their total 
assets increased by 19 per cent in 1973, com- 
pared with 16 per cent in 1972. 

The chartered banks’ total major assets rose by 
17 per cent in 1973. As in 1972, there was little 

Chartered Bank Assets 
Average of Wednesdays, seasonally adjusted 

Billions of dollars — Ratio scale 
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change in their holdings of Canadian liquid assets 
so that liquidity ratios declined further. The pres- 
sure on the banks’ Canadian dollar resources 
also gave rise to a substantial increase in their 
foreign currency deposit liabilities to Canadian 
residents. As a result the net foreign currency 
position of the banking system declined by over 
$1 billion during the year. Thus the rate of growth 
of total major assets, which includes the net 
foreign position, was less than that for Canadian 
dollar major assets. 

In addition to the substantial increase in resi- 
dential mortgages mentioned above, all major 
categories of bank loans rose strongly during the 
year. The increases in loans to municipalities and 
sales finance companies were particularly sharp, 
but the rate of growth of ordinary personal loans 
slowed as the year progressed. 

The banks’ loans to business borrowers rose 
more rapidly in 1973 as a whole than in 1972. The 
extent to which businesses borrowed from the 
banks reflected both the underlying strength of 
their credit demands and, in the case of larger 
borrowers, the fact that through much of 1973 

bank lending rates were low relative to the cost of 
funds in securities markets. Authorizations to 
large business borrowers rose by 18 per cent in 
1973, the same rate as in the previous year. The 
rate of growth of other authorizations slowed 
somewhat but was still substantial. 

During 1973, as in previous years, the 
behaviour of bank business loans outstanding 
was affected by the switching of financing 
between the short-term paper market and the 
banks. Such shifts can occur on the basis of small 
changes in the spread between interest rates on 
bank loans and those prevailing in the short-term 
paper market. Following rapid growth from 
mid-1972 to mid-1973, the amount of commercial 
paper outstanding fell sharply in the second half 
of 1973. Thus, while the growth of business loans 
was even more rapid in the second half of 1973 
than in the first half, it was associated with the 
sharp decline in the amount of short-term paper 
outstanding. The sum of these two kinds of busi- 
ness borrowing rose at an annual rate of 22 per 
cent in the second half of the year, compared with 
29 per cent in the first half. 

Chartered Bank Selected Assets 

Canadian liquid assets .. 
General loans  

— unsecured personal 
— business  

Other loans  
Mortgages  

Total major assets®  
Canadian dollar major 

assets  

Billions 
of dollars 
Dec. 1973 

11.1 
29.3 

8.9 
17.1 

2.3 
4.5 

48.3 

49.9 

Annual rates of change 

Years 

Dec. 1970 Dec. 1971 Dec. 1972 
to to to 
Dec. 1971 Dec. 1972 Dec. 1973 

Half-years!1) 

Dec. 1972 
to 

June 1973 

June 1973 
to 
Dec. 1973 

14 
20 
24 
24 

-16 
56 

19 

19 

4 
23 
24 
22 
13 
47 

15 

17 

3 
26 
24 
27 
29 
34 

17 

19 

1 
26 
30 
23 
17 
35 

16 

19 

5 
27 
19 
31 
42 
34 

17 

19 

(1) Seasonally adjusted. 
(2.) Canadian dollar major assets plus net foreign currency assets. 
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Selected Measures of Short-term Credit to Business 

Bank business loans 

Commercial paper 
including bankers’ 
acceptances   

Total 

Billions 
of dollars 
Dec. 1973 

17.1 

1.7 

18.8 

Annual rates of change 
Years Half-years^1) 

Dec. 1971 Dec. 1972 Dec. 1971 June 1972 Dec. 1972 June 1973 

to to to to to to 
Dec. 1972 Dec. 1973 June 1972 Dec. 1972 June 1973 Dec. 1973 

22 

18 

27 

_8 

25 

25 

531 

17 

18 

26 

19 

23 

84 

29 

31 

537 

22 

(1) Seasonally adjusted. 

As mentioned earlier in this Report, the banks 
were urged by the Bank of Canada to maintain 
their policies of ensuring a reasonable flow of 
funds to smaller businesses and to borrowers in 
the less buoyant regions of the country. The rate 
of growth of business loans under authorizations 
of $100,000 or less was 14 per cent in 1973 com- 
pared with 12 per cent during the previous year. 

In 1973 most banks adopted a dual lending rate 
structure for business borrowers under which the 
minimum lending rate to smaller borrowers, gen- 
erally those with authorizations of $200,000 or 
less, was lower than the prime rate to other bor- 
rowers. As lending rates were increased during 
the year the minimum rates applicable to smaller 
borrowers and the average rates charged on 
these accounts rose less than the comparable 
rates for larger borrowers. 

During much of 1973, the banks competed 
aggressively for funds by raising the rates of 
interest offered on term and savings deposits. 
They were particularly successful in attracting 
personal fixed-term deposits, which in the course 
of the year rose by $3.4 billion — or more than 50 
per cent — accounting for about one half of the 
total increase in the banks' Canadian dollar de- 
posits. No doubt some of the success achieved in 

this area by the banks, and by other financial 
institutions, reflected the fact that they attracted 
funds of the kind that had flowed into Canada 
Savings Bonds in previous years. 

