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Like most of its trading partners, F:anada ha? mowjed
nto 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
rend 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, ]

‘here is, however, a reasonable prospect
that the |oy

v point in world economic activity will be
eached before long and that

Inflationar
the year.

some recovery in a less
Y €nvironment may be evident by the end of

i * i
'he Canad'an economy has experienced a marked
vlackening of the

Utput since the f; rowth Sl dageaaie Spendi_ng arjd Pt
National £ edi”"St quarter of 1974. At that time Gross
2 fate of abier: 'ture in money terms was still rising at
QUarters of ]gu742?] per Ce”‘_ a year, but in the middle
Nt 3 yeor (; € rate of.mcrease fell back to 15 per
Demang o "d in the final quarter it fell further.

a5 weakened both in foreign markets for

Yﬂf(}u;— :
€Xports and in Major elements of domestic

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
nave been softening since mid-1974. Signs have also
Degun to appear that this softening of prices may'be
spreading into the area of agricultural commodities.
On the other hand, the prices of manufactured apd
processed goods are in general continuing to rise
strongly. Since primary commodities bulkllaljge_ in
Canada’s exports and manufactured goods in its im-
ports, the current trends in interna'iuonal prices are
| ' e have gained over the past
reversing the benefits that we ave gaine o
two years from the more rapid increase in the prices
our exports than of our imports.
Withpthe flow of spending rising m-uch lesskstrf)ng:i
than a year ago but with little perceptible slackening
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little if any above th

most important trading partners — the United

Japan and Britain - it fell subst
previous year. In the United
by the fourth quarter of 1
per cent from that of the
while output in Canad

spring and summer, was nevertheless running at about
the same level as in the final quarter of 1973 By
lanuary 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
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the degree to which the insistent demand for
o reduce being accommodated through the process of
B Elar%sion rather than allowed to generate its
mgne;ar‘:;i:?k effects in the form of progressively
WE r?remtereét rates. The persistent rise in interest rates
:Es f.rery strongly reinforced t?y the influence of rapidly
ising interest rates in the United States and Europe. As
nterest rates rose, the rapid rate of growth of the
oublic’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
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. Y, 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 new 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 lﬁve
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 E
substantially. Money is, moreover, re:adi!y a:wallable at g
these lower interest rates. The Canadian capital rnarke:
has become very active, providing large amounts 0
credit to numerous borrowers, many of whom are

| nds in size. |
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background of unfavourable economic
™ . the outside world, output and femplny-
conditions 10 % ely well sustained in Canada in 1974,
et Were relatl'«f‘labi“w of international oil supplies in
The educed avafl the year had little direct impact on
the eari}’ 8k in this country. Domestic spending
b aft::;zy strong until well into the year, with
n‘:*ﬂ"‘f*i"E"'j.re : trment in expanded production facilities
il IFinﬂnﬁnuing to provide strong support to
n parttiig:y However, as the year progressed the
iijgging c;rclical downturn abroad came jncregs—
ingly to bear on demand and prices for Cana:czla 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-
linued 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
0Me instances, to improve their relative positions

resu!teq In strong upward pressure on the structure of
domestic costs.

Prellminary official
Accounts for the fourth

Against the

estimates of the National
Y revisions to ap quarter of 1974 together with
bis Repeyy 1 : -arlier quarters, are not yet flzwallable as
athand sygqn temhg written. However, the information
dnada avgﬁa Seijt at total spending in money terms in
N the Dreviui *0me 17 per cent higher in 1974 than
reflecteq Y€ar. Most of the increase In spending

the over-a|| price level of about

d rise in
OWth in reg] output of goods and

C'E'S_. r "
basis, . P OXimately 315 ey centon a year-to-year

i €ss than recorded in each of
Part Fgﬁ Years and was confined to the early
Monthg o 973 to;‘*‘“ng sharp gains in the closing
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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 1973, thereby limiting further
increases in output in the short-run. Strains also con-
tinued to be evident in the Job market throughout much
of 1974. 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
> per cent lower than a year earlier. This compared with
an estimated increase of about 3% 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 tot«vards
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_ priie Pe"fomjan.c_e "
Canada and the United States in 1974, some 5‘5“'flcant
ne of divergence on this front were also beglr?nmg to
;f;ear by vear-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 1973. 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 {he experience in the United States, new car sales,
:::cb agcount for a major share of durable purchases,

ained strong in Canada through last winter and
::fvnev;{::?ea ni;;r:gjéh?yugigi Ctif;e sun'.lrll;]er. Since then,
7 i ent with the changeover
n to _the current model year, sales have

€quipment ang COnstructiop
N real termg registereq isc .

