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General Observations 

Like most of its trading partners, Canada has moved 
into a period of cyclical weakness in economic activi- 
ty. Throughout the industrial countries the trend of 
output has slowed or turned downward and un- 
employment has been rising. Although the present 
economic environment is conducive to a moderation 
of the recent rapid pace of inflation, its effects on the 
trend of prices are only beginning to be felt and are 
being impeded by continuing rapid increases in costs. 
Meanwhile the world economy is struggling to deal 
with the balance of payments deficits and other dif- 
ficulties arising from the quadrupling of oil prices a 
year ago. The world economy is thus currently con- 
fronted with an unusually difficult combination of 
problems. There is, however, a reasonable prospect 
that the low point in world economic activity will be 
reached before long and that some recovery in a less 
inflationary environment may be evident by the end of 
the year. 

The Canadian economy has experienced a marked 
slackening of the growth of aggregate spending and of 
output since the first quarter of 1 974. At that time Gross 
National Expenditure in money terms was still rising at 
a rate of about 20 per cent a year, but in the middle 
quarters of 1974 the rate of increase fell back to 15 per 
cent a year, and in the final quarter it fell further. 
Demand has weakened both in foreign markets for 
many of our exports and in major elements of domestic 

expenditure such as outlays for new housing, auto- 
mobiles and consumer durables. By contrast, demand 
for imported goods and services has remained rela- 
tively strong. 

Up to the present the rapid pace of increase in the 
price level in Canada has continued largely unabated, 
although the forces propelling it have changed substan- 
tially. Prices in Canada are no longer subject to the 
influence of sharply rising international commodity 
prices nor, apart from a few exceptions, to the upward 
pull of excessive foreign and domestic demand on 
industries already producing to the limits of their 
capacity. Instead, prices are now being pushed up by 
cost increases in markets where sales are clearly lag- 
ging well behind our growing productive capacity. The 
prices of internationally-traded industrial materials 
have been softening since mid-1974. Signs have also 
begun to appear that this softening of prices may be 
spreading into the area of agricultural commodities. 
On the other hand, the prices of manufactured and 
processed goods are in general continuing to rise 
strongly. Since primary commodities bulk large in 
Canada's exports and manufactured goods in its im- 
ports, the current trends in international prices are 
reversing the benefits that we have gained over the past 
two years from the more rapid increase in the prices of 
our exports than of our imports. 

With the flow of spending rising much less strongly 
than a year ago but with little perceptible slackening as 
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yet in the rate of increase of prices, the volume of sales 
and output in the Canadian economy has levelled off, 
and in the closing months of 1974 contracted in 
absolute terms. In response to this downturn in produc- 
tion the growth of employment has also begun to 
slacken off, and the number of people reported as 
without jobs and seeking work has turned sharply 
upwards. The emerging weakness of demand has af- 
fected some industries and regions more than others; in 
the Prairie Provinces the flow of income has remained 
exceptionally strong. During the year Canada's interna- 
tional balance of payments on current account swung 
heavily into deficit, and by the fourth quarter the deficit 
had risen to an annual rate of around $4 billion. 

In most industrial countries the slowdown in 
economic activity began several months earlier than in 
Canada and has gone considerably further. For the 
whole group of OECD countries output in 1974 was 
little if any above that in 1973, and in Canada's three 
most important trading partners - the United States, 
Japan and Britain - it fell substantially below that of the 
previous year. In the United States the level of output 
by the fourth quarter of 1 974 was down by about five 
per cent from that of the same quarter a year earlier, 
while output in Canada, though not as high as in the 
spring and summer, was nevertheless running at about 
the same level as in the final quarter of 1973. By 
January of this year the unemployment rate in the 
United States had risen to 8.2 per cent of the labour 
force; in Canada it had risen to 6.7 per cent. In both 
countries consumer prices have continued to rise 
rapidly at closely similar rates, but in recent months 
wage and salary increases in Canada have been run- 
ning substantially higher on average than in the United 
States. 
The course of events in the rest of the industrial world 

has varied from one country to another in respect of the 
timing and intensity of the slowdown in output, the 
pace of the continuing inflation of costs and prices, and 
the degree of weakness in balance of payments posi- 
tions. In spite of such differences there has been a 
broad similarity of pattern reflecting the operation of 
common forces. 

The origin of these common forces was the recent 
world-wide inflationary boom, a boom generated by 
the highly expansionary monetary and fiscal policies 
followed in virtually all of the major industrial coun- 
tries in an effort to restore high levels of output and 

employment following the economic slowdown in 
1970. This was a period of acute international mone- 
tary instability, and in retrospect it appears that policies 
in many countries were unduly influenced by fear of 
the domestic consequences of relatively strong ex- 
change rates. In time these policies resulted in a rapid 
increase in public and private spending which was 
mutually reinforced through international trade. Pro- 
duction surged ahead in most countries at roughly the 
same time, and by 1973 had reached levels which 
tended to outrun world supplies of primary com- 
modities. At the same time it created all sorts of other 
shortages and extremely tight labour markets. In these 
circumstances price increases grew larger, more fre- 
quent and more general. The inflationary process was 
substantially reinforced by shortfalls in supplies of food 
grains and animal feeds, and later by a four-fold rise in 
the world price of oil. 

The world economy has now reacted to these 
cumulative excesses and it is, in a sense, in a state of 
hangover. It is trying, painfully, to work off the 
economic distortions that have occurred and to find its 
way back to economic stability. 

During 1973 the highly expansionary financial 
policies that had led to the overloading of their 
economies were trimmed back in many countries. Had 
they not been adjusted these policies would have 
intensified the spreading distortions and imbalances, 
and invited even more serious economic trouble than 

the world is now experiencing. Moreover, when late in 
1973 a number of countries heavily dependent on 
imported oil suddenly faced the prospect of massive 
balance of payments deficits, they had little choice but 
to take prompt action to moderate the excessively 
rapid growth of domestic demand. 

In seeking to reduce the degree of demand pressure 
on their economies, none of the industrial countries 
was aiming at the drastic measures required to bring 
inflation to a halt in a relatively short period of time. 
The aim of most countries was rather to restore an 
adequate margin of spare productive capacity in an 
attempt to achieve over time a restoration of economic 
growth with reasonable stability of prices. The problem 
was greatly exacerbated by the oil situation but, 
nevertheless, subsequent events provide an illustration 
of how difficult it can be for countries to find and 
follow a relatively smooth path back to economic 
stability once the forces of inflation have been permit- 
ted to gain so much momentum. 
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From early 1973 to the late summer of 1974 the 
monetary policy followed in Canada was directed at 
offering increasingly strong resistance to the exces- 
sively rapid growth of aggregate spending that was 
then occurring. Although the total quantity of goods 
and services that the Canadian economy is physically 
capable of producing cannot be expected to increase 
by much more than about five per cent annually, the 
rate of increase of national expenditure in money terms 
reached a peak of about 20 per cent a year as recently 
as late 1973 and early 1974. The longer such a high 
rate of growth of aggregate spending continued, the 
longer a high rate of inflation of the general price level 
would have been inevitable. 

Throughout this period the Bank of Canada was trying 
to reduce the degree to which the insistent demand for 
credit was being accommodated through the process of 
monetary expansion rather than allowed to generate its 
own feedback effects in the form of progressively 
higher interest rates. The persistent rise in interest rates 
was very strongly reinforced by the influence of rapidly 
rising interest rates in the United States and Europe. As 
interest rates rose, the rapid rate of growth of the 
public's money holdings in the form of currency and 
demand deposits (the forms of money which serve as 
the principal medium for making payments in Canada) 
slackened both in absolute terms and in relation to the 
growth of national income. 

During this same period the growth of the more 
broadly-defined money supply continued at high rates 
because there was a rapid and indeed accelerating 
expansion of the public's deposit holdings in interest- 
bearing forms, especially shorter term deposits. In 
recent years the banks have increasingly responded to 
periods of strong loan demand and cash reserve 
stringency by seeking to attract sizeable blocks of funds 
into term deposits offering both a highly competitive 
interest return and a significant degree of liquidity. 
During the recent period of generally rising interest 
rates the banks obtained large amounts of funds on this 
basis, both in the wholesale money market and from 
individual savers, which they used to continue to 
expand the flow of bank credit at a relatively rapid 
pace. This did not mean that monetary policy was 
ineffective in discouraging excessive spending based 
on credit but it did mean that the cutting edge of 
monetary policy was to a greater extent than in the past 
the rising cost of credit rather than non-price restric- 

tions on its availability through particular institutional 
channels. 

As the year progressed the Bank of Canada began to 
be concerned about too sharp a reversal of the recent 
strength of domestic demand. Prospects for an early 
revival of the pace of world economic activity were 
fading. At the same time signs were beginning to 
appear, in one area of the Canadian economy after 
another, that sellers' markets were turning into buyers' 
markets, as had already happened some months earlier 
in the United States and many overseas countries. The 
changing economic situation and outlook were also 
reflected in the move to a more expansionary fiscal 
policy in Canada. 

From late summer onwards the operations of the Bank 
of Canada were aimed at facilitating an early down- 
ward adjustment of short-term interest rates. At about 
the same time a downturn in U.S. and international 
interest rates got under way, providing a favourable 
environment for the achievement of this objective. The 
full response of Canadian rates was delayed for a time, 
first by the impact of the Canada Savings Bond 
campaign and then by seasonal tightness in the money 
market around year-end. In January a sharp further 
downward adjustment occurred very quickly and the 
Bank's operations were then directed towards moder- 
ating the extent of the decline in money market rates. 
A nèw and substantially lower interest rate structure 
has now become general in this country. 
Current interest rate levels in Canada are far below 

their peaks of last summer. The decline in short-term 
interest rates has been particularly great. Nearly all of 
the more sensitive short-term rates have declined by at 
least three percentage points and declines of five 
percentage points or so have occurred in some sections 
of the market. The declines in longer term bond yields 
and mortgage rates, although smaller, have been sig- 
nificant. Other institutional lending rates have fallen 
substantially. Money is, moreover, readily available at 
these lower interest rates. The Canadian capital market 
has become very active, providing large amounts of 
credit to numerous borrowers, many of whom are 
seeking funds in size. 
Although the current level of interest rates in Canada 

may not look low by historical standards, it is very low 
relative to the rate of inflation. Unless the current rate 
of inflation declines more quickly than seems likely, 
investors in short-term fixed-interest instruments at 
present rates of interest will receive a negative real rate 
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of return on their investments; the interest that they 
receive will be less than the decline in the purchasing 
power of their money. By the same token the real cost 
of money to borrowers is well below the expressed or 
nominal interest rates they pay; on certain types of 
short-term borrowings the real cost seems likely to be 
negative, too, at current rates. In this fundamental 
sense interest rates in Canada are now unusually low. 