Over 1973 as a whole, non-personal Canadian 
dollar term and notice deposits rose less rapidly 
than in 1972. Deposits of $100,000 and over for 
terms of less than one year continued to be sub- 
ject to interest rate ceilings under the “Winnipeg 
agreement”. Although the ceiling rate was raised 
substantially during the year it did constrain the 
banks’ ability to compete for large blocks of 
short-term Canadian dollar funds. Occasionally 
the banks bid very aggressively for blocks of 
funds for terms just slightly longer than those gov- 
erned by the “Winnipeg agreement”. At the same 
time the banks were able to attract a substantial 
amount of funds — $1.4 billion — by offering 
Canadians more attractive yields on foreign cur- 
rency deposits than they could on Canadian 
dollar deposits. 

Thus in the course of 1973 the banks relied to 
an increasing extent on relatively high-cost term 
deposits of various kinds to finance the growth in 
their assets. This process involved a lengthening 
of the average term of their liabilities as well as an 
upward movement in interest rates paid on 
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Currency and Chartered Bank Canadian Dollar Deposits 

Currency and demand 
deposits  

Personal savings deposits  
— fixed term  

Non-personal term and 
notice deposits  
— fixed term  

Currency and total privately-held 
Canadian dollar deposits  

Currency and total Canadian 
dollar deposits   

Billions 

of dollars 
Dec. 1973 

14.4 
24.3 

8.6 

9.7 
8.8 

48.4 

50.6 

Annual rates of change!1) 

Years Half-years 

4Q 1970 

to 
4Q 1971 

4Q 1971 

to 
4Q 1972 

4Q 1972 

to 
4Q 1973 

4Q 1972 

to 
2Q 1973 

17 
8 

- 7 

39 
35 

16 

18 

14 
11 
24 

36 
46 

16 

15 

12 
20 
56 

11 
13 

15 

16 

16 
14 
36 

2 
3 

12 

16 

2Q 1973 

to 
4Q 1973 

8 
26 
80 

22 
24 

19 

16 

(1) Calculated from the averages for the quarters shown; half-years are seasonally adjusted. 

Currency and Chartered Bank Deposits!1) 

Billions of dollars — Ratio scale 

(1)Centred 3-month moving average of seasonally adjusted average of 
Wednesday data 

deposits. The broad measure of the money 
supply, which includes these term deposits, rose 
by 15 per cent in 1973. 

As short-term interest rates rose, there was a 
distinct moderation in the growth of the money 
supply on the narrow definition that includes only 
currency and chartered bank demand deposits. 
During the period of roughly 2V2 years up to the 
second quarter of 1973, currency and demand 
deposits had risen at an average annual rate of 
more than 15 per cent. Over the second half of 
1973 the rate of increase declined to 8 per cent, 
bringing the year-to-year increase to 12 per cent 
by the fourth quarter. 

The upward movement that characterized 
Canadian interest rate developments in 1973 
began early in the year. Yields on treasury bills 
began to rise in January. By March other short- 
term market rates had started to move up, and on 
April 9 the Bank Rate was raised to 51/4 per cent 
from 43A per cent where it had been since 
October 25, 1971. Immediately thereafter the 
“Winnipeg agreement” ceiling observed by the 
banks on their large short-term Canadian dollar 
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deposits was raised by V2 per cent to 6 per cent 
and their prime lending rates were raised by an 
equal amount to 6V2 per cent. Other bank deposit 
rates were also increased. 

In succeeding months market interest rates 
continued to rise sharply and there were, a series 
of further increases in the institutional rates men- 
tioned above. By September 13, four further in- 
creases in the Bank Rate had raised it to its pres- 
ent level of 71/4 per cent. The ceiling on large 
short-term deposits was also adjusted upward in 
several steps to a level of 8V2 per cent. Through 

Yields on Short-term Paper: 
Canada and United States 
30-day 

I I 

2 

Covered differential 

2 
I 969 I 970 I 97 l I 972 I 973 74 

much of this period the existence of the 
“Winnipeg agreement” tempered the pace of the 
rise in short-term interest rates. The chartered 
banks’ prime lending rates reached 9V2 per cent 
in December. 

During 1973 Canadian short-term interest rates 
did not rise as high as those in the United States, 
in the Euro-dollar market or in other foreign mar- 
kets. By year-end, U.S. bank prime lending rates 
had reached a peak of 10 per cent, but when 
account is taken of the widespread U.S. practice 
of requiring compensating balances, the effective 
cost of funds to prime borrowers was probably 
around 11 per cent compared with the 9V2 per 
cent prime rates in Canada. Rates on short-term 
commercial paper in the United States reached 
peak levels of about 103A per cent in September 
whereas at that time comparable rates in Canada 
were about 8V2 per cent. Subsequently these 
short-term interest rates came closer together as 
U.S. rates moved to a lower level while Canadian 
paper rates rose further during the remainder of 
1973. In early 1974 short-term market interest 
rates declined in both countries. Throughout this 
period the spread between spot and forward 
exchange rates tended to move with the 
changing spread between short-term interest 
rates in the two countries. 

By the latter part of 1973 the increase in short- 
term rates had brought them to levels above those 
on long-term securities. Earlier in 1973 the cost of 
short-term accommodation had been substan- 
tially below that of long-term financing and this no 
doubt contributed to the rapid expansion of 
shorter-term credit. In general, long-term rates 
were 3A to 1 percentage point higher by 
September than at the beginning of the year and, 
on balance, have since shown little change. 

A chart showing movements in selected interest 
rates since the beginning of 1969 appears on the 
following page. 
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Interest Rates 
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Chartered bank typical rates 
% 

I 2 

10 

2 

0 

(1) Until November 1970 and after June 12, 1972, rates prevailing under 
interest rate agreements 
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Bank of Canada Operations 

This chapter provides details of the operations 
of the Bank of Canada in 1973 related to the 
implementation of monetary policy, and of the 
Bank’s operations as agent for the Government of 
Canada both in the management of the public 
debt and in connection with the activities of the 
Exchange Fund Account. 