Businesses also accumu.lated'inve-ntarim at a rapig

pace in 1974, though the forces behind inventory {0

'nvestment 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. f

Outlays on goods and services by all levels of 80“9"5
ment rose strongly in 1974. Spending on goodil;f;_
services by the federal Government ros€ at a E::ts .
larly sharp pace. Transfer and subsidy paym e

f the economy

governments to other sectors of (€ 1973, in it
advanced at a much faster rate than mthe mpact 00
because of measures taken to mitigate

Boals s ¢ oil and
consumer budgets of the rise In #
certain other basic items, and pa

t of highe
steps taken to offset the effec : iants.
p rE-C|p|e 4 rise very

the purchasing power of tr..anst’ermminueﬂl
In 1974, the value of exports
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sharply during the first part of the year; oil price ¢
increased sharply, but there was also 3 conti S prOdUClng it bourMarkes
climb in the prices of far o year NUstries al 2
p m products and a number of Productipn Nd in 4, o’
key industrial material exports. The volume of export 4PPreciab|e 5 Was down o € fing| i
which had levelled off after the first quarter of {{}3735’ The Weaknes Untin 4 Maj rm €arljg, Enths of g
stayeq flat dyring 1974. For the recent period thi; 1974 togethe V:?th Uction ﬂsfctors_ eaksh?an (nad?
sluggishness in .merchandise export volumes has re. Capital stock. resul Continye Str.:,t devﬂ]%d 5
ﬂect?d a combination of factors. Supply constraints 'ty pressures in the I N a prog Essi:g add;“nns‘::ri% d waipﬁ‘:’““‘*“’ﬁi:;ﬁ.":::e %
contmuejd to be operative in some areas, and the OWE\{Ef: Particular| rtof th y:aeaﬁngnfgﬂh Rt
progressive weakening of economic conditions abroad OPerating rate wer Yt.llf'le pital gf- Insornea,z: '
resulted in a corresponding easing of real demand for although shortages h ; ll relativej, h?f’:s Mgy |
Canadian exports. In the face of the severe downturn | i relatively el s “r8ely ceas gb:t Veargyg | 2
residential construction in the United States, lumber  coqin 21208, Darticulary o /e 0l oot | |
export.; rgg:ste}:ed a particularly pronounced weak- ?gg:tr;e;, Contributed +, ays't:-lomm arisonw‘;i‘tds )~
ening durin ' . In - n e
declign g gthte E; ;’ﬁjar; elnol]::oéh value and volume', but of domest?sd éelmports' §ain aDDarinI;llierln e
O Xports were als-o‘ evident  ume, |m rt and in termg of bot NWellsheyg | 10
.. oad range of primary commodities. This sharpl ;}o > Of investmen 800ds eardyy, |
;:Efe:s?:ggl Oi;rea, demand during 1974 was reflected importybritézihte * 1e"8th was broagl, b:seedealzﬁq." y
y In export prices as the vear progressed. half e 1974 E:::j?g to SIOW SOmewhat in'thees:cseg 4
/ is : 0
Production and Imports absfe”':e of any furtherT;Z i:r ;?lumr?le T8l o r
Total output in the Canadian economy, as measured ;?glstered earlier in the year, In 2 nz:ngzrl:? Stt;le 2
by Real Domestic Product, reached 3 peak in March o Particularly finished goods imports Dric: | :E ' —@
after having expanded at an antvual rate s kN Erel;:ases were ver)f largethroughout1974. lnihesaun;; g | wh
10 per cent in the previous half i finagl a of the Y€ar import prices rose faster than expor Prairies British Columbia
months of 1973 much of the increase in producti pr}':les for the first time in two years. For the year as | "
evidently constituted a rebound from Bl strikon Fv ole the current account deficit increased shaly | g Ly
depressed levels, but the A g | e- rom $400 ‘mlll lon In 1973 to close to $2 billion for
first months of 1974 pushed rong rise through the 1974 and in the last quarter it was running at a
o T pushed production ‘N ‘many areas  estimated annual rate of about $4 billion. : *1
e U?’ er lﬂt? the ‘.Z?ne_Of peak operating rates. The |
i o " e rorom g LabourMare | e
st quarter of 1974 was The net increase of 4Ys per cent in employmen B E
| o=