The substantially easier credit conditions that have 
emerged in Canada are providing a favourable mone- 
tary climate for the recovery of the economy from the 
current slowdown. Even with a favourable monetary 
environment, however, the restoration of desirable 
levels of economic activity in Canada is unlikely to be 
quickly or easily achieved. A good deal will depend on 
what happens abroad, for Canada cannot be expected 
to regain its economic health and vigour without an 
upturn in economic activity in the United States and in 
other important markets for Canadian exports. But 
much will also depend on what happens in Canada in 
other fields. The inflationary excesses of the past two 
years have severely strained the satisfactory function- 
ing of the economy in various ways. 
At present the most evident of these strains is the very 

rapid increase in costs that is taking place in Canada. 
While an element of cost-push is typical of periods of 
economic slowdown, the rates at which the money 
incomes of various groups in Canadian society are now 
increasing are extraordinary. There is, in fact, an open 
race going on among these groups for larger increases 
in money incomes. Since the race is occurring in a 
period in which no increase in average real income per 
capita is being achieved in the economy, none-of the 
participants can gain except at the expense of others. 
The activity is self-reinforcing because even the less 
aggressive groups in society feel compelled to assert 
themselves for fear of falling far behind. This in turn 
tends to make the competition self-defeating in that as 
others run faster it becomes harder and harder for any 
group to gain and hold a lead. Meanwhile the exercise 
is both socially divisive and economically counter- 
productive. The attempt by industries to pass large cost 
increases along to consumers runs the risk, in present 
circumstances, of a reduced volume of sales and lower 
production and employment. Industries facing foreign 
competition in Canada or abroad are particularly vul- 
nerable because of the danger that the rapid increase in 
their costs of production will put them at a competitive 

disadvantage vis-à-vis foreign suppliers. The escalation 
of costs is also severely hindering rational investment 
planning on which the longer term prosperity of the 
economy depends. Nothing would do more to improve 

the prospects for the Canadian economy than a rapid 
slackening in the tempo of this race for higher money 
incomes. 

Earlier reference has been made to the impact of 
recent events on Canada's balance of international 
payments. We appear now to have moved, at least 
temporarily, into a period of very large international 
deficits on current account, much larger as a percent- 
age of Gross National Expenditure than we have ex- 
perienced since 1960. To some extent this can be 
regarded as a cyclical phenomenon, reflecting the fact 
that so far in this world-wide business cycle demand in 
Canada has weakened less than in the main countries 
with which we trade. A related factor, and one that has 
become important since mid-1974, is that the prices of 
our imports are running ahead of the world market 
prices of our exports. To some extent our weakening- 
trade balance is also an indirect consequence of de- 
velopments in the world trade in oil. Although Canada 
is not heavily dependent on net imports of oil, most of 
our trading partners are, and some of the strains that 
they have felt in particular markets as well as in their 
general economic positions have spilled over on to us. 
Some of the current weakness in our international trade 
in automobiles and parts is presumably of this charac- 
ter. The movement to a greatly enlarged current 
account deficit underlines the concern that we should 
feel about the present strong upward trend of costs in 
Canada. It also means that we must preserve in Canada 
a financial environment attractive enough to provide 
the flow to Canada of the large amounts of foreign 
capital that we shall need to finance our deficit.* 

There are some encouraging aspects of the world 
scene that should not be overlooked. For one thing, the 
international economic environment is increasingly 
favourable to some moderation of the pace of inflation. 
For another, policy adjustments in a number of coun- 
tries give reasonable grounds for hope that a more 
satisfactory rate of growth in the world economy will 

have emerged by the end of 1975 or early 1976. 

* A Press Statement on February 27, 1975, by the Minister of Finance withdraw- 
ing the last remaining guideline on borrowing abroad by Canadians is reproduced 
as an Appendix to the Report. 
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It is also encouraging that the greatly enlarged bal- 
ance of payments deficits of various countries heavily 
dependent on imported oil have not led to the widely- 
feared disruption of the international trade and pay- 
ments system. International and intergovernmental 
arrangements are in the process of being expanded 
both to supplement private market channels for the 
recycling of petrodollars and to provide fail-back 
assistance for countries encountering particularly 
severe payments difficulties. Canada has played an 
active role in support of these initiatives both in the 
Interim Committee of Ministers of the IMF and in 
meetings of the Croup of Ten and the OECD. These 
arrangements will be helpful in providing countries 
with more time in which to make the necessary ad- 

justments to their changed economic situation. The 
underlying problem, however, is still very real and will 
not quickly be resolved. Even if ways continue to be 
found to cope with the serious international financing 
aspects of the problem, the need to adjust consump- 
tion, production and trade patterns to the present much 
higher relative price of oil will, at least for a considera- 
ble period of transition, make it very difficult to achieve 
the kind of growth in real output and real incomes that 
has come to be taken for granted in the postwar period. 

As has been emphasized in the foregoing discussion, 
many of the current problems of the world economy 
are related in one way or another to the high rates of 
inflation that we have been experiencing for some time 
now. They provide striking evidence of the fact that 
inflation does not offer an easy route to sustained good 
economic performance. The origins of the current 
inflation lie to a considerable extent in the over- 
reaction of fiscal and monetary policy in many coun- 
tries to the economic difficulties of the early 1970s. 
The problem of inflation is much more serious now 
than it was then, and it is therefore of the greatest 
importance that, in striving to restore satisfactory levels 
of economic activity, national authorities should not, 
in the end, over-react on this occasion as well. If they 
do, the prospects for reversing the drift towards an 
increasingly inflationary society throughout the world 
will be poor indeed. 

Although Canada's present economic circumstances 
are unpleasant and difficult, the longer term prospects 
for the Canadian economy are excellent if Canadians 
can manage to prevent cost and price inflation from 
undermining the economy's ability to function effi- 

ciently at home and to compete strongly in interna- 
tional trade. In its conduct of monetary policy the Bank 
of Canada has been promoting domestic credit condi- 
tions conducive to the resumption of economic growth 
in Canada. At the same time the Bank is bearing very 
much in mind that a moderation of inflation is essential 
to Canada's longer term interests. 
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Economie Developments 

Against the background of unfavourable economic 
conditions in the outside world, output and employ- 
ment were relatively well sustained in Canada in 1974. 
The reduced availability of international oil supplies in 
the early part of the year had little direct impact on 
economic activity in this country. Domestic spending 
remained relatively strong until well into the year, with 
business investment in expanded production facilities 
in particular continuing to provide strong support to 
the economy. However, as the year progressed the 
developing cyclical downturn abroad came increas- 

I ingly to bear on demand and prices for Canada's major 
exports. In addition, some sectors of domestic demand 
which had been extremely buoyant began to soften; 
this was especially true of spending on housing, auto- 
mobiles and other durable goods. With domestic 
demand still relatively strong, however, imports con- 
tinued to rise rapidly, and in the second half of the year 
Canada was faced with an adverse movement in its 

, terms of trade and a marked deterioration in the current 
account of the balance of payments. Towards year-end 
output declined, the growth of employment tapered 
off, and unemployment began to rise. At the same time, 
domestic prices continued to rise at a rapid rate and 
efforts by wage and salary earners to maintain and, in 
some instances, to improve their relative positions 

i resulted in strong upward pressure on the structure of 
domestic costs. 

Preliminary official estimates of the National 
Accounts for the fourth quarter of 1974, together with 
any revisions to earlier quarters, are not yet available as 
this Report is being written. However, the information 
at hand suggests that total spending in money terms in 
Canada averaged some 1 7 per cent higher in 1 974 than 
in the previous year. Most of the increase in spending 
reflected a rise in the over-all price level of about 
13 per cent. The growth in real output of goods and 
services, approximately 3% per cent on a year-to-year 
basis, was appreciably less than recorded in each of 

* the three preceding years and was confined to the early 
part of 1974. Following sharp gains in the closing 
months of 1973, total real output continued to expand 

at a very high rate in the early months of 1974, but it 
then remained approximately flat at a peak level until 
the last quarter when it declined appreciably. 

The spurt in production in late 1973 and early 1974 
added to the pressures on capacity that had already 
been experienced during 1 973, thereby limiting further 
increases in output in the short-run. Strains also con- 
tinued to be evident in the job market throughout much 
of 1 974. In addition, production was adversely affected 
by the heavy incidence of work stoppages, particularly 
in the spring and early summer. With the weakening of 
demand that began to appear in some sectors of the 
economy in the spring, pressures on capacity gradually 
eased and shortages of men and materials became 
much less prevalent. 

One of the remarkable features of 1974 was the 
unusual degree of divergence that developed between 
the Canadian and U.S. economies. As is illustrated in 
the chart on page 13, total demand in both nominal 
and real terms underwent a much earlier and more 
pronounced easing in the United States than occurred 
here. U.S. Gross National Product at current prices was 
approximately 8 per cent higher in 1974 than in the 
previous year, an increase that was only about half as 
large as that estimated for Canada. With U.S. prices 
rising at fairly similar rates to those here, most of the 
difference in the climate of demand was reflected in 
the performance of real output, GNP in volume terms 
peaked in the last quarter of 1973 in the United States 
and declined throughout 1974; for the year as a whole 
it averaged more than 2 per cent below its level for 
1973 and in the last quarter of 1974 it was running 
5 per cent lower than a year earlier. This compared with 
an estimated increase of about 3V2 per cent on a 
year-to-year basis in Canada and apparently little net 
change from year-end to year-end. In both countries 
employment was remarkably well sustained relative to 
output through most of 1974, but unemployment 
began to rise dramatically in the United States towards 
year-end and in January 1975 the seasonally adjusted 
unemployment rate in that country was 8.2 per cent 
compared with 6.7 per cent in Canada. 
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Despite the similarities in price performance in 
Canada and the United States in 1974, some significant 
signs of divergence on this front were also beginning to 
appear by year-end. Some underlying U.S. price and 
cost indicators have recently appeared to be much 
more favourable to a near-term moderation of inflation 
than is the case for Canada. Although unit labour costs 
have risen very rapidly in the United States, partly 
because of an even more adverse productivity per- 
formance than we have experienced in Canada, wage 
and salary levels have been rising at a much more 
modest rate there than here. Increases in weekly wages 
have not registered any very pronounced acceleration 
in the United States and, from at least mid-year, wage 
settlements in that country appeared to be running at 
about half the scale of increases being established in 
Canada. 

Domestic and External Demand 
According to the national accounts estimates for the 

first three quarters of 1974, domestic spending in 
nominal terms increased at the very high annual rate of 
close to 20 per cent, approximately the same pace as in 
the second half of 1973. Domestic price inflation was 
accelerating strongly however, and the rise in demand 
in volume terms slowed markedly from the extremely 
strong pace registered during 1 973. In the final months 
of the year the growth in nominal spending appears to 
have undergone a pronounced moderation, and in real 
terms domestic demand evidently declined. 