Monetary Policy 

During 1973 the Bank of Canada so managed 
the cash reserves of the chartered banks that the 
banks’ total assets were not permitted to rise in 
line with the rapid growth of their loans and mort- 
gages. 

The amount of "free” Canadian liquid assets(1) 

in the banking system fell substantially in the 
course of 1973 and by year-end the ratio of “free” 
Canadian liquid assets to total major assets had 
declined to 9.8 per cent, compared with 12.8 per 
cent at the end of 1972. The required minimum 
secondary reserve ratio was maintained at 8 per 
cent by the Bank of Canada and increasing 
amounts of treasury bills were therefore needed 
by the banking system to meet this requirement. 
In total, however, the banks’ holdings of interest- 
earning Canadian liquid assets were at virtually 
the same level in December 1973 as they had 
been a year earlier. 

In the face of strong credit demands the limita- 

(1 ) "Free” Canadian liquid assets comprise the banks’ holdings of cash, Govern- 
ment of Canada treasury bills and day-to-day loans in excess of minimum 
reserve requirements, plus Government of Canada bonds and call loans. 

tion on the growth of the banking system that was 
imposed through the pressure maintained on the 
banks’ cash reserves led to the upward move- 
ment of interest rates that began early in 1973. 
The Bank of Canada raised its Bank Rate five 
times during the year to 71A per cent, where it has 
remained since September 13.(2) 

The record of the chartered banks’ cash 
reserve positions during 1973 is shown in Appen- 
dix Table I. Variations in excess cash reserves 
reflected principally the Bank of Canada's re- 
sponse to changes in the pressures in financial 
markets rather than alterations in the basic policy 
being followed. Thus on occasion during the year 
when there were particularly strong upward pres- 
sures on interest rates, cash reserves were run at 
somewhat higher levels than at other times, but 
these adjustments of the cash management 
stance were generally designed to moderate the 
upward movement of rates rather than to stop it. 

The Bank of Canada was active in the securities 
markets throughout the year in connection with 
cash reserve management and at times for 
reasons related to market developments. During 
the year the Bank of Canada provided support to 
the market by buying bonds, principally short- 
and medium-term issues. As well as serving to 

(2) Effective date Bank Rate 
1971-October 25   43A per cent 
1973-April 9   51A per cent 

May 14   53A per cent 
June 11   6VA per cent 
August 7   63A per cent 
September 13   71A per cent 
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stabilize markets, these purchases assisted in the 
management of the public debt by reducing the 
amount of maturing issues that would be held 
outside the Bank at the time of their maturity. By 
the same token, these purchases increased the 
Bank’s holdings of maturing bonds, and conse- 
quently have increased the scale of its participa- 
tion in new issues. 

In mid-year the Bank entered the market on a 
switch basis, selling near-term and medium-term 
bonds against purchases of bonds maturing in 
October and December of 1973. This was done to 
meet some of the demand that resulted from the 
reduction in the amount of Government of Canada 
bonds outstanding following the partial refunding 
of the July 1 maturity. 

In September and again in November new 
issues offered in connection with the refunding of 
issues maturing on October 1 and December 1 
attracted widespread investor interest and the 
Bank was able to supply additional bonds to the 
market both on a switch basis against near-term 
issues and for cash. In early November, and 
again in December when there was renewed 
pressure on short-term interest rates, particularly 
rates on short-term paper, the Bank entered into a 
programme of purchasing bankers’ acceptances 
and continued to buy very short-term bonds. As 
well as cushioning the market against the pres- 
sures, these purchases facilitated cash reserve 
management during the seasonal rise in note cir- 
culation. 

The monthly record of Bank of Canada transac- 
tions in Government of Canada securities during 
1973 is shown in Appendix Table II. 

During the year the Bank again used swap 
transactions with the Exchange Fund Account in 
the management of chartered bank cash re- 
serves. These transactions involve the temporary 
acquisition by the Bank of Canada of foreign 
exchange assets under agreements for their 
resale to the Exchange Fund Account. They can 
be unwound, for example, in connection with 
open market purchases of securities or acquisi- 
tion of new issues of Government of Canada 
bonds and treasury bills, as opportunities arise. In 
1973 the Bank of Canada needed to add substan- 

tially to its assets in order to provide for the large 
increases in the amount of notes in circulation and 
in the required cash reserves of the chartered 
banks. The Bank increased its holdings of Gov- 
ernment of Canada securities by $571 million dur- 
ing the year. In the Bank’s view, purchases of 
Government securities on an even larger scale 
would have been inappropriate in the circum- 
stances and additional assets in the amount of 
$370 million were acquired for the time being 
through swap transactions with the Exchange 
Fund Account. 

Debt Management 
The federal Government’s net Canadian dollar 

financing requirements for domestic transactions 
were just under $1 billion for the calendar year 
1973, an amount much lower than is expected for 
the fiscal year ending March 31, 1974. Ordinary 
foreign exchange transactions resulted in a net 
inflow of Canadian dollars to the Government 
amounting to $558 million. Furthermore, the swap 
transactions undertaken by the Bank of Canada 
with the Exchange Fund Account increased the 
Government’s cash balances by $370 million over 
the year: in the absence of these transactions, 
cash balances would have declined by $439 mill- 
ion. The outstanding amount of Government of 
Canada securities payable in Canadian dollars 
declined by $49 million in 1973. 

A net total of $530 million was raised through 
sales of treasury bills by additions to the weekly 
auctions. Maturities of $400 million in special 
one-year treasury bills were rolled over during the 
year. 