registered for 1974 was somewhat less than fTr i:es
previous year but was still well above averdsc ti:in
also appreciably larger than the year-to-ye& B

ing out an
t to the flattening ©
total output. In contras ontinued 08

A ' mployment
decline in production, empioy " the final QT

virtua'lly the same as during the peak period of tight-
tnheisa in late 1965 and early 1966. For manufacturing
otE estimated operating rates were higher than in any
©f quarter over the period covered bv th '
which dates back to 1961 % e

E?em luyment rate
onally adjusted, quarterly
|

In | :
Mar f:e ﬂggregat‘e! output remained virtually at the pand, though at a decelerating rate‘lﬂperceﬂ! higher
; ..C‘ pgak until well into the autumn of 1974. of the year it averaged more than t\gl e i
Cnma ly, in an environment of widespread shortages  than nine months earlier whereas reof e gfﬂf"’";
w(:)l?kpotunded by the impact on production of major  over the same period. A 5'3::'"33'1 Jnusual cyd';:r

ppears that supply constraints were relative to emp “ocent drop i prod. o

development, but the réce large. MO' n
rdinarily 1ar6¢ Joyme
worker has been extrao f outp_ut; E:jn l:;I’asis n

. ath 0
ance with the recent sasonallV adjuste

' S
remained flat on a =0 :
December and dec! ined in 5:0 ery high 0" ay

[ abour force growth was

"For a descripti
ption of th | :
September 1974 'S measure, see the Bank of Canada Review, -l - veraging approxlmate

:Sdf}:ermining factor in the flatness of output. However,
demai dygar progressed signs of a softening in real
ncreasingly appeared, particularly in goods
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' He inedu Iy : Florce Browth f{jr nﬂ”y ad‘uﬂt‘d ﬁlﬁrin " ‘i“hlv [u.,linhlt' erage weekly earnings In the signed over the past year, Mw, in Mmany instances
Liear evidence of labour Market Pressures was pre. | )74, | was sl : blh[{i A”annc % |- E"“"Iho%_ 'm:h‘t' Aatistics on f: .&p:tnr- By the final months of rates of pay were increased in 1974 through the re?
vided by the very SFONE Increases in '“"!1-4& " 'ji employmen and | : Slanuany abﬂfﬂn’ i | mmercial non-farn ercentage increase in average  opening of existing contracts or through other special
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into the autumn of 1974, but in more redll l llmwl el ryg qhkly earnings ‘;':Uw an hourly earnings index is Canadian domestic prices at both the wholesale and
some easing has been evident in b imi;{- r:umtha '“COﬁ'les, Costs and Pri mﬂnufai_-lurlnﬁ;];”; hourly earnings were more than  retail levels rose even faster in the aggregate during
labour market conditions ae well as in me - i“'m i Forboth Corporate ce*s e ﬂ}:{ig}:{*rlhan a year earlier. . e than in HEAE . twfelve v g
of unemployment. In the fourth q. i, (Tu”'l{ m!t's income the rige du”nPOflts nd nef g |;'lperf€:e otiated wage settlements, which tend to [.Jecember 1974 the Industry Selling Price Index (1s1)
i g g uarter both the serjes during the previ B 1974 wac Much gl | Newly “_ wal earnings, have escalated dramati- mcl:eased by 2} per cent compared with 16'per cent
dNCIes and the index of help wanted adver- rise in f '0US year, The sharp decol M6 iy | feshadow actUd ,ar. In the final quarter of 1974  during the previous year. For the Consumer Price Index
USIng underwent declines, In the case of the job 'N1arm income, which had m atniny | oy over the past year : (cP1) the corresponding increases were 123 per cent in

vacancy series, which exte

quarter ot 1970 and is ne
year-to-year decline for the

'nds back only to the third
't seasonally adjusted, the

dements under major collective bargaining agree-
:enls excluding construction) provided for average
qmual increases in base rates of more than 17 per cent

1974 and 9 per cent in 1973.
At the 1spi level, while the monthly increases in the

fourth quarter was the first

on record. For the se iUste - Data on cor -
Index it was the :ch{ &_E st ‘l(i{""’tt"‘_i help-wanted particularly difficult to interoref Fnor;‘e‘;;;m"}gi I [
-ty le € first quarterly decline since 1970, but inflation, not only because of the acc » SOhrlamd

€ Index was still at a very high level B Alatte ounting problens

Involved in dealing with inventory profits but also
because of the possible inadequacy of capital con
sumption allowances in relation to the rising cost o

; - * the o
replacing capital assets. However, according o |, Consumer price index

standards.

