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Recent Economic Developments in Canada: 1/
November 1962 - March 1963

‘k ,Summarz
During the year 1962 as a whole, Canadian GNP grew about 8 per cent,
i“v'making,it the best year since the mid=1950%s. Most economic sectors advanced
strongly, particularly during the first three quarters of the year; while unemploy-
ment remained at just under 6 per cent of the labor force (seasonally adjusted), it
was nonetheless at about its lowest level in three years.

Available year-end data, however, suggest a perceptible and possible
temporary levelling in the expansion of Canadian output in the fourth quarter

‘S inventories were liquidated. No downturn in business activity has taken place,
and general economic indicators are sufficiently strong to suggest that the
mventory readjustment may well be a mild one.

A dramatic fourth-quarter improvement in the trade accounts-=to a
quarterly surplus at an annual r?te of $560 million--helped Canada earn its second
trade surplus since 1952. This fourth-guarter trade improvement is a substantial
sign that an underlying adjustment in the external deficit which led to the mid-
1962 exchange crisis and to the devaluation of the Canadian dollar is, in fact,

.nderwaya
The Canadian economy reacted with considerable outward calm to the
political shakeup in February. Despite its caretaker status the Diefenbaker
Government has continued gradually to unwind the austerity measures imposed during

the exchange crisis in the summer of 1962. By the end of 1962, much of the emer-

gency foreign assistance had been repaid; and in February the third and most

1/ Canadian ecouomic developmeants prior to this perieod were reviewed in
"Recent Economic Developments in Canada" (December 13, 1962).
A
i
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swééping reduction was made in the import surcharges imposed at the time of the
crisis. Interest rates--particularly on short-term--have been permitted to
decline somewhat further from the high rates of summer and fall of 1962. The
yield on three-month Canadian Treasury bills was fairly steady during January
and February at a level about 1-1/4 per cent below the rates of early fall, and
about 1/2 per cent under the early-December rate.

Despite some decline in Canadian interest rates, an interest incentive
favoring long-term financing in the U, S. capital market remains. Canadians
borrowed heavily in the U. S. market during the second half of 1962, bringing the

year's total to some $700 million. This heavy rate of U. S. financing continued‘

through the first two months of 1963.

Nevertheless, the record growth in Canadian exchange reserves slowed
substantially after October. Following moderate exchange losses incurred around
the time of the February political shakeup, and after allowing for the $300
million of IMF emergency assistance still to be repaid, Canada's reserves of gold
and U, S, dollars at the end of February were almost $200 million above the pre-
crisis high of Octcber, 1961.

At the moment, the chief element of uncertainty in the Canadian picture ‘
stems from the uncertain political balance. Under the circumstances, the present
administration has not been in a position to formulate a long-term program de-
signed to reduce unemployment or further to strengthen Canada's external position.
Further policy actions to solve these basic problems can scarcely be looked for
until after the general elections which are scheduled for April 8.

Balance of payments reflects significant improvement

The Canadian balance of payments for the third quarter of 1962 recorded

a surplus of $750 million, as compared with a second-quarter deficit of $668



j}miiiicﬁ?(see,Table 1). The bulk of the improvement--$1.1 billion--was in the

~ capital accounts, and reflected the second-quarter flight and third-quarter

 fétﬁrn§£1d§rof capital; the remainder was brought about by improvement inhtféde
(5102 miliion) and other current ($214 million) accounts. After season31 ﬁa¢;ors
‘aré"diécounted, however, the trade balance worsened somewhat during the third
quarter (see Table 2).

In the fourth-quarter the current deficit was reduced to less than half

that of the corresponding period of 1961 (see Table 1} by considerable improve-
ments in both the trade ($78 million) and the non-merchandise ($75 million)

} accounts. Trade reached all-time-record levéls. Exports increased by 5.7 per
cent while impcrts declined by 1.5 per cent, as compared with the fourth quarter
of 1961l. The result was a fourth-quarter trade surplus running at an annual rate
of $560 millior.. During the year 1962, Canadian exports increased 7.7 per cent
to $6,347.8 million, while imports, totaling $6,268.3 million, were 8.6 per cent
above 1961. The resulting 79.5 million surplus was the second surplus registered
on trade accourit since 1952,

Trade with the U. S, reached record levels during 1962. Canadian exports

' to the United States showed an increase of 16.5 per cent over 1961, with a some-~

what sharper rate of increase during the first half of the year. Canadian imports

from the United States grew somewhat less, or by 11.5 per cent; most of this
increase occurred during the first six months, with a levelling in the third
quarter and some decline during the last three months. Canada's 1962 trade deficit
with the United States was $565 million, a decrease of about $85 million from 1961.

Favorable developments in Canada's trade accounts furnish some evidence of

the impact of the June 1962 emergency surcharges and of Canadian dollar devaluation.