On four occasions the Government of Canada 
borrowed in the bond market, each time in con- 
nection with a maturing issue. The Government 
did not offer a public issue in connection with the 
July 1, 1973 maturity of $350 million. The Bank of 
Canada, which held $200 million of that issue, 
agreed to acquire $175 million of new bonds 
directly from the Government; the remaining $175 
million of the maturing bonds were redeemed by 
the Government for cash. On the other hand, new 
funds were raised by the Government on 
December 1 when $600 million of bonds were 
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sold against only $525 million maturing. Details of 
these and other issues are given in Appendix 
Table IV. 

The new issues sold in 1973 were of short- and 
medium-term maturity; bonds with extendible 
options were offered in two loans. The average 
term to maturity of outstanding unmatured 
marketable direct and guaranteed bonds shor- 
tened by two months over the year to five years, 
seven months. 

The 1973-74 series of Canada Savings Bonds 
offered investors an average yield of 7.54 per cent 
over a twelve-year term and again included an 
interest compounding option. Net sales during 
the fourth quarter of 1973 were $243 million and at 
the end of the year the outstanding amount of 
Canada Savings Bonds was $384 million lower 
than a year earlier. 

During the six-month period ending September 
30, 1973 holders of 71A per cent April 1, 1974 
bonds had an option to exchange them into an 
equal par value of 71/2 per cent bonds due April 1, 
1984. In total, $70 million of the bonds were 
exchanged, leaving $55 million of the original 
issue to mature in April 1974. 

In June the Government repaid the loan of 250 
million Deutsche marks that was negotiated in 

1968. This repayment, effected through a reduc- 
tion in foreign exchange reserves, did not affect 
the Canadian dollar position of the federal Gov- 
ernment. 

In February 1973, the Government cancelled 
$20 million of 51/2 per cent August 1, 1980 bonds 
which it had previously acquired under provisions 
of the purchase fund for this issue, leaving $317 
million of the issue outstanding. 

Foreign Exchange Operations 

During the various periods of rapid change in 
world currency relationships in 1973 the 
exchange rate for the Canadian dollar moved 
closely with that for the U.S. dollar, with both 
currencies falling in value in terms of most major 
currencies overseas in the first half of the year and 
rising in the second half. Weighted according to 
Canada’s overseas trade, the Canadian dollar 
declined by over 12 per cent in terms of the 
currencies of our principal overseas trading 
partners from the beginning of the year to mid- 
year and had risen by the same amount by early 
January 1974. 

The movement of the Canadian dollar in terms 
of the U.S. dollar in 1973 and the first two months 
of 1974 is shown in the chart on page 34. 

Government of Canada Financing, 1973 
Millions 
of dollars 

Requirements 
Domestic transactions*1*   948 
Ordinary exchange transactions   -558 

390 
Financing 
Net par value changes in Canadian dollar 

debt outstanding — Treasury bills   530 
— Marketable bonds   -195 
— Canada Savings Bonds   -384 

- 49 

Decrease in Canadian dollar cash balances*2*  439 

390 
(1) Including an advance to the Exchange Fund Account to permit remittance of profits. 
(2) Excluding the $370 million proceeds of an increase in temporary swap transactions between the Bank of Canada and the Exchange Fund Account. 
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During this period the Bank of Canada bought 
and sold U.S. dollars on behalf of the Exchange 
Fund Account to maintain orderly conditions in 
the market for the U.S. dollar in Canada. These 
operations account for the bulk of the monthly 
changes in the total of Canada’s official interna- 
tional reserves shown in the chart below. 
Significant changes in official reserves also re- 
sulted from the drawing down in June of U.S. $94 
million to repay maturing Government of Canada 
notes issued in 1968 and denominated in 
Deutsche marks, and from the revaluation in 
October by U.S. $185 million of Canada’s hold- 
ings of gold, SDRs and other gold-based assets. 
In 1973 official reserves declined by U.S. $467 
million excluding the October revaluation and by 
U.S. $282 million including it. 

Exchange Rate and Official Reserves 

Spot exchange rate (daily) 
U.S.$ in Canada Cdn.$ in U.S. funds 

1.03 

1.02 

I.OI 

I.00 

.99 

Changes in official reserves during the month 
Millions of U.S. dollars 

400 

Millions of U.S. dollars 
400 

200 

■ 0 

200 

I 973 

(1) Includes use of U.S.$94 million to pay DM denominated notes at maturity 
(2) Includes an increase of U.S.$185 million resulting from the revaluation of gold and gold-based assets 

I 974 
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APPENDIX TABLE I 

Chartered Bank Cash Reserves — 1973 

Millions of dollars 
Requirements 

January 

February 

March 

April 

May 

June 

July 

August 

September 

October 

November 

December 

1-15 
16-31 

1-15 
16-28 

1-15 
16-31 

1-15 
16-30 

1-15 
16-31 

1-15 
16-30 

1-15 
16-31 

1-15 
16-31 

1-15 
16-30 

1-15 
16-31 

1-15 
16-30 

1-15 
16-31 

Total cash Average Required 
requirements Bank of Bank of 

Canada Canada 
notes deposits 

  Excess Number 
Cumulative cash of 
excess reserve statutory 
reserves ratio days 
for the 
period 