The only region to show a faster rise in employment in
1974 than in 1973 was the

o Prairies where the increase
Of 4% per cent was the largest on record and reflected

Selected Price Measures
1Q1972 = 100, not seasonally adjusted

Industry selling price index

e ot | n | national accounts measure of corporate profits befor 160 i
Sustaine buoyancy of economic conditions in that tax but excluding inventory profits, it would appe |

region through the year. British Columbia and Ontario  that the rise over the four quarters ending in the “”ha: ED__(_’_y 140

8'150 had strong employment gains - 6Y per cent and quarter of 1974 was about a third as laI’SEmai;H | s @

4’k per cent "espectively, or nearly as large as the increase of close to 30 per Ce”tdu”"g]g?;ﬁwm |
NCreases in 1973 - but the growth of employment  gains by the resource industries had b?enapdjn1974, 140 Azt
slowed markedly in the final months of the d inent feature of the profit expansion & " . ;

, year an promine - rofit increase 120 God

N0 1975. In Ontario this latter development was  with export markets weakening parkeﬂ”?" Theess & 160
Particularly pronounced in the automotive sector,  those industries tended to‘slackeﬂh;nweven n patc® 100

while in British Columbia it was largely related to ing was not confinecﬂi to this are;‘;l;ch 4 heavi'Yd""’EE; 140
softening economic conditions in the resource indus-  lar the automobile rndustf}”e:;erienced g SHbStiﬂFm '

ries. Quebec and the Atlantic region experienced  dent on the U.5 rqari(:;ﬁnal mo"thso[hei:rege'fﬂ” 120 4
em.plc'vmem Increases that were almost 234 percentage weakening in profits lfnb siness INCO e ! ts ’ghe " 100
PoINts less than the very high rates of the preceding  a broader Yo > nsumption lOWAT it | g
:ﬁzfﬁ:—?f?rr fpr.ce growth fa'lowed mark?du in Quebec deducﬁng,caﬁ';faiso appears to;ﬁ;: t durin® E | 12 £

e Atlantic region while accelerating in the other ~ crease during he rise of 18P d ' g

;ﬂgmm' The unemployment experience was varied.  erably less than | ce in Ufinessﬂizﬂ 109 food and energy 120 [HIaE
n:‘::’ :J}::u{::?m“ fh{l Um?mplmynwnt rate fell [,}?er precemng:tefc:t e slowing in.t e[:;atedloh?);emﬂre ‘__ 100
f.,ulun-]h;”hﬂ\gtf PoInt to 2.8 per cent and for British In Cont;nes labour 'ncameﬁl’:a i 1973 ~ l 1972 o
Cant ¥ ‘- fuiti:‘edroppf--.d 10 6 per cent from 6% per farmimc | }astef in 1974 | g il -

“0tIn 1973, While unemployment continued to de- considerably
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electricity ,
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h:l‘x-( gone ”]U("h L, athUgh

higher had ;
- g l‘l(i ]
sfamme of domestic petrole L not been for the pro-

Consumer subsidies. For the i’:;;::;e pre :
w}m h makes up approximately two t:'rdOf v by,
CPI basket and i inﬂt',rens OLHLE oo
ced by the
>sts than the other two
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ase experienced in the
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IS double the rate of InCre
previous twelve months.
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cial D velopments
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. ¢ financial developments In Canad'a
ghligh’™ Od' yssed in the three sections of this
4. arf:j :;cwith interest rates, with the gromfth
uh:':shh(jdings of currency and bank deposits,

|

i
IR

the cost of money and in returnsﬁon
7 assets are the main channel through which
tmanﬂa[ i f monetary policy 1S transmitted to Spend-
decisions, the Bank focuses consider-
jble attention on the behaviour of interest rates. Shmt-—f
orm interest rates in the Canadian money market are o
saticular importance o the Bank in its day-to-day