Most of the slowing in real domestic demand was 
concentrated in personal demand for durable goods 
and in housing, areas where particularly strong in- 
creases had been registered prior to 1974. In contrast 
to the experience in the United States, new car sales, 
which account for a major share of durable purchases, 
remained strong in Canada through last winter and 
even rose further during the summer. Since then, 
however, and roughly coincident with the changeover 
last autumn to the current model year, sales have 
weakened considerably, although not nearly to the 
extent recorded in the United States. Housing starts 
peaked at extraordinarily high levels in early 1974 and 
declined through the balance of the year. For 1974 as a 
whole starts totalled approximately 220 thousand, but 
in the final months of the year they were running at an 
annual rate of some 170 thousand units. The falling off 
of housing construction appears to have been due to a 
number of factors including rising costs of land and of 

housing construction, increased uncertainty about the 
adequacy of returns on new rental units, and higher 
interest rates on mortgages. There was also some 
reduction in the availability of financing, particularly 
for more expensive homes, although this situation had 
eased somewhat by year-end. 

In other sectors of domestic demand indications are 
that the volume of purchases remained buoyant 
throughout 1 974. 

Notwithstanding the escalating costs of capital 
equipment and construction, business fixed investment 
in real terms registered its second successive year of 
strong gains and resulted in a further sizeable addition 
to the capital stock. Especially large investments were 
made in such industries as steel, chemicals, and pulp 
and paper where capacity constraints had been par- 
ticularly pronounced. According to the survey informa- 
tion on investment intentions released in February 

1975, as of the beginning of the year businesses 
planned to spend (in current dollars) some 18 per cent 
more on fixed investment this year than in 1974. 
Although this rise in spending would be significantly 
below the 24 per cent increase reported for 1974, it 
would nevertheless seem to promise a further sizeable 
gain in volume terms as well as in value. 

Businesses also accumulated inventories at a rapid 
pace in 1974, though the forces behind inventory 
investment appear to have shifted considerably in the 
course of the year. In view of the shortages prevailing 
during the initial months, it is clear that the stockpiling 
that took place at that time was generally fully planned. 
Indeed, inventory investment over-all may have fallen 
short of intentions. With the flattening out of real final 
demand in the latter part of the year, however, the 
accumulation appears to have included a large unin- 
tended component. This was clearly the case in the 
automotive sector. 

Outlays on goods and services by all levels of govern- 
ment rose strongly in 1974. Spending on goods and 
services by the federal Government rose at a particu- 
larly sharp pace. Transfer and subsidy payments by 
governments to other sectors of the economy also 
advanced at a much faster rate than in 1973, in part 
because of measures taken to mitigate the impact on 
consumer budgets of the rise in the cost of oil and 
certain other basic items, and partly on account of 
steps taken to offset the effect of higher living costs on 
the purchasing power of transfer recipients. 

In 1974, the value of exports continued to rise very 
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Major Demand Aggregates 
1 Q 1972 — 100, seasonally adjusted 



sharply during the first part of the year; oil prices 
increased sharply, but there was also a continued 
climb in the prices of farm products and a number of 
key industrial material exports. The volume of exports, 
which had levelled off after the first quarter of 1973, 
stayed flat during 1974. For the recent period this 
sluggishness in merchandise export volumes has re- 
flected a combination of factors. Supply constraints 
continued to be operative in some areas, and the 
progressive weakening of economic conditions abroad 
resulted in a corresponding easing of real demand for 
Canadian exports. In the face of the severe downturn in 
residential construction in the United States, lumber 
exports registered a particularly pronounced weak- 
ening during the year in both value and volume, but 
declines in the volume of exports were also evident 
across a broad range of primary commodities. This 
weakening of real demand during 1974 was reflected 
increasingly in export prices as the year progressed. 

Production and Imports 
Total output in the Canadian economy, as measured 

by Real Domestic Product, reached a peak in March 
after having expanded at an annual rate exceeding 
10 per cent in the previous half year. In the final 
months of 1973 much of the increase in production 
evidently constituted a rebound from earlier strike- 
depressed levels, but the further strong rise through the 
first months of 1974 pushed production in many areas 
still further into the zone of peak operating rates. The 
rate of capacity utilization in the non-farm goods 
producing sector in the first quarter of 1974 was 
virtually the same as during the peak period of tight- 
ness in late 1965 and early 1966. For manufacturing 
the estimated operating rates were higher than in any 
other quarter over the period covered by the series, 
which dates back to 1961 .* 

In the aggregate, output remained virtually at the 
March peak until well into the autumn of 1974. 
Initially, in an environment of widespread shortages 
compounded by the impact on production of major 
work stoppages, it appears that supply constraints were 
a determining factor in the flatness of output. However, 
as the year progressed signs of a softening in real 
demand increasingly appeared, particularly in goods 

*For a description of this measure, see the Bank of Canada Review, 
September 1974. 

producing industries, and in the final months of the 
year production was down from earlier peaks by an 
appreciable amount in all major sectors. 

The weakness in production that developed during 
1974, together with continued strong additions to the 
capital stock, resulted in a progressive easing of capac- 
ity pressures in the latter part of the year. In some areas, 
however, particularly the capital goods industries, 
operating rates were still relatively high at year-end, 
although shortages had largely ceased to be a problem. 

The relatively well sustained level of domestic de- 
mand in Canada, particularly in comparison with other 
countries, contributed to a strong rise in imports in 
1974. Indeed, imports again apparently ran well ahead 
of domestic demand in terms of both value and vol- 
ume. Imports of investment goods rose particularly 
sharply, but the strength was broadly based. The rise in 
import prices tended to slow somewhat in the second 
half of 1974, but this was attributable largely to the 
absence of any further rise in oil prices on the scale 
registered earlier in the year. In a number of other 
areas, particularly finished goods imports, price in- 
creases were very large throughout 1974. In the second 
half of the year import prices rose faster than export 
prices for the first time in two years. For the year as a 
whole the current account deficit increased sharply 
from $400 million in 1973 to close to $2 billion for 
1974 and in the last quarter it was running at an 
estimated annual rate of about $4 billion. 

Labour Markets 
The net increase of 474 per cent in employment 

registered for 1974 was somewhat less than for the 
previous year but was still well above average. It was 
also appreciably larger than the year-to-year gain in 
total output. In contrast to the flattening out and 
decline in production, employment continued to ex- 
pand, though at a decelerating rate. In the final quarter 
of the year it averaged more than two per cent higher 
than nine months earlier whereas real output declined 
over the same period. A slowing of output growth 
relative to employment is not an unusual cyclical 
development, but the recent drop in production per 
worker has been extraordinarily large. More in accord- 
ance with the recent path of output, employment 
remained flat on a seasonally adjusted basis in 
December and declined in January. 

Labour force growth was also very high on a year-to- 
year basis, averaging approximately 4 per cent for 1974. 
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As in the case of employment, and probably at least in 
part in response to the slower expansion of job oppor- 
tunities, the increase in the number of labour force 
participants tended to slacken in the latter part of 1974. 
The slackening was not very pronounced, however, 
and the over-all seasonally adjusted unemployment 
rate fluctuated around 5xk per cent until near year-end. 
It then increased to 6 per cent in December and 63A per 
cent in January 1975, due in considerable part to 
lay-offs in the automobile industry. 
Clear evidence of labour market pressures was pro- 

vided by the very strong increases in help-wanted 
advertising and reported job vacancies that continued 
into the autumn of 1974, but in more recent months 
some easing has been evident in these indicators of 
labour market conditions as well as in measured rates 
of unemployment. In the fourth quarter both the series 
on job vacancies and the index of help-wanted adver- 
tising underwent declines. In the case of the job 
vacancy series, which extends back only to the third 
quarter of 1970 and is not seasonally adjusted, the 
year-to-year decline for the fourth quarter was the first 
on record. For the seasonally adjusted help-wanted 
index it was the first quarterly decline since 1970, but 
the index was still at a very high level by historical 
standards. 

The only region to show a faster rise in employment in 
1 974 than in 1973 was the Prairies where the increase 
of 43/4 per cent was the largest on record and reflected 
the sustained buoyancy of economic conditions in that 
region through the year. British Columbia and Ontario 
also had strong employment gains - 6V4 per cent and 
472 per cent respectively, or nearly as large as the 
increases in 1973 - but the growth of employment 
slowed markedly in the final months of the year and 
into 1975. In Ontario this latter development was 
particularly pronounced in the automotive sector, 

while in British Columbia it was largely related to 
softening economic conditions in the resource indus- 
tries. Quebec and the Atlantic region experienced 
employment increases that were almost 23/4 percentage 
points less than the very high rates of the preceding 
year. Labour force growth slowed markedly in Quebec 
and the Atlantic region while accelerating in the other 
regions. The unemployment experience was varied. 
For the Prairies the unemployment rate fell over 
one percentage point to 2.8 per cent and for British 
Columbia the rate dropped to 6 per cent from 672 per 
cent in 1973. While unemployment continued to de- 

cline on balance in the Prairies in the second half of the 
year, in British Columbia it rose after mid-year and 
averaged nearly 7 per cent in the fourth quarter. In 
Ontario and Quebec average unemployment rates 
were virtually unchanged from a year earlier, but were 
rising in the final months of the year as employment 
growth slowed; in January 1975, the Ontario rate 
jumped to 6 per cent seasonally adjusted. Even though 
labour force growth for the Atlantic region slowed in 
1974, it was still substantially above the rise in 
employment and the average unemployment rate rose 
to nearly 93A per cent. 

Incomes, Costs and Prices 
For both corporate profits and net accrued farm 

income the rise during 1974 was much slower than 
during the previous year. The sharp deceleration in the 
rise in farm income, which had more than doubled 
during the previous year, reflected the smaller grain 
crop, a levelling out of average prices received by 
Canadian farmers, and continued strong increases in 
the costs of inputs. Data on corporate earnings are 
particularly difficult to interpret in periods of rapid 
inflation, not only because of the accounting problems 
involved in dealing with inventory profits but also 
because of the possible inadequacy of capital con- 
sumption allowances in relation to the rising cost of 
replacing capital assets. FJowever, according to the 
national accounts measure of corporate profits before 
tax but excluding inventory profits, it would appear 
that the rise over the four quarters ending in the final 
quarter of 1974 was about a third as large as the 
increase of close to 30 per cent during 1 973. In 1973 
gains by the resource industries had been a particularly 
prominent feature of the profit expansion, and in 1974, 
with export markets weakening, profit increases in 
those industries tended to slacken markedly. The eas- 
ing was not confined to this area, however. In particu- 
lar the automobile industry, which is heavily depen- 
dent on the U.S. market, experienced a substantial 
weakening in profits in the final months of the year. For 
a broader measure of business income, that is, before 
deducting capital consumption allowances, the in- 
crease during 1974 also appears to have been consid- 
erably less than the rise of 18 per cent during the 
preceding year. 

In contrast to the slowing in the rise in business and 
farm incomes, labour income is estimated to have risen 
considerably faster in 1974 than in 1973 - by more 
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than 15 per cent over the year ended with the fourth 
quarter of 1 974 after an increase of 12 per cent during 
the previous year. With the slower rise in employment 
in 1974, the acceleration was even more marked for 
average labour income per worker. The pattern of 
accelerating wage increases that is suggested by the 
available estimates of labour income is also apparent 
in the statistics on average weekly earnings in the 
commercial non-farm sector. By the final months of 
1974 the year-to-year percentage increase in average 
weekly earnings had risen to over 13 per cent; for 
manufacturing, where an hourly earnings index is 
available, average hourly earnings were more than 
1 7 per cent higher than a year earlier. 