Average 
holdings 
of Bank 
of Canada 
deposits 

2,527 

2,562 

2,511 

2,519 

2,537 

2,637 

2,644 

2,715 

2,723 

2,727 

2,736 

2,777 

737 

814 

709 

702 

710 

765 

765 

787 

796 

804 

817 

812 

1,790 

1,748 

1,802 

1,817 

1,827 

1,872 

1,879 

1,928 

1,927 

1,923 

1,919 

1,965 

1,819 
1,818 

1,776 
1,779 

1,832 
1,832 

1,848 
1,860 

1,867 
1,863 

1,906 
1,908 

1,926 
1,910 

1,959 
1,955 

1,968 
1,958 

1,954 
1,966 

1,961 
1,953 

2,003 
2,025 

288 
326 

302 
278 

330 
331 

311 
434 

435 
388 

369 
355 

424 
370 

346 
335 

372 
317 

311 
518 

413 
367 

386 
539 

0.07 
0.07 

0.07 
0.08 

0.07 
0.08 

0.08 
0.11 

0.10 
0.09 

0.08 
0.08 

0.11 

0.07 

0.07 
0.06 

0.09 
0.07 

0.07 
0.10 

0.09 
0.08 

0.09 
0.13 

10 
12 

11 
9 

11 
11 

10 
10 

11 
11 

11 
10 

9 
12 

11 
12 

9 
10 

10 
12 

10 
11 

10 
9 
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APPENDIX TABLE II 

Bank of Canada Net Transactions in Government of Canada Securities 

Delivered basis, par value in millions of dollars 

Net purchases from (+) or net sales to (-) investment dealers and banks*1 2) 

Treasury 
bills 

Bonds® 
3 years 
and under 

3-5 
years 

5-10 
years 

Over 
10 years 

Sub-total Securities 
of bills under 
and bonds PRA 

January . .. 

February . . 

March 

April  

May   

June  

July   

August 

September 

October. . . 

November. 

December. 

Total  

+ 71 

+ 27 

- 5 

+ 41 

- 52 

- 36 

+ 20 

+ 37 

+ 25 

+ 129 

+ 61 

+ 24 

+ 105 

+ 10 

+ 14 

+ 12 

+ 36 

+ 23 

+ 49 

+ 85 

+ 25 

+ 100 

+ 542 

+ 24 

- 12 

- 11 

- 3 

-129 

-133 

- 3 

- 2 

- 5 

-58 

-43 

-10 

-10 

+ 133 

+ 75 

+ 100 

+ 51 

- 38 

+ 18 

+ 43 

+ 80 

- 24 

+ 25 

+ 42 

+ 504 

+ 60 

+ 64 

-124 

+ 71 

- 29 

- 42 

+ 40 

- 40 

+ 10 

- 10 

+ 7 

+ 7 

(1) Advances by the Bank of Canada to the chartered banks were outstanding on 53 business days. Purchase and resale agreements with money market dealers were 
outstanding on 126 business days. Over the year as a whole, the average daily amount of advances outstanding was $5.2 million. The average daily amount of securities 
held by the Bank of Canada under PRA was $23.7 million. 

(2) Classified by years to maturity at time of transactions. 
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* 

1973 

Net transactions with Government and other client accounts 

Purchases (+) 
of new issues 
less matured 
holdings 

Bills Bonds 

Net purchases from (+) or net sales to (- 
Securities 
Investment Account 

Other Government 
and client accounts 

Net change in holdings 
of Government 
Canada securities 

Bills Bonds Bills Bonds Bills Bonds Total 

+ 78 

- 5 

+ 38 

+ 76 

+ 53 

+ 74 

+ 68 

+ 43 

+ 6 

- 15 

+ 38 

+ 10 

+463 

- 1 

+ 57 

- 25 

+ 65 

+ 30 

+ 127 

- 93 

+ 4 

- 24 

- 3 

- 70 

- 35 

- 37 

- 49 

- 68 

- 12 

- 62 

+ 10 

-440 

- 1 

-31 

- 6 

- 3 

- 1 

-10 

-15 

- 1 , 

-12 

-12 

-90 

+ 95 

+ 40 

- 43 

+ 131 

- 70 

+ 23 

+ 5 

+ 3 

- 25 

- 1 

- 25 

+ 21 

+ 153 

+ 82 

+ 66 

+ 27 

+ 118 

- 15 

- 36 

+ 45 

- 8 

+ 44 

+ 12 

+ 16 

+ 66 

+ 418 

+ 177 

+ 106 

- 16 

+ 249 

- 85 

- 13 

+ 50 

- 5 

+ 20 

+ 11 

- 9 

+ 87 

+ 571 
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APPENDIX TABLE III 

Bank of Canada Assets and Liabilities — 1973 

Monthly changes, millions of dollars 

January 

February 

March 

April 

May 

June 

July 

August 

September 

October 

November 

December 

Total 

Government Net 
of Canada foreign 
securities at currency 
book value assets 

Investment All other 
in IDB assets 

(net) 

+ 177 

+ 104 

- 14 

+ 247 

- 87 

- 13 

+ 49 

- 4 

+ 20 

+ 13 

- 13 

+ 90 

+ 569 

-146 

- 49 

- 88 

- 20 

+ 110 

+ 107 

+ 147 

- 75 

-120 

+ 184 

+ 14 

+ 309 

+ 373 

+ 13 

+ 7 

+ 4 

+ 19 

+ 4 

+ 6 

+ 13 

+ 9 

+ 7 

+ 22 

+ 15 

+ 15 

+ 135 

-126 

- 94 

+ 44 

- 42 

+ 68 

+ 51 

+ 48 

- 25 

+ 99 

-120 

+ 25 

+ 30 

- 42 

Note Canadian dollar deposit liabilities 
circulation Chartered 

banks 
Government Other 
of Canada 

-307 

+ 15 

+ 15 

+ 122 

+ 119 

+ 140 

+ 124 

- 3 

- 7 

+ 96 

+ 2 

+ 428 

+ 745 

+ 118 

- 27 

+ 33 

+ 47 

- 11 

+ 37 

+ 53 

- 11 

+ 9 

+ 9 

- 1 

+ 55 

+309 

+ 110 

- 17 

-112 

+ 41 

- 5 

- 29 

+ 84 

- 90 

+ 10 

- 5 

+ 44 

- 50 

- 20 

- 4 

- 2 

+ 9 

- 7 

- 7 

+ 4 

- 4 

+ 8 

- 6 

- 5 

+ 13 

+ 2 
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APPENDIX TABLE SV 

Government of Canada Direct and Guaranteed Marketable 
Securities*: New Issues and Retirements 