since Changes in

g and saving

| operations. These rates respond sensitively to changes

— -

|

n the pressure of credit demands on the available
aupply of funds in Canadian financial markets and
o changes in international money market rates. They
e 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
;"ml_d oil emergency but, after a limited and temporary
E:;;”Za strong upward pressure on these rates re-
pressireg towards the end of the first quarter. These
5h0ﬂ-1ermci?:2nwd through the spring and Canadian
eached ir 19;‘33“ [raI:ES rose to levels wgll above thosg
ate Augyst alth(; hey S arhae urjml
ates i ‘hE’Unitedugt somewhat below corresponding
Where the g ates and in the Euro-dollar market
The Ban of Canadtrené continued into the summer.
Y one perﬂentagea aFljUS:ted the Bank Rate upwards
POINt In mid-April and by further

Steps of
one
and ip, half of one Percentage point in mid-May

quer cent. Part of }Ul% when the Rate reached

cial institutions also rose further after the first quarter of

I el T T R L ST

Administered borrowing and lending rates of finan-

1974 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 82 per cent to 102 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 11%2 per cent.
Longer term interest rates were relatively stable in the
closing months of 1973 and early in 1974 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 ionger 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 Canadtgn |
economy were beginning to moderate, and late in
August short-term interest rates in the United States
broke sharply downward. In recognition of the changgs _
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

vields both began to fall in Canada fron? late August
onwards. There was a brief interruption 0 the down-
ward trend in the latter part of November ‘and* earl 3
December reflecting both a temporary flrmlng of
short-term rates abroad and some tightening In Car;
dian paper markets in the wake of the very Iafge sa e-
of Canada Savings Bonds. Towards year-end mtere
rates began to decline once again. Money market rat
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g the first few weeks of 1975, byt
i of January they have remained
the latté \c reached at that time. The Bank Rate
the Iel‘;e 18 half of one percentage point in
y d in mid-January.

ons’ borrowing and lending rates
djusted downward in the closing

1974 By the end of February 1975 the rates
hs O hartered banks on non-chequable savings
y the € heen reduced to 6%z per cent and most

urin
.e” Sh,aIPIY d
4inCe

ber an
e al institut
n to be a

4epo Ih 4 lowered their prime lending rates to 9 per
art age lending rates declined more slowly; by
at. Mort8 B URTY conventional rates were typically
at and NHA rates were generally 10 or
10‘/4P2rn2i,ntr}1arket rates decreased, the structure of
’*‘50’;{ ates under the “Winnipeg Agreement’ be-
dep less of a constraint on the banks’ ability to attract
f:g: blocks of short-term Canadian dollar deposits.
The Agreement was terminated on January 15, 1975.
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the wide array
The discussion that follows is pri

the two most frequently ysed defi

- -
narrow definition - o namely. the

~ Currency and demand d '
held by the public at chartered banks - a:ciin ‘:;:Z

broader definiti :
on that includes the ,

se form e
DIUS‘all other Canadian dolla b

these two definitions of the money supply (plotted both

in absolute terms and as
_ percentages of Gross Nati
Expenditure) is shown in the 2 .

Cccompanying charts.
The first of the above definitions (which could be

expanded to include some or all of the chequable

Currency Outside Banks and Canadian Dollar Chartered Bank Deposits Held by the Public®”
ju

seasonally adjusted
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Bdle § 1.ims of varying terms to maturity in the form of bonds  erable freedom in recent years to offer short-term

and debentures. Whaltever the factors ‘that determ?ne deposit claims to the public on highly attractive terms.

he total of the public’s hF’ dings of mterest-bearyng It is true that through much of the period from mid-

strongly. dlaims, there is clearly considerable scope for variation 1972 until late in 1974 the ability of the banks to attract

In marked contrast with the slackening rate of g not only in that part of the total which represents large blocks of funds into Canadian dollar interest-

of currency and demand deposits during 1973 i elatively liquid short-term claims but also in the bearing deposits was constrained to some extent by the