Newly negotiated wage settlements, which tend to 
foreshadow actual earnings, have escalated dramati- 
cally over the past year. In the final quarter of 1974 
settlements under major collective bargaining agree- 
ments (excluding construction) provided for average 
annual increases in base rates of more than 1 7 per cent 

over the life of contracts, compared with an average of 
10 per cent a year earlier. It should be noted that these 
statistics understate the size of settlements since they 
do not take into account clauses providing for further 
wage or salary adjustments contingent upon increases 
in the Consumer Price Index; such cost-of-living 
clauses became increasingly prevalent in contracts 
signed over the past year. Also, in many instances 
rates of pay were increased in 1974 through the re- 
opening of existing contracts or through other special 
adjustments. 

Canadian domestic prices at both the wholesale and 
retail levels rose even faster in the aggregate during 
1974 than in 1973. For the twelve months ended 
December 1974 the Industry Selling Price Index (ISPI) 

increased by 21 per cent compared with 16 per cent 
during the previous year. For the Consumer Price Index 
(CPI) the corresponding increases were 1272 per cent in 
1 974 and 9 per cent in 1973. 
At the ISPI level, while the monthly increases in the 
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aggregate continued to be very large throughout the 
year, in the second half of 1974 some easing emerged 
in a number of areas, notably textiles, primary metals, 
and wood products. In all these sectors the slowing 
reflected the corresponding weakness in commodity 
prices that had developed some months earlier. In the 
case of wood products the ISPI was appreciably lower 
than a year earlier. This was reflected in an easing in 
domestic building materials price indexes, particu- 
larly for residential construction, although construction 
costs over-all continued to increase rapidly under the 
pressure of rising wage and other costs. 
All major categories of the CPI recorded very large 

increases between the beginning and the end of 1974. 
For food the increase was 17 per cent for the second 
year running. Energy prices (fuel oil, domestic gas, 
electricity and gasoline) also registered a further sub- 
stantial increase, 972 per cent, although they would 
have gone much higher had it not been for the pro- 
gramme of domestic petroleum price restraints and 
consumer subsidies. For the remainder of the index, 
which makes up approximately two thirds of the total 
CPI basket and is more heavily influenced by the 
underlying trend of domestic costs than the other two 
components, the rise in 1974 was 103/4 per cent, which 
is double the rate of increase experienced in the 
previous twelve months. 
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Financial Developments 

The highlights of financial developments in Canada 
during 1 974 are discussed in the three sections of this 
chapter, which deal with interest rates, with the growth 
of the public's holdings of currency and bank deposits, 
and with flows of credit to borrowers. 

Interest Rates 
Since changes in the cost of money and in returns on 

financial assets are the main channel through which 
the impact of monetary policy is transmitted to spend- 
ing and saving decisions, the Bank focuses consider- 
able attention on the behaviour of interest rates. Short- 
term interest rates in the Canadian money market are of 
particular importance to the Bank in its day-to-day 
operations. These rates respond sensitively to changes 
in the pressure of credit demands on the available 
supply of funds in Canadian financial markets and 
to changes in international money market rates. They 
are also the rates most immediately susceptible to 
the influence of the Bank of Canada's cash reserve 
management. 

During 1973 interest rates in Canada, as in the rest of 
the world, had been rising strongly. The upward 
movement of short-term money market rates in Canada 
and abroad was interrupted for a time in the early 
months of 1974 in the immediate aftermath of the 
world oil emergency but, after a limited and temporary 
decline, strong upward pressure on these rates re- 
emerged towards the end of the first quarter. These 
pressures continued through the spring and Canadian 
short-term interest rates rose to levels well above those 
reached in 1973. They remained at high levels until 
late August, although somewhat below corresponding 
rates in the United States and in the Euro-dollar market 
where the upward trend continued into the summer. 
The Bank of Canada adjusted the Bank Rate upwards 
by one percentage point in mid-April and by further 
steps of one half of one percentage point in mid-May 
and in the latter part of July, when the Rate reached 
9V4 per cent. 

Administered borrowing and lending rates of finan- 
cial institutions also rose further after the first quarter of 
1 974 as these institutions continued to bid aggressively 
for funds in order to meet the heavy credit demands 
they were experiencing. The “Winnipeg Agreement" 
ceiling on large Canadian dollar short-term bank de- 
posits was raised from 8V2 per cent to 10V2 per cent 
in three steps between mid-April and the end of July, 
and chartered bank prime lending rates were in- 
creased by the same amount over this period to a level 
of 11V2 per cent. 

Longer term interest rates were relatively stable in the 
closing months of 1 973 and early in 1 974 but they, too, 
began to increase once again towards the end of the 
first quarter. In contrast to short-term rates, longer term 
bond yields continued to rise strongly until the end of 
August. Mortgage lending rates, which tend to reflect 
the behaviour of other longer term rates with some 
delay, did not peak until September while trust and 
mortgage loan companies continued to adjust upwards 
the rates offered on their five-year investment certifi- 
cates until October. 

During the course of the summer evidence began to 
appear that demand pressures in the Canadian 
economy were beginning to moderate, and late in 
August short-term interest rates in the United States 
broke sharply downward. In recognition of the changes 
that were occurring in the economic and financial 
environment, the Bank of Canada adopted a more 
accommodative approach in its provision of cash 
reserves. 

Short-term market interest rates and long-term bond 
yields both began to fall in Canada from late August 
onwards. There was a brief interruption in the down- 
ward trend in the latter part of November and early 
December reflecting both a temporary firming of 
short-term rates abroad and some tightening in Cana- 
dian paper markets in the wake of the very large sales 
of Canada Savings Bonds. Towards year-end interest 
rates began to decline once again. Money market rates 
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fell sharply during the first few weeks of 1975, but 
since the latter part of January they have remained 
close to the levels reached at that time. The Bank Rate 
was reduced by one half of one percentage point in 
mid-November and in mid-January. 

Financial institutions' borrowing and lending rates 
also began to be adjusted downward in the closing 
months of 1974. By the end of February 1 975 the rates 
paid by the chartered banks on non-chequable savings 
deposits had been reduced to 6V2 per cent and most 
banks had lowered their prime lending rates to 9 per 
cent. Mortgage lending rates declined more slowly; by 
the end of February conventional rates were typically 
103/4 per cent and NHA rates were generally IOV2 or 
10

1/» per cent. 
As money market rates decreased, the structure of 

deposit rates under the "Winnipeg Agreement" be- 
came less of a constraint on the banks' ability to attract 
large blocks of short-term Canadian dollar deposits. 
The Agreement was terminated on January 15, 1975. 

The Money Supply 
There are many possible ways of defining the money 

supply. All of them include currency and demand 
deposits held by the public at chartered banks, but they 
differ in the extent to which they include any other 
categories of relatively liquid short-term claims on 
banks, other financial institutions, or governments from 
the wide array of such assets available to the public. 
The discussion that follows is primarily concerned with 
the two most frequently used definitions, namely, the 
narrow definition - currency and demand deposits 
held by the public at chartered banks - and the 
broader definition that includes these forms of money 
plus all other Canadian dollar deposits held by the 
public at chartered banks. The recent behaviour of 
these two definitions of the money supply (plotted both 
in absolute terms and as percentages of Gross National 
Expenditure) is shown in the accompanying charts. 

The first of the above definitions (which could be 
expanded to include some or all of the chequable 
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savings deposits held at chartered banks and other 
savings institutions) concentrates on the forms of 
money that are most readily usable for making pay- 
ments. The main reason why attention is given to this 
and to other closely related narrow definitions of the 
money supply is that, while money holdings of this 
type are subject to rather large, erratic movements from 
week-to-week and month-to-month, their growth over 
longer periods is related in a reasonably systematic 
way to two important economic variables. They re- 
spond positively to changes in the level of national 
expenditure and negatively (with a longer time lag) to 
changes in the level of interest rates. This relationship 
is readily apparent in the accompanying chart, which 
shows the line on the previous chart for currency and 
demand deposits as a percentage of Gross National 
Expenditure together with lines indicating the changing 
level of two representative measures of short-term 
interest rates. 
While the relationship is not precise over short 

periods and is affected at times by extraneous influ- 
ences, it has nevertheless shown a sufficient degree of 
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stability over longer periods to lend considerable 
analytical importance to definitions of the money 
supply that focus primarily on transactions balances. 

Recent year-on-year increases in the public's hold- 
ings of currency and demand deposits (measured from 
fourth quarter average levels) have declined from al- 
most 14 per cent in 1972 to 12 per cent in 1973 to 
7 per cent in 1974. From the second quarter of 1973 
untii very recently the percentage growth of the 
money supply on this definition has been persistently 
less than that of national expenditure in money terms. 

For a time during the spring of 1974 there was an 
interlude of relatively rapid expansion of currency and 
demand deposits in response to the unusually rapid 
growth of national expenditure and the temporary dip 
in short-term interest rates in the first quarter. A special 

influence tending to inflate the level of money holdings 
during this period was the temporary disruption of the 
flow of payments resulting from the withdrawal of mail 
services. 

As these influences were reversed during the course 
of the summer, the rate of growth of currency and 
demand deposits declined sharply and turned negative 
for a time. More recently, in the wake of the sharp 
decline in short-term interest rates, holdings of cur- 
rency and demand deposits have again been rising 
strongly. 

In marked contrast with the slackening rate of growth 
of currency and demand deposits during 1973 and 
1974, the interest-bearing Canadian dollar deposits of 
the chartered banks continued to expand rapidly 
throughout the period. Because of the inclusion of 
these interest-bearing deposits in the broad definition 
of the money supply referred to above, its behaviour 
over the past two years has been quite different from 
that of currency and demand deposits, as can be seen 
from the following table. 
Although the chartered banks offer a considerable 

variety of interest-bearing deposit accounts (including 
deposits denominated in U.S. dollars), and although 
the volume of their interest-bearing deposit liabilities is 
large - much larger than their demand deposit 
liabilities - dose substitutes for interest-bearing de- 
posits at chartered banks are also generated on a very 
large scale outside the banking system. Examples in- 
clude interest-bearing deposits and certificates issued 
by trust companies and other financial institutions, 
government treasury bills and Canada Savings Bonds, 
and short-term money market paper. There is in addi- 
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tion the whole range of interest-bearing financial 
claims of varying terms to maturity in the form of bonds 
and debentures. Whatever the factors that determine 
the total of the public's holdings of interest-bearing 
claims, there is clearly considerable scope for variation 
not only in that part of the total which represents 
relatively liquid short-term claims but also in the 
proportion of the latter which consists of deposit claims 
on the banking system. 