Date in 
1973 

Issues offered Term to 
maturity 

Yield to Millions of dollars par value 
maturity Amount Amount 

delivered retired 

260 

125 

225 
225 

Issues payable in Canadian dollars — direct 
Feb. 1 

Feb. 1 61/2% June 1, 1979(2) 6 yrs. 4 mos. 6.45 

Feb. 9 Treasury bills 364 days 4.77 

Apr. 1 51/2% Dec. 1, 1974<3) 1 yr. 8 mos. 5.78 
61/2% Apr. 1, 1977(4) 4 yrs. 6.68 

May 11 Treasury bills 364 days 5.98 

July 1 71/4% July 1, 1975(5) 2 yrs. 7,25 

Oct. 1 73/4% Oct. 1, 1978(6) 5 yrs. 7.75 

Nov. 23 Treasury bills 364 days 6.52 

Dec. 1 7% Dec. 1,1976 3 yrs. 7.00 
71/2% Dec. 1, 1980(7) 7 yrs. 7.50 

Total bonds 

Total treasury bills* 

Issues payable in Canadian dollars — guaranteed 
Dec. 31 

450 

125 

175 

425 

150 

125 
475 

600 

1,910 

400 

20(0 

260 

125 

475 

125 

350 

475 

150 

525 

2,105 

400 

6<8> 

Issues payable in foreign currencies 
Apr. 15 

June 1 

Oct. 15 

1(9) 

91do) 

1(9) 

* Excludes three-month and six-month treasury bills. 
(1) Cancellation of 51/2% August 1, 1980 bonds held by the Purchase Fund. 
(2) In addition to $325 million 61/2% June 1, 1979 already outstanding. 
(3) In addition to $175 million 51/2% December 1, 1974 already outstanding. 
(4) In addition to $225 million 61/2% April 1, 1977 already outstanding. 
(5) In addition to $260 million 71/4% July 1, 1975 already outstanding. 
(6) Exchangeable at option of holder from October 1, 1977 to March 31, 1978 into an equal par value of 7-year 21/2-month 8% bonds dated October 1, 1978 and due 

December 15, 1985 giving a combined average yield of 7.87% for the full 12-year 2V2-month period commencing October 1, 1973. 
(7) Exchangeable at option of holder from December 1,1979 to May 31,1980 into an equal par value of 7-year 8% bonds dated December 1,1980 and due December 1, 

1987 giving a combined average yield of 7.68% for the full 14-year period commencing December 1, 1973. 
(8) Cancellation by purchase funds of the following Canadian National Railway bonds: $1.3 million of 5% May 15,1977; $1.9 million of 53A% January 1,1985; $2.8 million of 

5% October 1, 1987 
(9) Partial redemption at par of U.S.-pay 5% October 15, 1987 for Sinking Fund. 
(10) Maturity of 63AJ% Deutsche mark note issued May 24, 1968. 
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Withdrawal of Guidelines on Capital Outflows 

Department of Finance Press Release, dated January 30, 1974 
Finance Minister John N. Turner today announced the withdrawal of all guidelines 

relating to the export of capital from Canada. These guidelines were part of co-operative 
arrangements between Canada and the United States whereby Canada received an exemp- 
tion for new issues from the U.S. Interest Equalization Tax and an exemption from other U.S. 
controls on capital exports. The United States has now reduced the Interest Equalization Tax 
to zero and withdrawn its other controls. In view of the termination of the U.S. program, the 
withdrawal of our guidelines is now appropriate, the Minister said. 

The Canadian guidelines being withdrawn are the following: 
March 16,1966 — The Minister of Finance requested all Canadian investors not 
to acquire securities, denominated in Canadian or U.S. dollars, issued by U.S. 
corporations or their non-Canadian subsidiaries and subject to the U.S. Interest 
Equalization Tax if purchased by U.S. residents. The Minister also announced 
that the Bank of Canada and the Department of Finance would continue to 
discourage the issue of securities in Canada by foreign borrowers. 
May 3, 1968 — The Minister asked the chartered banks to observe three 
guidelines designed primarily to avoid an increase in their net foreign currency 
asset position with residents of countries other than Canada and the United 
States from the level at the end of February 1968. 
July 24, 1968 — The Minister asked that a guideline similar in effect to that 
applied to the banks be accepted by all other financial institutions. 

The Minister of Industry, Trade and Commerce is also announcing today the withdrawal 
of the September 1968 guideline to Canadian non-financial corporations designed to ensure 
that their investments outside of Canada and the United States would be compatible with 
Canada's unrestricted access to the United States capital market. 

The Minister expressed his appreciation to all Canadian investors for their co-operation 
in the guideline program. 

The Minister noted that he has not withdrawn his request to Canadian borrowers to 
explore fully the Canadian capital market before floating issues abroad. 

Department of Industry, Trade and Commerce Press Release, 
dated January 30, 1974 

The program for guidelines on overseas capital transfers by Canadian incorporated, 
non-financial companies is being lifted immediately, the Department of Industry, Trade and 
Commerce announced today. The guidelines were set out on September 19, 1968 by the 
Minister of Trade and Commerce. 