1974, the interest-bearing Canadian dollardeposisf | poportion of the latter which consists of deposit claims structure of maximum rates for deposits of $100,000
o/ ! 4 - "
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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 hG'dingS_Of
liquid assets in the course of the year. Through the first
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s Canadian t;lollar bus;

ition there

were large increases in the Chartered banks foreigy

currency loans to Canadian business and i lending o
bt'lsmess by Canadian financial Institutions afiliaed
with foreign banks. These shifts in cred flows contr-
buted to the slowdown in the growth of the chartered
banks’ Canadian dollar loans to business borrowers i
1974. A broader measure of credit extended to bus-
ness which reflects these other sources of funds as wel
as chartered bank Canadian dollar loans increas!
more rapidly in 1974 than in 1973.
Consumer lending by the banks was very buo}
bsequently moder
the early months of the year but subseq i
ated in line with the weakening in the dgnisiden-
consumer durables. The rate of 8"0‘{*"" of thelr i
: . < clowed during the sgeone
tial mortgage portfolios slow raro decie 1 e
of 1974, following an earlier $

mortgage loan approvals.
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a:dd:;::,z?,“mr in the growth of mortgage portfolios
Yo ﬂnearn t:_:taln§ was :falso apparent in the case of
k. companie?a r:_st;tu:ons. The trust and mortgage
oty aqset;;ﬂ’ ich hold roughl.y 80 per cent of
¥ o i;1 y In mortgages, ex;?erlenced a substan-
Ay herr rate of growth in the second half of
et hal of ]9;; relatwe‘ly high rates in 1973 and the
1 Casses -lThe Major assets of the credit unions
hied bEtweenpu aires, which are more evenly distri-
InCreaseq i) m.ﬁrtgage:g, and consumer credit, also
of very bU{}yaapld'y during 1974 following two years
COnsum "t expansion. The sales fi
e er loan lﬂdustry grew lnan(?e i
E ir:]d half of B g o, rt‘?]ore slowly during the
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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 gt |
high levels. In the early part of the year the increase in
stocks was no doubt by and large planned but, 18
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Chartered Bank Selected Assets

v q (1)
nancial Institutions

| \ . of FI Billions Annuﬂ_ rates of chan
. R of Years W
Canadian liquid assets , ' Dena g“c-lg;3 g‘;|2325974 2‘*‘3- 1972 E}ec. 1973 Dec. 1973 June 197
(Canadian liquid assets amd .. """ """ 12.7 - 1924 i ' : ®
i uid assets, and other 3 June 1g,, ETR Dec. 1973 Dec.1974  jume1974  Dec.1974
short-term Canadian assets)) 14 "r
JAp e e S (1 37) ]1 ! ctitutions
L{J?iijﬁf rr‘]prt}-,af,f;s and other Investments 46.8 (1) (19) 18 Sn-taki“g mSI::::JIIOﬂ .............. 59 6 19 t b .
S inorts i IR A 37-4 75 4 5 i chpﬁn ed bar;ks;ge-léjén R
AN . ..\, .oy 3 | - 19 21 35) | st d’“"; fav,ngs 11| SRR T 18-3 23 16 23 10
—Unsecuredpersonal ..., 000" ]32 26 19 19 2] a:j'ﬁ::ﬁﬂng and caisses populaires .. ..... .. L ] L::4 2] 124
i i £ p e G SR R Rk T B8 ™~ I
e AP LD O B B 24 ; 19 18 Cr 88.5 21 19 20 17
Mortgages 20.6 27 : 24 18 5U|}tata| i "
> * PR3 v i Pl el 8 5 & PR i i 5 9 20 20 ual 5aviﬂgﬁ institutions
rovincial, municipal and 34 33 22 s Contrac! ACe COMPANIES « oo onesensaenss 20.0 9 9 10 8
corporate securities® . 37 7 Life;:::;unds ......................... 17.8 14 14 14 14
e T OIS v v i % i o . | 10
Canadian dollar major assets 4 - | i 37.8 1 11 11 10
......... 59.6 19 / 7 | gbtotal oov - -
Memo- 19 19 ¢ales finance and consumer %,
0-. 20 f{}an {:Ompanies ......................... . _2_9_ :.I_S_ gl- J_q_
Bank business loans and foreign currency B 133.6 18 16 17 15
loans to residents plus commercial paper otal .- == e — S
and bankers’ acceptances<® . .. 26.7 25 g i) figurﬁfﬂrD:CEngf19?4 are estimated, except for banks.
g ¥ Geasonally adjusted.
() guason ally adjusted. 33 33 i Caﬁ;i:ny:jﬂuar major assets; average of Wednesdays.

(2) o~ " i .
Canadian liquid assets plus short-ter
-term paper and chartered bank i : :
(3 ; NK instrum
* Excludes short-term paper: not seasonally adjusted. ents; not seasonally adjusted.