Several factors help to explain the extent to which the 
interest-bearing deposits of the chartered banks have 
grown during the past two years. One of these was that, 
as a result of growing uncertainty about the future 
value of money and of recurring expectations of further 
increases in interest rates, the preferences of the invest- 
ing public shifted in favour of relatively short-term as 
opposed to longer term claims. Another factor that 
helped the banks in attracting funds into interest- 
bearing deposits during much of last year was the fact 
that prevailing interest rates had risen above the yields 
on much of the large volume of outstanding Canada 
Savings Bonds. Many of these Bonds were presented 
for redemption and the proceeds employed in 
interest-bearing deposits of the banks and of other 
financial institutions. When a new issue of Savings 
Bonds was offered late in 1974 at relatively attractive 
yields, the process of substitution swung the other way 
at the expense of interest-bearing institutional deposits. 

On the whole, the chartered banks have had consid- 
erable freedom in recent years to offer short-term 
deposit claims to the public on highly attractive terms. 
It is true that through much of the period from mid- 
1972 until late in 1974 the ability of the banks to attract 
large blocks of funds into Canadian dollar interest- 
bearing deposits was constrained to some extent by the 
structure of maximum rates for deposits of $100,000 
and more for periods of up to one year that was 
maintained under the "Winnipeg Agreement" ceilings. 
These ceiling rates were, however, adjusted upwards 
on several occasions. Moreover, the chartered banks 
were left free to compete with foreign banks in terms of 
the interest rates offered to Canadians on U.S. dollar 
deposits. To the extent that such deposits are covered 
forward by foreign exchange contracts, they are essen- 
tially similar to Canadian dollar deposits, and in recent 
years there have been large movements of Canadian- 
owned funds back and forth between Canadian dollar 
deposits at the chartered banks and U.S. dollar deposits 
(also principally at the chartered banks) in response to 
interest rate differentials. These shifts account in part 
for the variations in the rate of growth of the Canadian 
dollar interest-bearing deposits of the chartered banks 
over the past two years. 

The unusually rapid growth in 1973 and 1974 of the 
main types of high-interest fixed-term deposits offered 

by the banks is shown in the following chart. 
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In the changed environment of generally declining 
interest rates which developed towards the end of 1974 
and in early 1975, the chartered banks reduced their 
reliance on fixed-term deposits as sources of deposit 
funds. 

Funds Supplied by Financial Institutions 
and Markets 

The Canadian dollar assets of the chartered banks 
increased by 19 per cent in 1974, the same high rate of 
increase as in 1973. While the rate of growth of the 
banks' loan portfolios was lower than in 1973, they 
were able to add substantially to their holdings of 
liquid assets in the course of the year. Through the first 

half of 1 974 the growth in liquid assets was roughly in 
line with the rising amounts needed to meet the cash 
and secondary reserve requirements, but in the closing 
months of the year and in January 1975 there was a 
substantial increase in the banks' “free" Canadian 
liquid assets*. The ratio of "free" Canadian liquid 
assets to total Canadian dollar assets, which had de- 
clined to about 8V2 per cent by April 1974 and 
remained close to that level until September, rose to 
just over 10 per cent in January. (The increase in "free" 
Canadian liquid assets around year-end reflected to 
some extent the reductions in the secondary reserve 
requirement in December and January, which are 
discussed in the following chapter.) The banks' hold- 
ings of other short-term assets, principally bankers' 
acceptances and other short-term paper, also rose 
sharply in the latter part of 1974 and early 1975. After 
mid-January there was a substantial decline in the 
banks' "free" Canadian liquid assets and in their 
holdings of other short-term assets. 
The chartered banks' Canadian dollar business loans 

increased less rapidly in 1974 than in 1973. During 
1974 larger business borrowers raised substantial 
amounts of funds through the issuance of commercial 
paper and bankers' acceptances. In addition there 
were large increases in the chartered banks' foreign 
currency loans to Canadian business and in lending to 
business by Canadian financial institutions affiliated 
with foreign banks. These shifts in credit flows contri- 
buted to the slowdown in the growth of the chartered 
banks' Canadian dollar loans to business borrowers in 
1974. A broader measure of credit extended to busi- 
ness which reflects these other sources of funds as well 
as chartered bank Canadian dollar loans increased 
more rapidly in 1 974 than in 1973. 
Consumer lending by the banks was very buoyant in 

the early months of the year but subsequently moder- 
ated in line with the weakening in the demand for 
consumer durables. The rate of growth of their residen- 
tial mortgage portfolios slowed during the second half 
of 1974, following an earlier sharp decline in their 
mortgage loan approvals. 

* “Free" Canadian liquid assets comprise the banks' holdings of cash, 
Government of Canada treasury bills and day-to-day loans in excess 
of minimum reserve requirements, plus Government of Canada 
bonds and call loans. 

26 



Chartered Bank Assets 
Average of Wednesdays 

Billions of dollars, seasonally adjusted - Ratio scale Billions of dollars 

A deceleration in the growth of mortgage portfolios 
and consumer loans was also apparent in the case of 
non-bank financial institutions. The trust and mortgage 
loan companies, which hold roughly 80 per cent of 
their major assets in mortgages, experienced a substan- 
tial slowing in their rate of growth in the second half of 
the year from the relatively high rates in 1973 and the 
first half of 1 974. The major assets of the credit unions 
and caisses populaires, which are more evenly distri- 
buted between mortgages and consumer credit, also 
increased less rapidly during 1974 following two years 
of very buoyant expansion. The sales finance and 
consumer loan industry grew more slowly during the 
second half of 1974 largely as the result of a decelera- 
tion in consumer lending. 

The table on page 30 summarizes the funds raised by 
each of the main categories of non-financial borrower 
in recent years, showing the sources of these funds. 

A substantial increase in the total amount of funds 
raised in 1974 mainly reflected increased borrowing 
by the federal Government (discussed in the following 
section of this Report) and by non-financial businesses. 

In 1974 non-financial businesses obtained record 
amounts of funds from the chartered banks and other 
financial institutions as well as in short-term paper 
markets. In addition they raised more through bond 
issues in 1974 than in either of the previous two years. 
The strength of business borrowing throughout the 
year, despite the weakening of over-all economic 
activity, reflected continued large requirements for 
funds to finance fixed investment and inventories. 
Outlays on plant and equipment remained on a 
strongly rising trend throughout the year and, at the 

same time, rates of inventory accumulation were at 
high levels. In the early part of the year the increase in 
stocks was no doubt by and large planned but, as 
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Chartered Bank Selected Assets 

Canadian liquid assets  
(Canadian liquid assets, and other 

short-term Canadian assets12’)   

Loans, mortgages and other investments . . . 
Canadian dollar loans   
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— unsecured personal  
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Mortgages  
Provincial, municipal and 
corporate securities13’  

Canadian dollar major assets   

Memo: 

Bank business loans and foreign currency 
loans to residents plus commercial paper 
and bankers' acceptances14’   

Annua! rates of change 
Half-years11’ 

Billions 

of 
dollars 
Dec. 1974 

12.7 

(13.7) 

46.8 
37.4 

34.8 
10.8 
20.6 

5.9 

2.4 

59.6 

26.7 

Years 

Dec. 1972 
to 
Dec. 1973 

3 

(1) 

25 
27 

26 
24 
27 

34 

4 

19 

25 

Dec. 1973 
to 
Dec. 1974 

14 

(19) 

21 
19 

19 
22 
20 

33 

7 

19 

33 

Dec. 1973 
to 

June 1974 

11 

(5) 

21 
19 

19 
24 
22 

37 

7 

19 

33 

June 1974 

to 
Dec. 1974 

18 

(35) 

21 
18 

18 
20 
18 

30 

7 

20 

33 

(1> Seasonally adjusted. 
<2) Canadian liquid assets plus short-term paper and chartered bank instruments; not seasonally adjusted. 
<3) Excludes short-term paper; not seasonally adjusted. 
141 Includes short-term paper issued by Canadian financial institutions affiliated with foreign banks. 

economic activity softened, the financing requirements 
appear to have reflected considerable involuntary ac- 
cumulation of inventory. 

Although the amount of mortgage market financing in 
1974 as a whole was not substantially below the record 
level in 1973, there was a pronounced change in this 
market in the spring. The value of residential mortgage 
loan approvals on both new and existing housing 
declined substantially from very high levels after 
mortgage interest rates began to increase rapidly and 
the non-rate terms on mortgages were stiffened by the 
major lending institutions. Other factors such as uncer- 
tainties about prospective construction costs and rents 
also contributed importantly to the drop in mortgage 
approvals on new housing, which was especially 
marked for multiple units. 

Net mortgage investment by the major lenders, which 
follows mortgage loan approvals with some lag, con- 
tinued to be buoyant through the first half of 1974; 
during this period their mortgage portfolios increased 
at the same 25 per cent rate as during 1973. There was, 
however, a substantial deceleration in the growth of 
these portfolios during the second half of the year to a 
rate of about 15 per cent. 
The slowing of the growth of consumer credit was less 

pronounced than in the case of mortgage credit. Sales 
of new automobiles, an important factor in the demand 
for consumer credit, remained at high levels until late 
in the third quarter but then weakened substantially. 

Financing activity by the provinces and municipal- 
ities and their enterprises also increased appreciably 
during 1974. As in the case of private business, fixed 
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Major Assets of Financial Institutions'1’ 

Deposit-taking institutions 
Chartered banks'3’  
Trust and mortgage loan companies 

and Quebec savings bank  
Credit unions and caisses populaires . 

Sub-total  

Contractual savings institutions 
Life insurance companies ... 
Pension funds  

Sub-total  

Sales finance and consumer 
loan companies  

Total   

Billions 
of 
dollars 
Dec. 1974 

59.6 

18.9 
10.0 

88.5 

20.0 
17.8 

37.8 

7.4 

133.6 

Annual rates of change 
Years 
Dec. 1972 Dec. 1973 
to to 

Dec. 1973 Dec. 1974 

Half-years12 

Dec. 1973 June 1974 
to to 
June 1974 Dec. 1974 

19 

23 
25_ 

21 

9 

li 
11 

20_ 

18 

19 

16 

11 
19 

9 

11 
11 

21 
16 

19 

23 
2Ç2 

20 

10 

14_ 

11 

21_ 

17 

20 

10 
Y7_ 

17 

8 
14_ 

10 

11 
15 

a> Figures for December 1974 are estimated, except for banks. 
121 Seasonally adjusted. 
<3> Canadian dollar major assets; average of Wednesdays. 

investment outlays by provincial enterprises continued 
to rise strongly. The increase in this sector's financial 
requirements was met principally through higher net 
bond issues in foreign markets. There was a sizeable 
increase in borrowing in the United States where 
long-term interest rates were generally lower than 
those in Canada and, in the latter part of the year, 
almost $72 billion of bonds were placed overseas. 