These guidelines consisted of a request by the Minister that companies not make 
investments in Western Europe involving transfers of capital funds from Canada or the 
United States unless the transfer resulted in large and early benefit to Canada. Companies 
were also asked to exercise restraint on such transfers to other developed countries. 

The program was introduced to ensure that, as a result of the exemption of Canada 
from the United States balance of payments measures affecting capital flows, Canada was 
not used as a “pass-through" by which the purpose of the United States program could be 
frustrated. 

The removal of these guidelines coincides with the announcement yesterday by the 
United States Government that the balance of payments regulations of that country relating 
to capital flows are being terminated immediately. 

The Department expressed thanks to Canadian corporations for their adherence to the 
guidelines and for their reporting of information necessary to the program. 

Withdrawals of related guidelines for banks and other financial institutions were an- 
nounced by the Honourable John Turner, Minister of Finance. 
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BANK OF CANADA Statement of Income and Expense 

Year ended December 31, 1973 
(with comparative figures for 1972) 

(thousands of dollars) 

INCOME 

Revenue from investments and other income  $404,069 $330,981 

EXPENSE 
Salaries n   $ 11,442 $ 10,301 
Contributions to pension and insurance funds  3,237 2,348 
Other staff expenses®  1,022 908 
Directors’ fees   39 27 
Auditors’ fees and expenses   141 124 
Taxes - municipal and business  1,776 1,767 
Bank note costs   7,479 8,195 
Data processing and computer costs   913 702 
Maintenance of premises and equipment - net  1,309 1,674 
Printing of publications   365 396 
Other printing and stationery   369 333 
Postage and express  323 325 
Telecommunications  413 340 
Travel and staff transfers  535 419 
Interest on unclaimed balances  112 103 
Other  475 496 

$ 29,950 $ 28,458 

Depreciation of buildings and equipment  1,181 1,450 

NET INCOME PAID TO RECEIVER GENERAL FOR CANADA . 372,938 301,073 

$404,069 $330,981 

(1) The number of staff averaged 1,242 in 1972 and 1,304 in 1973. 
(2) Includes overtime pay, medical services and cafeteria expenses. 
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[BANK OF CANADA Statement of Assets and Liabilities 
as at December 31, 1973 

ASSETS 1973 1972 
(thousands of dollars) 

Deposits in foreign currencies: 
Pounds sterling and U.S.A. dollars 
Other currencies  

Cheques drawn on other banks   

Advances to chartered and savings banks  

Accrued interest on investments  

Bills bought in open market, not including 
treasury bills, at cost  

Investments — at amortized values: 
Treasury bills of Canada  
Other securities issued or guaranteed by 

Canada maturing within three years   
Other securities issued or guaranteed by 

Canada not maturing within three years  
Debentures issued by Industrial Development Bank . .. 
Securities issued by the United Kingdom 

and the United States of America  
Other securities   

Industrial Development Bank: 
Total issued share capital, at cost (note)   

Bank premises: 
Land, buildings and equipment 

Cost less accumulated depreciation   

Net balance of Government of Canada collections 
and payments in process of settlement  

Other assets  

$ 32,066 
 434 

32,500 

134,106 

104,062 

39,185 

1,081,053 

2,282,253 

2,612,498 
656,784 

775,988 
2,633 

7,411,209 

64,000 

29,509 

178,521 

6,130 

$ 7,999,222 

$ 53,672 
 322 

53,994 

395,886 

1,900 

94,915 

932,110 

2,053,310 

2,421,515 
527,109 

414,000 
2,633 

6,350,677 

59,000 

23,106 

75,500 

1,346 

$ 7,056,324 
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LIABILITIES 1973 1972 
(thousands of dollars) 

Capital paid up  

Rest fund  

Notes in circulation  

Deposits: 
Government of Canada 
Chartered banks  
Other  

Liabilities in foreign currencies: 
Government of Canada.... 
Other  

Bank of Canada cheques outstanding 

Other liabilities   

$ 5,000 

25,000 

5,551,218 

6,356 
2,006,452 

54,174 

2,066,982 

25,007 
 165 

25,172 

322,140 

3,710 

$ 7,999,222 

$ 5,000 

25,000 

4,806,242 

26,658 
1,697,893 

52,280 

1,776,831 

57,760 
 226 

57,986 

382,408 

2,857 

$ 7,056,324 

NOTE: The audited financial statements of the Industrial Development Bank as at September 30, 1973 show an equity of $92,629,912 at which date the Bank of Canada's 
investment in the share capital was $62,000,000. 

Governor, G. K. BOUEY Chief Accountant, A. ROUSSEAU 

Auditors’ Report We have examined the statement of assets and liabilities of the Bank of Canada as at 
December 31, 1973 and the statement of income and expense for the year then ended. Our 
examination included a general review of the accounting procedures and such tests of 
accounting records and other supporting evidence as we considered necessary in the 
circumstances. 

In our opinion these financial statements present fairly the financial position of the Bankas 
at December 31, 1973 and the results of its operations for the year then ended. 

GÉRALD PRÉFONTAINE, C.A. A. J. LITTLE, F.C.A. 

de la firme Séguin, Ménard, Patenaude, Préfontaine & Cie of the firm Clarkson, Gordon & Co. 

Ottawa, Canada, January 24, 1974 
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Board of Directors 

G. K. BOUEY 

R. W. LAWSON 

P. A. ARCHIBALD 

J. G. BURCHILL 

R. W. CAMPBELL 

W. R. JENKINS 

S. KANEE 

S. G. LAKE 

J. G. LANGS 

J. L. LEWTAS, Q.C. 

D. F. MATHESON 

J. TASCHEREAU 

A. WALTON 

S. S. REISMAN 

OTTAWA 

Governor 
Member of the Executive Committee 

OTTAWA 

Senior Deputy Governor 
Member of the Executive Committee 

ANTIGONISH, N.S. 