“ Includes short-term Paper issued by Canadian
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. - H— . - e il T WL il TR e
- i o TR marrlenie. N N :

financial institutions affiliated with foreign banks, d

. investment outlays by provincial enterprises continued substantially larger outflows for the ﬁn-anci-ng of export

o rise strongly. The increase in this sector’s financial credits and by smaller inflows of foreign direct invest-
tquirements was met principally through higher net  ment in Canada. Short-term capital transactions, which
bond issues in foreign markets. There was a sizeable gave rise to outflows of some $%a billion to $1 billion

e T —— — = S "_“*-—_—_—n‘_m-_

economic activity softened, the financing requirements Net mortgage investment by the major lenders, which Nrease in borrowing in the United States where in 1972 and 1973, are estimated to have resulted in
appear to have reflected considerable involuntary ac- follows mortgage loan approvals wit*h some I&B];?: Eﬂg-lgrm Interest rates were generally lower than inflows of a like amount in 1974. There were large and
cumulation of inventory. tinued to be buoyant through the first I?a“’oi_;ea | J al;it'”lcaﬂa_dﬂ and, in the latter part of the vyear, to some extent offsetting flows in the major categories

Although the amount of mortgage market financing in during this period their morlgage_PUT;U;;’OSTE;E% Proiiniileb:rl,?n of Iz'}ornds were placed overseas. of short-term capital in 1974. Although the foyeign
1974 as a whole was not substantially below the record at the same 25 per ce‘nt rate als duél‘:]ﬂ A thé srouth 5 fincluding ';::;:C I‘Dilil _bor'row?ers and private b_usi- currency operations of the ch_artert_a-d baqks gave rise to
level in 1973, there was a pronounced change in this however, a ?ubstarttral Eece:;d nalfoftheyea®? | it over g3 i i?étlh métltut;:?ns) together raISEfd SUbEttantlal outflows, transactions involving deposits at
market in the spring. The value of residential mortgage  these portfolios during the se 1974, mych e g e Canadian bond market‘ in fmmgn banks, money market instruments a"_d St
I l s A isting housing rate of about 15 per cent. mercreditwasiess " domestic mark snaunt as.in 1?73. Borrgwmg mercial leads and lags producgd even larger |nﬂ.o~:ws.
Oan approvals on both new and existing The slowing of the growth of const redit, Sales Closing €15 picked up considerably in the  Over-all, Canadian residents raised close to $2 billion

deciined substantially from very high levels after

ec >M8 months e | ‘ |
rt int tes b to increase rapidly and pronounced than in the‘caseof mr::rrtﬂoarginth:*zdff"a"d lvity Continye of the year and this increased  from foreign sources in 1974 following a year in which
mortgage interest rates began to In

Into 1975. Net n

: | late Sold ¢ ew issues of bond to foreign funds.
: tomobiles, _ levels unl r 0 non-rec; S of bonds there had been no net recourse to foreig

the non-rate terms on mortgages were stiffened by the shng a.jimer credit, remained at N'é substanliauf- - %ord |ey gl ofe ;Eients by, these borrowers reached a

major lending institutions. Other factors such as uncer- fo"t;"':;ir d quarter but then weak;flees - muﬂi’{ﬂt s;ﬁﬂmi”ion in th{;u;?z.b'”'on N 1974 compared with

P h . : nts In the ) rovl reC| e | EVious year.

tainties about prospective construction Cots AR &S Financing activity BY 1€ £ Rcreaed #0555y 222 capital inflovy recu

also contributed importantly to the drop in mortgage ' < and their enterprises of privaté busine* ‘ Ues sold 1o ey esulting from net new

approvals on new housing, which was especially ::i“e'ng 1974. As in the ca5¢ | ents was partly offset by

# j : : uri :
marked for multiple units. 79
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Canﬂjasir;;gt on balance 10O offer resistance to the
was de

edit demands and to moderatF- the rate (E}f

e owth. In light of the changing economic

munetﬂft’: tghe Bank then adjusted its policy in order to
E:iﬂiﬁzfe 1 movement to easier monetary mnlditions.