Provincial and municipal borrowers and private busi- 
ness (including financial institutions) together raised 
just over $3 billion in the Canadian bond market in 
1974, much the same amount as in 1973. Borrowing 
in domestic markets picked up considerably in the 
closing months of the year and this increased 
activity continued into 1975. Net new issues of bonds 
sold to non-residents by these borrowers reached a 
record level of about $2 billion in 1974 compared with 
$750 million in the previous year. 
The increased capital inflow resulting from net new 

bond issues sold to non-residents was partly offset by 

substantially larger outflows for the financing of export 
credits and by smaller inflows of foreign direct invest- 
ment in Canada. Short-term capital transactions, which 
gave rise to outflows of some $3/4 billion to $1 billion 
in 1972 and 1973, are estimated to have resulted in 
inflows of a like amount in 1 974. There were large and 
to some extent offsetting flows in the major categories 
of short-term capital in 1974. Although the foreign 
currency operations of the chartered banks gave rise to 
substantial outflows, transactions involving deposits at 
foreign banks, money market instruments and com- 
mercial leads and lags produced even larger inflows. 
Over-all, Canadian residents raised close to $2 billion 
from foreign sources in 1974 following a year in which 

there had been no net recourse to foreign funds. 
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Funds Raised by Major Non-financial Borrowers 

Non-financial Businesses 
Increases in loans 

— chartered banks   
— other institutions   

Net new issues 
— Canadian dollar bonds   
— foreign currency bonds  
— stocks   
— short-term paper  

Direct investment from abroad   

Total  

Mortgage Borrowers11’ 
Trust and mortgage loan companies'21   
Chartered banks   
Other private institutions  

Total  

Consumers 
Chartered banks   
Other sources   

Total  

Total Private Borrowing  

Provinces and Municipalities'3’ 
Net new bond issues 

— purchased with CPP funds   
— other Canadian dollar  
— foreign currency  

Net treasury bills and short-term paper issues 
Chartered bank loans   

Total  

Government of Canada 
Net new issues 

— treasury bills  
— Canadian dollar marketable bonds ... 
— Canada Savings Bonds   

Total  

Total Borrowing  

Billions of dollars 
1972 

2.3 
0.5 

0.9 

0.4 
- 0.1 

0.7 

4.8 

1.6 
1.1 
VA 

4.1 

1.4 
0.8 

2.2 

11.0 

1.0 
1.5 
0.9 
0.1 
0.1 

3.6 

0.3 
0.1 
1.2 

1.6 

16.2 

1973 

3.8 
1.1 

0.9 

0.4 
- 0.1 

0.7 

6.8 

2.7 
1.2 

2A 

6.3 

1.7 
1.0 

2.8 

15.9 

1.0 
1.4 
0.6 

- 0.1 
0.4 

3.3 

0.5 
- 0.2 
- 0.4 

- 0.1 

19.2 

1974 

4.3 
1.9 

1.2 
0.2 
0.4 
1.7 
0.5 

10.1 

2.4 
1.5 
2.3 

6.1 

1.9 
1.0 

3.0 

19.2 

1.2 
1.3 
1.7 

- 0.2 
0.3 

4.2 

0.9 
0.9 
2.4 

4.2 

27.7 

(1) 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. 

'2> Includes mortgage loan companies associated with chartered banks. 
<3) Includes government enterprises. Loans from the Government of Canada are excluded. Canadian dollar bond issues placed in overseas markets are 

included in foreign currency issues. 
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Bank of Canada Operations 

This chapter provides a summary record of Bank of 
Canada operations during 1 974 and early 1 975. 

Monetary Policy Operations 
During 1974 until late in the summer the Bank of 

Canada maintained a cash management policy that 
was designed on balance to offer resistance to the 
strong credit demands and to moderate the rate of 
monetary growth. In light of the changing economic 
prospects the Bank then adjusted its policy in order to 
facilitate a movement to easier monetary conditions. 

Bank Rate was raised from 71/4 per cent to 874 per cent 
on April 15, 1974, to 8% per cent on May 13 and 
finally to 974 per cent on July 24. It remained at that 
level until November 18, when it was reduced to 
83/4 per cent. On January 13, 1975 the Bank Rate was 
reduced by a further one half of one percentage point 
to 874 per cent. 

The record of the chartered banks' cash reserve 
position during 1974 is shown in Appendix Table I. 
The level of excess cash reserves supplied to the 
banking system in support of the broad policy outlined 
above was affected from time to time by the Bank of 
Canada's response to changing pressures in financial 
markets. A striking example occurred in the spring of 
1974 when a disruption of mail services added tem- 

porarily to the strong pressures that were already 
evident in the Canadian financial market. The Bank of 
Canada moderated the impact of these pressures by 
supplying excess cash reserves in unusually large 
amounts in order to accommodate the temporary in- 
crease in the amount of cash reserves that banks 
wished to hold. Another example occurred this year 
when the Bank tightened its cash reserve management 

to prevent the rapid decline in money market interest 
rates in January from becoming excessive. 
The monthly record of Bank of Canada transactions in 

Government of Canada securities and bankers' accep- 
tances during 1 974 is presented in Appendix Table III. 

During the course of the year the par value of the 
Bank's holdings of Government of Canada securities 
and bankers' acceptances increased by $1,115 million. 
This increase includes net open market operations, 
changes associated with new issues of treasury bills 
and bonds, and net transactions with Government 
accounts and with other clients. Open market opera- 
tions accounted for $535 million or almost half of the 
increase in the Bank's holdings of securities. In addi- 
tion to assisting in the management of chartered bank 
cash reserves these transactions were helpful in 
stabilizing market conditions, particularly during 
periods of excessive rate pressures. 

In late March and early April, when interest rates were 
rising rapidly, the Bank lent substantial support to 
markets through cash purchases of both short-term and 
medium-term Government of Canada bonds and 
through acquisitions of bonds in exchange for treasury 
bills. The bulk of the support was concentrated in the 
second half of March and in April when the Bank of 
Canada's portfolio of Government of Canada securities 
increased by about $550 million over a period of six 
weeks. In early June the Bank became a net seller of 
Government of Canada bonds at a time when demand 
for the new Government of Canada issues being of- 
fered in connection with the June 15 refunding opera- 
tion exceeded the supply available in the market. 
When the market experienced a substantial rally in 
October and November, the Bank again became a 
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seller of bonds for cash and on a switch basis against 
very short-term bonds and treasury bills. Although the 
Bank favoured the downward move in yields, the pace 
of yield adjustment became excessive at times and the 
Bank was acting to moderate the movement. In late 
November and December the Bank acquired large 
quantities of treasury bills and bankers' acceptances. 
The bill purchases were largely related to the reduc- 
tions in the required minimum secondary reserve ratio. 
The bankers' acceptances acquired by the Bank were 
nearly all of a term to maturity of thirty days or less and 
these purchases were made primarily to assist cash 
management over the seasonal peak in note circulation 
that occurs at year-end. By the end of January these 
acceptances had all matured and the Bank held none 
in its portfolio. 
The net additions to the Bank's holdings of Govern- 

ment of Canada bonds, treasury bills and bankers' 
acceptances over the year also made it possible for the 
Bank to reduce the level of its holdings of foreign 
currency assets resulting from temporary swap transac- 
tions with the Exchange Fund Account. The Canadian 
dollar value of these investments declined by $214 
million during 1974. As has been indicated in earlier 
Annual Reports, the Bank uses such temporary swap 
transactions to assist in its management of cash re- 
serves and to provide flexibility in the timing of its 
transactions in Government of Canada securities. 

In May the Bank announced a change in its practice 
with respect to the maximum rate at which it is 
prepared to enter into Purchase and Resale Agreements 
with money market dealers. The practice had been to 
set the PRA rate at 1k of one per cent above the average 
91-day treasury bill rate at the latest weekly tender, 
subject to a minimum of Bank Rate minus % of one per 
cent and a maximum at the level of Bank Rate. Under 
the new practice the maximum PRA rate is Bank Rate 
plus 72 of one per cent. The change was made to permit 
flexibility in the relationship between the average 
91-day bill rate at tender and the Bank Rate. In 
commenting on the change at the time the Bank stated 
that henceforth an average yield at tender on 91-day 
bills that equals or exceeds the Bank Rate or even the 
maximum PRA rate should not necessarily be regarded 
as foreshadowing a change in these rates. 
The Bank of Canada reduced the required secondary 

reserve ratio of the chartered banks from 8 per cent to 
7 per cent of their Canadian dollar deposit liabilities 
effective December 1974, and to 6 per cent effective 

January 1975. These reductions were largely technical 
in nature. The Bank did not want to keep the secondary 
reserve requirement any higher than was necessary and 
circumstances were favourable for reducing it. The 
large Canada Savings Bond sale in November had 
increased the cash balances of the Government of 
Canada substantially and the programme of weekly 
additions to the outstanding amount of treasury bills, 
which make up the bulk of the banks' secondary 
reserves, was terminated at the end of November. The 
immediate increases in chartered bank "free" liquid 
asset holdings resulting from the reductions in the 
secondary requirement were substantially offset by the 
Bank of Canada through its cash reserve management 
and open market purchases of treasury bills, particu- 
larly on the occasion of the December reduction.* 

Debt Management 
During 1 974 the outstanding amount of Government 

of Canada marketable securities payable in Canadian 
dollars plus Canada Savings Bonds increased by 
$4,249 million. In addition ordinary foreign exchange 
transactions resulted in a net inflow of Canadian 
dollars to the Government of $158 million. The Gov- 
ernment's net Canadian dollar financing requirements 
for domestic transactions were about $1.8 billion in 
1974, and the Government's Canadian dollar cash 
balances increased by $2,573 million over the year. 
A net total of $940 million was raised through addi- 

tions to the outstanding amount of treasury bills. The 
treasury bill programme during the year included com- 
pleting the establishment of a pattern of quarterly 
auctions of one-year bills. 
Over the year the outstanding amount of Canadian 

dollar direct and guaranteed marketable bonds of the 
Government of Canada increased by $868 million. 
(Details are given in Appendix Table IV). The Govern- 
ment borrowed in the bond market on six occasions, 
five of them at the maturity of outstanding issues. On 
four of these occasions the Government raised funds in 
excess of the amount of maturing issues, while on 
December 1, 1974, $525 million of bonds were sold 
against a maturity of a like amount. On August 15, 

* The Bank of Canada announced on February 28 that the minimum 
secondary reserve ratio of the chartered banks was being reduced 
from 6 per cent to 5% per cent, effective in March 1975. 
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1974 when there was no maturing bond issue, the 
Government raised $250 million in new funds. Part of 
the $550 million raised on February 1 was applied to 
advances to the Canadian National Railway Company 
in connection with the retirement of $200 million of 
the Company's 3%% bonds maturing February 1, 1 974. 

The new marketable bond issues sold in 1974 were 
mainly of short- and medium-term maturity, although 
one long-term issue with a 972% coupon was sold on 
June 15 in the amount of $150 million. Bonds with 
extendible options were offered in five of the new 
loans. The average term to maturity of outstanding 
unmatured marketable direct and guaranteed bonds 
shortened by three months over the year to five years, 
four months. 