NELSON-MIRAMICHI, N.B. 

CALGARY, ALTA. 

CHARLOTTETOWN, P.E.I. 

WINNIPEG, MAN. 

RAMEA, NFLD. 

HAMILTON, ONT. 

TORONTO, ONT. 

Member of the Executive Committee 

YORKTON, SASK. 

QUEBEC, QUE. 

Member of the Executive Committee 

VANCOUVER, B.C. 

EX-OFFICIO 

OTTAWA 

Deputy Minister of Finance 
Member of the Executive Committee 



Officers 

G. K. BOUEY, Governor 
R. W. LAWSON, Senior Deputy Governor 

G, E. FREEMAN, Adviser 
D. J. R. HUMPHREYS, Adviser 
L, F. MUNDY, Director of Administrative Operations 

J, A. BUSSIèRES.Associate Adviser 

B, J. DRABBLE, Adviser 
R, JOHNSTONE, Adviser 

G, HAMILTON, Secretary 

R. F. HIRSCH .Auditor A, ROUSSEAU, Chief Accountant 
D. A. THOMPSON, Deputy Auditor 
D. G. WARNER, Assistant Auditor 

J. M. ANDREWS, Deputy Chief 
F. FAURE, Deputy Chief 
H. JANSSEN, Assistant Chief 
I. D. CLUNIE, Assistant Chief 

Securities Department 
D. G. M. BENNETT, Chief 

A. W. NOBLE, Deputy Chief 
V. O’REGAN, Securities Adviser 

J. M. MCCORMACK, Assistant Chief 

Toronto Division 
J. T. BAXTER, Chief 
T. NOEL, Assistant Chief 
J, KIERSTEAD,Securities Officer 

D. R. CAMERON — Vancouver Representative 

Montreal Division 
J. CLéMENT, Chief 

T. G. BOLAND, Securities Adviser 
L. PELLAND, Securities Officer 

Research Department 
J, N. R, WILSON, Chief 

J. W, CROW, Deputy Chief 
A, G. KEITH, Research Adviser 
G, B. GLORIEUX, Assistant Chief 
A. C. MACKENZIE, Research Officer 
J.-G. TURCOTTE, Research Officer 
R, PARTRIDGE, Administrative Officer 

‘Seconded for planning of new Head Office 

*D. B. BAIN, Deputy Chief 
D, R. STEPHENSON, Assistant Chief 

DOROTHY J. POWELL, Editorial Adviser 
S. L. HARRIS, Research Officer 
T. MAXWELL, Research Officer 
KATHRYN E. DAWSON, Librarian 

Department of Banking and Financial Analysis 
W. A. MCKAY, Chief 

1'G, G. THIESSEN, Deputy Chief 
S. VACHON, Assistant Chief 
R. F. S. JARRETT, Research Officer 
R. L. FLETT, Research Officer 
T, F. BRADY, Research Officer 

J. E, H. CONDER, Assistant Chief 
t J. F. DINGLE, Research Officer 

G. W, KING, Research Officer 
W. R. WHITE, Research Officer 
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International Department 

ALAIN JUBINVILLE, Chief 
EDITH M. WHYTE, Deputy Chief J. S, ROBERTS, Assistant Chief 
A. C. LAMB, Assistant Chief A, F. PIPHER, Foreign Exchange Adviser - Toronto 
D. W. ADOLPH, Foreign Exchange Officer tD. E, SMEE, Research Officer 
K, A. WUST, Foreign Exchange Officer - Montreal 

Department of Personnel Administration 
H, A. D. SCOTT, Chief 

P. D. SMITH, Associate Chief 
G, A. LAFRAMBOISE, Chief, 

Manpower Planning & Development Division P. E. CLOUTIER, Chief, Compensation Services Division 
R. H. OSBORNE, Chief, Employment & Liaison Services Division A, JOHNSTON, Chief, Payroll Administration Division 

A. J. NORTON, Deputy Chief 

Currency Division: 
H. F. BUTLER, Chief 
L, G. ROWE, Deputy Chief 
J, H. GAGE, Accountant 

Department of Administrative Operations 
A. J. BAWDEN, Chief 

E. B. PIODGE, Superintendent of Premises 
S. V, SUGGETT, Special Assistant 

Public Debt Division: 
R. F. ARCHAMBAULT, Chief 

R. F. PRITCHARD, Deputy Chief 
M. MORIN, Assistant Chief 

Secretary’s Department 

C, RENAUD, Assistant Secretary 
I, G. L. FREETH, Chief, Computer Services Division 
S. S. CARROLL, Curator, Numismatic Collection 
D, WILSON, Records Manager 

G. HAMILTON, Secretary 
G. B. MAY, Adviser, Management Systems and Planning 

A. P. ADAMEK, Information Systems Adviser 
J. STEINHAUER, Chief, Translation Services 

L. TESSIER, Graphics Manager 
G. S. WATTS, Archivist 

Agencies 
Halifax, E. L. JOHNSON, Agent 

Saint John N.B., G. H. SMITH, Agent 
Montreal, J. E, R. ROCHEFORT Agent 

R. MARCOTTE, Assistant Agent 
Ottawa, T. D. MACKAY, Agent 

Toronto, D. D, NORWICH, Agent 
Winnipeg, R. E. RoBERTSON.Agenf 

Regina, J, C. FRASER, Agent 
Calgary, H. PROWSE, Agent 

Vancouver, J, F, SMITH, Agent 

tOn leave of absence 
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