__Balance of International Payments, 1961-62
(MiIlions of $ Canadian)

1961 1962
I I T o m
Current Account: :
~ Trade balance - 31 +138 +60 -5 -Lh +58 +138
~ Other current - =280 200 =332 -3k8 -333 -119 =257
Total 3B T S p = =8I 19
Capital Account:
Direct Investment (net) $137 +105 + 82 +80 +55 4115  +165
Securities Transactions ,
(net) +18 +82 + | - 53 +55 +38 +2i47
Other long-term Capital oy
Transactions -22 +12 +22 +5 -130 +33 -@
Bank balances and other T
short-term funds abroad
(excluding official
reserves) +54 ~140 + 72 + L9 245 +257 + 17
Other capital movements
q (excluding reserves,
L International agencies
- and special assistance) +126 = 6 +184 - 72 =26 +368 +158
Total i3+ 53 +36L + 9 =291 4811 572
Surplus or Deficit (-) #132 - 9+ 92 -3Lk -668 4750  +h53
Financings
Change in Canadian dollar .
holdings by foreigners -T2 =« 1 +U4h -31 +34 -58 +2i
Special international
financial assistance — - - - 4707 -~ =377
Ligbilities to international
agencies (excluding ‘
special. assistance) - 9 =52 -1 +11 + 41 - 6 + 1
Change in official holdings
of gold and foreign
exchange (increase -) - 51 +62 -135 +36L -11 -686 -101
Total financing 132 + 9 - 92 43k +668 -750 453

o

Source: Dominion Bureau of Statistics s Quarterly Estimates of the Canadian
Balance of International Payments, Cat. No. 67-001, Vol. 10, No. 3
{Third Quarter, December. 196¢). . And Vol. 10, No. I (Fourth Quarter,
March 1963). Data have been rearranged to aid analysis.,




Table 2. Canada: Merchandise Imports and Fxports
{Seasonally adjusted)

Monthly Average ($ million)

Exports Trade
(Including Re-exports) Imports Balance -

1961: II L76.3 L52,5 + 2':’>;8
ITT 504.6 h97.3 + T3

Iv 517.3 518,9 - 1.6

1962: I | 506.5 516,2 - 9.7
II 5’43‘9 52}-103 "'1,906

III 529‘.0 551:}1 "’2601

IV 5h6°2 50502 +hlol

Source: Computed from data in Dominion Bureau of Statistics,
"Canadian Statistical Review," January, 1963, p. 62;
and Dominion Bureau of Statistics, Daily Bulletin,
Vol, 32, No. 29 (February 11, 1962) an 2, No. 48
(March 8, 1963).
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~ Motor vehicle sales, for example, were one of the strongest aspects of the Canadian

daﬁésticgbnsiness picture during 1962. As automobile sales soared and Canadian
motér vehicle production increased by some 30 per cent during the year, the share
of imports in the Canadian market dropped from 21 to 13 per cent. Similarly,
appliance imports dropped sharply while domestic Canadian appliance production
jumped.

Continued unwinding of emergency restrictive measures

Canadian short-term interest rates dropped abruptly by nearly one-half

per cent following the announcement of a Bank rate cut from 5 to & per cent on .

November 13 (see Table 3). The Treasury bill yield partially recovered from 3.62
to about 3.8 per cent by the following‘week, increased slightly further and held
steady at around 3.9 per cent through December. The rate declined gradually aﬁd”
steadily throughout January to a level of about 3.65 per cent early in February,
where it held through the first week in March.

By mid-November 1962, for the first time since early June, the spread
between U. S. and Canadian 91-day Treasury bill rates had narrowed to less than

1 per cent. The uncovered spread gradually declined further and has remained

The fully-covered arbitrage incentive favoring the Canadian Treasury bill

between 0.7 and 0.8 per cent since the end of January.

has also generally narrowed as Canadian short-money rates declined through the
winter. Declining Canadian rates and an increased cost of forward cover combined
to eliminate tthe covered incentive in favor of the Canadian Treasury bill since
mid-February, but modest amounts of short-term funds have continued to move into

Canadian finance paper.

Further repayments of emergency assistance. On December 26, the Bank of

Canada terminated the final $25 million of the $100 million swap with the Bank of



Bonds (Wednesda ;s)

198

April 12 3,04 3.58 3.93  L.13 480 .88

July 19 5.51 5.76 558 5.1 sd2 5.5
September 13 L.98 5.38 5.31 5.0k 5.35 25017
| October 8 L.22 hol9 L35 Lo50 5,13 5,10
D  ovemver s .09 o33 L0 LheS3 5.1 5,12
C 15 3.62 3.80 3.98 L.27 Lo9lk 5.03
December 20 3.94 Lhe09 L.31 L.39 5.07 5,07

1963
Jamlary 10 3o85 heOé h032 h036 5.:08 5°02
E}h 3078 Ll.clz hohh hoBT 5009 5001
Febmry 7 3.72 h.OZ hoh? . hnBS 5008 5001
ik 3.66 he02 Lokb L.37 5.09 | 5,02
March 7 _ 3.63 L.00 L.52 L.36 5,07 5.0l



liﬁggthe~June crisis. At the same time, the $75 million still outstand-

ﬁgwq,_tﬁe«éu:tency swap with the Federal Reserve Bank of New York was reversed,

V{Qﬁaﬁdiﬁﬁeétotal of the original $250 million swap with the Federal Reserve System
 7wé$,p1aced on a standby basis.