The management of Canada Savings Bonds presented 
particular difficulties in 1974. The rapid escalation of 
interest rates offered on competing investments during 
the spring and summer sharply increased the rate of 
redemption of Canada Savings Bonds. In order to give 

holders of the bonds a more attractive return, the 
Government of Canada announced on May 6 that a 
cash bonis would be payable on outstanding Canada 
Savings Bonds. The bonus raised the yield from May 1, 
1 974 to maturity to 9% and consisted of a payment at 

maturity on bonds maturing on or before November 1, 
1979, and two payments on bonds maturing after 
November 1, 1 979, the first at that date and the second 
at maturity. The terms of the 1 974/75 series of Canada 
Savings Bonds were announced on September 9. This 
series offered investors a nine-year bond with interest 
of 93A% payable in each year, but without the option to 
compound interest that had been offered on recent 
issues. At the same time the Government announced 
an increase in the bonus payable on outstanding 
Canada Savings Bonds sufficient to produce an average 
yield of 1072% effective from September 1 to maturity. 

Because of the declining trend of interest rates during 
the Canada Savings Bond campaign, the Bonds proved 
very attractive to investors and net sales during the 
campaign amounted to $4,021 million. The series was 
withdrawn from sale on November 15. At the end of 
1974 the outstanding amount of Canada Savings Bonds 
was $2,441 million higher than a year earlier. 

Holders of the 8% marketable bonds due October 1, 
1974 had the option until April 1, 1974 to exchange 
their bonds into an equal par value of 8% bonds 
maturing October 1, 1 986. In total, $235 million of the 
bonds were exchanged, leaving $190 million of the 
original issue to mature in October 1974. 

Government of Canada Financing, 1974 

Millions 
of dollars 

Requirements 
Domestic transactions*0  1,834 
Ordinary exchange transactions   — 158 

1,676 
Financing 
Net par value changes in Canadian dollar 

debt outstanding — Treasury bills   940 
— Marketable bonds   868 
— Canada Savings Bonds  2,441 

4,249 

Increase (—) in Canadian dollar cash balances121  -2,573 

1,676 

(1> Including an advance to the Exchange Fund Account to permit remittance of profits, but excluding advances to the Canadian National Railway 
Company in connection with the retirement of $200 million of the Company's bonds. 

(2) Excluding the $214 million impact of a reduction in temporary swap transactions between the Bank of Canada and the Exchange Fund Account. 
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In September the Government repaid a U.S. dollar 
denominated loan of u.S.$45 million. The repayment 
was effected through a reduction in foreign exchange 
reserves and did not affect the Canadian dollar position 
of the Government. 

In March 1 974, the Government cancelled $6 million 
of 572% August 1, 1 980 bonds which it had previously 
acquired under provisions of the purchase fund for this 
issue, leaving $310 million of the issue outstanding. 

Foreign Exchange Operations 
The Canadian dollar traded over a wider range in 

terms of the U.S. dollar during 1974 and early 1975 
than in either of the two preceding years. At the 
beginning of 1974 Canada's balance of payments was 
expected to be less affected by the sharp increase in 
world oil prices than that of most industrial countries, 
and very large inflows of capital and advance conver- 
sion of export receipts contributed to a steady appreci- 
ation of the Canadian dollar against most currencies. In 
April the dollar reached a fourteen year high of 
u.s.$1.0443, up from u.S.$1.0040 at the end of 1 973. 
In the second and third quarters capital inflows sub- 
sided and the deficit on current account increased, 
giving rise to a steady easing in the value of the 
Canadian dollar. In the fourth quarter the current 
account deficit increased sharply, but a marked in- 
crease in capital inflows moderated the tendency for 
the Canadian dollar to decline. At year-end the ex- 
change value of the Canadian dollar was u.s.$1.0095, 
and it declined further in the early weeks of 1975. 
Canada's official international reserves rose by 

u.s. $468 million in the first four months of the year, but 
subsequently declined by U.S.$411 million, to a year- 
end level of u.s.$5,825 million. 

The Bank of Canada's purchases and sales of U.S. 
dollars on behalf of the Exchange Fund Account 
to maintain orderly conditions in the Canadian 
market accounted for a major part of reserve changes 
during the year. Reserve holdings were reduced by 

u.s.$45 million as a result of the repayment of a 1949 
Government of Canada U.S. dollar bond issue which 
matured in September. The method of valuing the 
Special Drawing Right, which had been in terms of 
gold, was altered by the IMF in July to a procedure 
based on a composite basket of currencies. The value 
of the SDR in terms of the U.S. dollar subsequently rose 
and as a result the value of Canada's holdings of assets 
denominated in SDRs increased by U.S.$32 million from 

July to the end of December. 
The composition, though not the total, of Canada's 

reserves was affected during the year by loans of 
u.s.$168 million to the International Monetary Fund 
related to a special oil facility under which Canada 
agreed to lend a maximum of cdn.$300 million. The 
loans reduced Canada's official holdings of U.S. dol- 
lars and increased our holdings of assets denominated 
in SDRs. 

In April 1974 the Bank of Canada entered into a 
temporary financial arrangement with the Banca 
d'ltalia in the amount of $250 million. The arrange- 
ment was a stand-by facility that provided for simul- 
taneous reciprocal drawings of Canadian dollars and 
Italian lire for short periods of time. The facility was 
part of a network of financing arrangements initiated 
by the Italian authorities involving international finan- 
cial institutions and other central banks. It was similar 
in character to other international swap arrangements 
such as the one existing between the Bank of Canada 
and the United States Federal Reserve System and 
those arranged for a temporary period by the Bank 
of Canada in 1968 with the Bank for International 
Settlements, the Deutsche Bundesbank and the 
Banca d'ltalia. This arrangement remained in effect 
until January 1 975; no drawings were made under it. 
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Exchange Rate and Official Reserves 
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APPENDIX TABLE! 

Chartered Bank Cash Reserves 

Millions of dollars 

Requirements 

1974 

January 

February 

March 

April 

May 

June 

July 

August 

September 

October 

November 

December 

1975 

January1” 

February'” 

Preliminary. 

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 

1-15 

16-31 

1-15 

Total Average Required 

cash Bank Bank 
requirements of Canada of Canada 

notes deposits 

Excess Number 

Average Cumulative cash of 
holdings of excess reserve statutory 
Bank reserves ratio days 
of Canada for the 

deposits period 

2,857 

2,902 

2,806 

2,803 

2,823 

2,961 

2,870 

2,984 

3,011 

3,038 

3,079 

3,228 

3,550 

3,611 

829 

937 

833 

833 

843 

856 

892 

917 

919 

933 

925 

934 

948 

1,070 

2,028 

1,965 

1,972 

1,970 

1,980 

2,105 

1,978 

2,067 

2,093 

2,105 

2,153 

2,294 

2,602 

2,541 

2,064 
2,060 

1.998 
1.999 

2,000 
2,016 

2,020 
2,049 

2,038 
2,042 

2,165 
2,154 

2,027 
2,017 

2,110 
2,112 

2,146 
2,141 

2,153 
2,156 

2,190 
2,187 

2,336 
2,358 

2,638 
2,624 

2,567 

359 
383 

358 
301 

306 
435 

505 
874 

641 
677 

596 
488 

486 
468 

478 
497 

483 
530 

480 
619 

364 
340 

419 
631 

361 
263 

263 

0.08 
0.07 

0.07 
0.07 

0.06 
0.09 

0.11 
0.17 

0.12 
0.13 

0.12 
0.10 

0.10 
0.08 

0.09 
0.09 

0.10 
0.09 

0.09 
0.10 

0.07 
0.06 

0.08 
0.12 

0.06 
0.04 

0.05 

10 
12 

11 
9 

11 

10 

10 
11 

11 
11 

10 
10 

10 
12 

11 
11 

9 
11 

10 
12 

10 
10 

10 
10 

10 
12 

10 
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APPENDIX TABLE II 

Bank of Canada Assets and Liabilities 

Monthly changes, millions of dollars 

1974 

January 

February 

March 

April 

May 

June 

July 

August 

September 

October 

November 

December 

Total 

1975 

January 

Government Net 

of Canada foreign 
securities at currency 
book value assets 

+ 

+ 

60 

24 

+ 125 

+ 340 

- 20 

- 183 

+ 29 

+ 206 

+ 

+ 

87 

88 

33 

+ 389 

Investment All other 
in IDB assets 

(net) 

-256 

- 74 

-196 

-240 

+ 124 

+ 376 

+ 15 

-126 

- 99 

+ 88 

- 44 

+ 223 

+ 1,002 -209 

52 

+ 22 

+ 22 

+ 15 

+ 27 

+ 16 

+ 24 

+ 33 

+ 20 

+ 11 

+ 29 

+ 15 

+ 12 

+ 246 

+ 26 

-145 

+ 50 

+ 89 

- 51 

+ 39 

- 1 

- 39 

- 2 

+ 24 

+ 9 

+ 43 

+ 96 

+ 112 

-184 

Note Canadian dollar deposit liabilities 
circulation Chartered Government Other 

banks of Canada 

-385 

+ 12 

+ 57 

+ 150 

+ 82 

+ 171 

+ 129 

- 18 

- 20 

+ 47 

+ 14 

+ 498 

+ 737 

-491 

+ 34 

- 35 

+ 56 

- 61 

+ 50 

+ 61 

- 93 

+ 66 

+ 56 

+ 4 

+ 30 

+ 184 

+ 352 

+ 294 

+ 33 

+ 53 

-82 

- 8 

+ 26 

-17 

+ 1 

+ 49 

-37 

-11 

+ 4 

+ 11 

- 2 

- 9 

+ 2 

- 5 

+ 1 

+ 1 

+ 23 

- 1 

+ 3 

+ 36 

+ 49 

-15 

37 



APPENDIX TABLE III 

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’ 

Treasury 

bills 
Bonds*2 

3 years 
and under 

3-5 
years 

Bankers' Sub-total Securities 
5-10 Over acceptances of bills under 
years 10 years and bonds PRA 

and bankers' 
acceptances 

1974 

January 

February 

March 

April 

May 

June 

July 

August 

September 

October 

November 

Deceml)er 

Total 

1975 

January 

+ 18.0 

+ 124.6 

- 73.0 

- 78.0 

- 86.5 

+ 4.5 

- 4.7 

+ 11.0 

- 11 7.5 

+ 154.7 

+ 468.4 

+ 421.5 

+ 131.5 

+ 6.7 

+ 10.0 

+ 0.4 

+ 116.0 

- 47.5 

2.6 

2.6 

-10.0 

+ 39.1 +7.2 

-41.7 

-67.3 

+ 0.1 + 2.7 

+ 0.2 

80.4 -79.9 -7.3 -2.9 

37.3 - 12.6 

+ 125.0 

+ 89.3 

- 78.0 

-131.2 

+ 4.7 

- 3.7 

+ 10.0 

-161.8 

+ 131.8 

+ 561.8 

+ 1.0 

- 1.0 

+ 47.0 

+ 93.4 

+ 103.1 +535.3 

+ 154.7 

- 65.1 

- 76.4 

- 22.3 

+ 45.0 

- 31.9 

+ 43.3 

- 56.4 

- 9.1 

-140.3 - 8.8 

(1) During 1974 advances by the Bank of Canada to the chartered banks were outstanding on 49 business days. Purchase and resale agreements with 
money market dealers were outstanding on 110 business days. Over the year as a whole, the average daily amount of advances outstanding was 
$7.4 million. The average daily amount of securities held by the Bank of Canada under PRA was $25.9 million. 