3ank Rate was raised from 7%/a per centto 8 /a per cent

' on April 15, 1974, to 83/a per cent on May 13 and

inally to 9%a per cent on July 24. It remained at that

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
iIncrease in the Bank’s holdings of securities. In addi-

_______________________ 1.0 10 evel until November 18, when it was reduced to  tion to assisting in the management of chaﬂ:rt‘edfblaqk
— other Canadian dollar 1.5 14 " | $%per cent. On January 13, 1975 the Bank Rate was  cash reserves IREESESES . A pdiﬁ:
o fiagian o ; cad educed by a further one half of one percentage point stat?ihzlﬁg mark.et conditions, particularly 5
B, C.U SINCY + - -0 O SR i e 03 0.6 / i08Y per cent periods of excessive rate pressures.
Net treasury bills and short-term paper issues ............ 0.1 - 0.1 - (2 “Ifh: fecor d of the chartered Bolls P NS In late March and early April, when interest rates were
(itanadt Bank I0ans . . ..o it i EIREE 0.1 0.4 W position during 1974 is shown in Appendix Table I.  rising rapidly, the Bank lent substar:u:: support ::i
76 39 Y The level of excess cash reserves supplied to the marl-:.ets through cash PUTChaSESfOEbOt ds 9::::: zn d
Y R R A e 00 S B e - o —— ~ 7 banking system in support of the broad policy outlined medtum-term. _C_]overnmeng 0 al:lnﬁe s
T da dove was affected from time to time by the Bank of through acquisitions of bonds in exsﬂ:cegmr-aled e
Government of Cana g Canada’s response to changing pressures in financial  bills. The bulk of the support "::351 hen the Bank of
Net new Issues 0.3 e gé Tarkets. A striking example occurred in the spring of  second half of Mmfh o mme‘;rtlor Canada securities
— treasury Bl i e e e R e SRR o ] 2‘4 1974 when 3 disruption of mail services added tem- Canada'’s portfolio 0 Govern.“‘ o 2 perbE
Canadian dollar marketable bonds ................ 1.2 ~10ig ~ pﬂ-rjr”y 0 the strong pressures that were already  increased by fb?m $?€§ Q;Ltlﬂgezame a net seller of
i e Bhaunadda o0 : e i ~centin the Canadian financial market. The Bank of ~ weeks. In early June - demand
— Canada Savings Bonds ........- 1.6 :__Q.l 2 Canada Mmoderated the Impact of these pressures by Government of Canada bonds at azmi,:z‘;nbeing o
SRR (G PRI S S0 S 9.2 ;_:LE 2 ?{‘Eph’ingl €xcess cash reserves in unusually large for the new Gmfernmfi'gttﬁf ﬁ;‘:é:efunding opera-
Ve iy 8 T s and hef Cfegsems‘ & ;]:)rder o dccommodate the IRACEEEEE S COT;“ZC";E“ f:Dplye available in the market.
i o = o by governme ~o- N the amount tion exceede e _ : lly in
Total Borrowing ..........-. net mortgage lending %Y ¢ - Vished 1o 1, of cash resemves il bae ket experienced a substantial rally
de old h he ma
figures exclu - Another example occurred this year When 1 became a
dential property. The TBUT o vernments inovests | "Men the Bank ¢ h ' : ber and November, the Bank again
(1) These are principally mortgages securE?_ 3 rﬁs requirements of the respective 8 dollar bond ssues placed ghtened its cash reserve management  October M
- . :-h is reflected in the financin ed banks. ded. Canadian
notably CMHC, which is re < accociated with charter da are exclu
- nies assoctd t of Canada
@) Includes mortgage loan compa

e 1S€9 > the overnm
1 ' 1ent enterprl es. Loan fr(}m
# Includes governn e 5

- [ = " i i Si
included in foreign currency ISSU€
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In September the Government re
denominated loan of u.s.$45 million.
was effected through a reduction in fo
reserves and did not affect the Canadia
of the Government.

In March 1974, the Government canc
of 5% August 1, 1980 bonds which
acquired under provisions of the purc
issue, leaving $310 million of the issy

reign exchange
ndollar POSsition

elled $6 million
it had Previously
hase fund for this
€ outstanding.

Foreign Exchange Operations
The Canadian dollar traded over 3 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 payme

expected to be less affected by the sharp inc
world oil prices than that of most Industrial ¢
and very large inflows of capital and advanc

sion of export receipts contributed to 3 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 uU.5.$1.0040 at the end of 1973
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.5.$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
o 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 ImMF 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 spRs increased by u.s.$32 million from

nts was
rease in
ountries,
€ conver-
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