*2) Classified by years to maturity at time of transactions. 
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[Bankers' Acceptances 

Net transactions with Government and other client accounts 

Purchases (+) 
of new issues 
less matured 
holdings 

Net purchases from (+ ) 
or net sales to (-)  
Government 
and client accounts 

Net change in holdings 
of Government of Canada securities 
and bankers' acceptances 

Bills Bonds Bills Bonds Bills Bonds Bankers' Total 
acceptances 

+ 13.4 

+ 8.6 +123.1 

+ 89.1 

+ 69.5 +152.7 

+ 69.3 

+ 8.8 + 9.9 

+ 70.5 

+ 134.9 +125.1 

+ 58.4 - 9.9 

+ 0.2 +140.8 

- 29.6 

- 1.5 + 0.9 

+ 491.6 +542.6 

- 21.8 

-101.5 -12.3 

- 39.7 -21.4 

- 28.5 +19.1 

+ 53.6 - 0.7 

- 7.9 - 2.8 

- 67.5 - 6.7 

- 45.0 - 1.7 

- 35.5 - 9.0 

- 8.5 - 4.2 

- 39.9 - 5.9 

- 67.8 +18.0 

- 1,4 -27.5 

-389.6 -55.1 

- 88.3 -18.2 

- 59.6 +118.6 

- 8.5 + 33.7 

+ 150.9 - 23.6 

+ 50.1 +295.1 

- 16.6 - 2.8 

-145.2 - 41.5 

+ 30.0 - 1.5 

+ 94.7 +116.1 

+ 61.5 + 23.8 

-156.1 + 63.1 

+ 81.3 - 38.2 

+ 439.8 - 50.7 

+ 522.0 +492.0 

+ 21.4 - 18.2 

- 17.3 + 41.7 

- 19.7 + 5.5 

+ 1.0 + 128.3 

- 3.3 + 341.9 

- 19.4 

- 186.7 

+ 28.5 

+ 1.0 + 211.8 

+ 5.5 + 90.8 

- 5.5 - 98.5 

+ 52.5 + 95.6 

+ 86.8 + 475.9 

+ 101.0 +1,115.0 

-140.3 - 137.1 
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APPENDIX TABLE IV 

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

Date in 
1974 

Issues offered Term to 
maturity 

Yield to Millions of dollars par value 
maturity Amount Amount 

delivered retired 

Issues payable in Canadian dollars - direct 
Feb. 1 7% Dec. 1, 1976(1) 

772% Dec. 1,1980(2)(3) 

Feb. 8 

Mar. 1 

Apr. 1 

Treasury bills 

672% Apr. 1, 1977(6) 

7% Apr. 1, 1979<7) 

May 10 Treasury bills 

June 15 974% Feb. 1, 1976 
974% Feb. 1, 1977<8) 

972% June 15, 1994(9) 

Aug. 9 Treasury bills 

Aug. 15 974% Feb. 1, 1977<10)<11) 

Oct. 1 974% Feb. 1, 1976<12) 

974% Apr. 1, 1978(13) 

Nov. 22 Treasury bills 

Dec. 1 772% July 1, 1978 
Total bonds 

Total treasury bills* 

2 yrs. 10 mos. 
6 yrs. 10 mos. 

364 days 

3 yrs. 
5 yrs. 

364 days 

1 yr. 772 mos. 
2 yrs 772 mos. 
20 yrs. 

364 days 

2 yrs. 572 mos. 

1 yr. 4 mos. 
3 yrs. 6 mos. 

364 days 

3 yrs. 7 mos. 

Issues payable in Canadian dollars - guaranteed 
Feb. 1 
Dec. 28 

Issues payable in foreign currencies 
Apr. 15 
Sept. 1 
Oct. 15 

7.00 
7.40 

6.14 

7.01 
7.30 

8.40 

9.25 
9.25 
9.50 

9.02 

9.25 

9.25 
9.25 

6.83 

7.42 

225 
325 
550<4) 

150 

225 
325 
550 

175 

100 
350 
150 
600 

150 

250 

50 
325 
375 

150 

525 
2,850 

625 

200 

125 
6<5) 

405 

125 

450 

190 

150 

525 
1,776 

400 

200W4) 

6<15) 

1 (16) 

44(17) 

1<16) 
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* Excludes three-month and six-month treasury bills. 

(1> In addition to $125 million 7% December 1, 1976 already outstanding. 
(2) 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 7.63% for the full 13-year 10-month period 
commencing February 1, 1 974. 

<3) In addition to $475 million December 1,1980 already outstanding. 
<4) Proceeds partially applied to advances to the Canadian National Railway Company in connection with the retirement of $200 

million of the Company's 3%% bonds maturing February 1, 1974. 
<o) Cancellation of 572% August 1, 1980 bonds held by the Purchase Fund. 
<(i, In addition to $450 million 672% April 1, 1977 already outstanding. 
<7) Exchangeable at option of holder from April 1, 1978 to September 30, 1978 into an equal par value of 5-year 8% bonds dated 

April 1, 1979 and due April 1, 1984 giving a combined average yield of 7.59% for the full 10-year period commencing April 1, 
1974. 

<8) Exchangeable at option of holder on or before November 1, 1976 into an equal par value of 974% bonds due February 1, 1982 
yielding 9.25% for the 7-year 772-month period commencing June 15, 1974. 

<9) The Government of Canada will operate a Purchase Fund for this issue. 
tl0) Exchangeable at option of holder on or before November 1, 1976 into an equal par value of 974% bonds due February 1, 1982 

yielding 9.25% for the 7-year 572-month period commencing August 15, 1974. 
<n) In addition to $350 million 974% February 1, 1977 already outstanding. 
<12> In addition to $100 million 974% February 1,1976 already outstanding. 
(13> Exchangeable at option of holder on or before January 1, 1978 into an equal par value of 974% bonds due April 1, 1984 yielding 

9.25% for the 9-year 6-month period commencing October 1, 1974. 
<14) Maturity of Canadian National Railway Company 33A% bonds issued February 1, 1954. 
<15) 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, 1 985; $2.8 million of 5% October 1, 1987. 
<16> Partial redemption at par of U.S. - pay 5% October 15, 1 987 for Sinking Fund. 
<17) Maturity of 23A% U.S. bonds issued September 1, 1949. 
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Withdrawal of Foreign Borrowing Guidelines 

Department of Finance Press Release, dated February 27,1975 

Finance Minister John N. Turner today announced the with- 
drawal of the foreign borrowing guidelines introduced by the 
government in 1970. 

Mr. Turner said the government no longer wishes Canadian 
borrowers to feel constrained by the request made by his pre- 
decessor and since repeated on several occasions to explore fully 
the availability of funds in the Canadian capital market before 
floating issues outside of Canada. This specific request to Cana- 
dian borrowers is being withdrawn at this time because the current 
account of Canada's balance of payments is not now in a surplus 
position as it was when the request was made. 

Mr. Turner noted that the House of Commons last week ap- 
proved an amendment to Clause 118 of Bill C-49. The effect of 
that amendment was to extend the exemption from withholding 
tax for interest on government bonds for a further three-year 
period - that is, government securities issued before 1979. This 
should resolve the immediate problem which has been of particu- 
lar concern to the provinces - the problem of organizing their 
budgetary and borrowing requirements over the difficult next 

period of several years. 

The Minister expressed confidence that these changes will help 
Canadian authorities and businesses in planning their financial 
affairs. 
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BANK OF CANADA Statement of Income and Expense 

Year Ended December 31,1974 
(with comparative figures for 1973) 

1974 1973 
(thousands of dollars) 

INCOME 

Revenue from investments and other income   $518,293 $404,069 

EXPENSE 

Salaries11’  
Contributions to pension and insurance funds. 
Other staff expenses12’   
Directors' fees  
Auditors' fees and expenses  
Taxes - municipal and business   
Bank note costs  
Data processing and computer costs   
Maintenance of premises and equipment - net 
Printing of publications   
Other printing and stationery  
Postage and express   
Telecommunications   
Travel and staff transfers  
Interest  
Other expenses  

$ 13,800 
3,962 
1,200 

32 
142 

1,958 
8,448 
1,171 
1,533 

410 
514 
341 
417 
529 
765 
460 

$ 35,682 

$ 11,442 
3,237 
1,022 

39 
141 

1,776 
7,479 

913 
1,309 

365 
369 
323 
413 
535 
112 
475 

$ 29,950 

Depreciation on buildings and equipment  1,304 1,181 

NET INCOME PAID TO RECEIVER GENERAL FOR CANADA   481,307 372,938 

$518,293 $404,069 

11 ’ The number of staff averaged 1,304 in 19/3 and 1,354 in 1974. 
<2) Includes cafeteria expenses, retirement allowances, overtime pay, educational training costs and medical services. 
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BANK OF CANADA Statement of Assets and Liabilities 

as at December 31,1974 

ASSETS 1974 1973 
(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  

$ 7,699 
 347 

8,046 

182,544 

8,000 

127,174 

139,741 

1,590,311 

2,528,675 

2,859,628 
891,960 

570,039 
2,633 

8,443,246 

73,000 

44,727 

155,132 

2,507 

$ 9,184,117 

$ 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 
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LIABILITIES 1974 1973 
(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 

6,290,476 

16,695 

2,361,274 

101,319 

2,479,288 

1,681 

 197 

1,878 

373,369 

9,106 

$ 9,184,117 

$ 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 

NOTE: The audited financial statements of the Industrial Development Bank as at September 30, 1974 show an equity of $104,293,146 at which date the Bank of 
Canada's investment in the share capital was $71,000,000. As soon as possible after the coming into force of the Federal Business Development Bank Act, the 
Minister of Finance shall, as provided in the Act, authorize payment out of the Consolidated Revenue Fund to the Bank of Canada of an amount equal to the par 
value of the outstanding shares ofthe Industrial Development Bank held by the Bank of Canada at that time. 

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

Auditors' Report We have examined the statement of assets and liabilities ofthe Bank of Canada as at December 31, 
1974 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 ofthe Bank as at 
December 31,1974 and the results of its operations for the year then ended. 

GÉRALD PRÉFONTAINE, C.A. G. I. CRAIG, C.A. 
de la firme Séguin, Préfontaine, Patenaude & Cie ofthe firm Price Waterhouse & Co. 

Ottawa, Canada, January 23, 1 975 
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