The reversal of the currency swaps with the Bank of England and the Federal
‘Reserve Bank of New York involved the repayment of $350 million of the $650 million
- in-emergency foreign assistance received by Canada in late June. The $400 million
standby from the Export-Import Bank was never drawn upon, and has been cancelled.
8till outstanding is the $300 million drawing from the International Monetafy Fund,

Despite a rather uncertain political atmosphere, Finance Minister Nowlan f‘l'
on February 19 announced the third, and by far the most comprehensive, reducfion
in the import surcharges imposed last June as a part of the emergency austerity
program. Tnis reduction eliminated the surcharges on $950 million in imports,
primarily machinery. 1In addition, surcharges were reduced on other imports,
amounting to $235 million. This leaves temporary emergency surcharges on about
one-fifth of Canada's total imports--just over one-third of the trade originally

affected.

Slowdown in reserve accruals after October .

The ex:remely rapid July-October (1962) rate of reserve accruals by the
Bank of Canada slowed in early November. The market for Canadian dollars dis-
played some weakness immediately following the announcement by the Bank of Canada
on November 13 of a cut in the discount rate from 5 to 4 per cent. This weakness
was short-lived, however, and the market rate on the Canadian dollar edged back
upward and held firm, but with the Bank of Canada generally acquiring fewer dol-

lars from the market.
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' “January reserve accruals of $123.1 million brought official Canadian hold-
 ings of gold and foreign exchange to an all-time high of $2,662.5 million. Losses
Wof'$68;6 million--primarily around the time of the early-February political crisis--
rreduced this total to $2,593.9 million at the end of February (see Table 4). Net
of the $300 million in emergency assistance still to be repaid to the International
Monetary Fund, the end-of-February official holdings of gold and foreign exchange
represented an increase of $183 million over the pre-crisis high in reserve hold-
ings of $2,111 million in October 1961.

Reaction to political shakeup. The fall of the Diefenbaker Government

early in February was accompanied by only a mild and short-lived reaction in
Canadian foreign exchange and money markets. Political uncertainties in Ottawa
led to some uneven selling pressures on the Canadian dollar, while periodic market
strength came from the movement of the proceeds of Canadian security sales in the
U. 5. bond market.

Fluctuations in the Canadian dollar market rate were moderated by periodic
Bank of Canzda intervention on both sides of the market. The rate weakened slightly
during the first week in February, but strengthened thereafter and remained gener-
ally stable at 92.8 U. S. cents during the rest of the month. The net reserve
losses of $68,.6 million in February occurred primarily during the first week of
the wonth.

Domestic levelling off may be short-lived

The vear 1962 was one of considerable economic gains for Canada. Although
final figures are not yet available, estimates place the 1962 increase in GNP at
about 8 per cent, and an increase in real income of about 6.5-7.0 per cent after

allowing for price changes. This increase moved the real per-capital GNP above
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w:f' féﬁiﬁ»h,, Canada: Changes in Official Reserves March 1962-February 1963

Official Holdings of ‘Unad justed Special Non-Market

S Gold & U,S, dollars change during Receipts (=) Adjusted
End of Period {millions of § U.S,) period (net) change
 $$62;
- March 157094 - 37,3 -- - 3.3
April 1,594.8 116 - -114.6
May 1,492.8 =102.0 - -102.0
June 2l 1,100.0 3928 -- -392.8
June (from 2Lth) 1,808,7 +708.7 a/ -650.0 + 58.7
July 2;11k.4 +305,7 b/ - 61.0 +2L;h‘.f
August 2,330,6 +216.2 - +216,2
September 2,LLkL .6 +114.0 -- +114.0
October 2;613.9 ’ +169.3 E[ fLZO@O +189.3
November 2,607.5 56;& 4/ +.75.0 + 68 .6
December 2,539,4 - 68,1 e/ +100.0 + 31.9
1963:
January 2,662.5 - +123.1 £/ -125.0 - 1.9
February 2,593.9 - 68,6 -

g/ External assistance received, as follows: $300 million from I.M.F.; $250
million from Federal Reserve; $100 million from Bank of England.

b/ Advance debt repayment by France.

3/ Special receipts included a $30 million debt prepayment by the Netherlands

and receipt of $125 million proceeds of Government of Canada loan in the UeSey
payments included termination on October 31 of half the Swaps with the Federal Reserve
Bank of New York and the Bank of England ($175 million).

d/ On November 30, Canada terminated an additional $75 million of the Swaps
with the Federal Reserve Bank of New York and the Bank of England.

g/ On December 26, Canada reversed the remainder of the swaps with the Federal
Reserve System and the Bank of England in the amounts of $75 million and $25 million.
The reciprocal currency swap in the amount of $250 million with the Federal Reserve
Bank of New York was placed on a standby basis.

£/ Receipt of the remaining $125 in proceeds of the Government of Canada loan

in the U.S,
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 ‘,,1956ﬁievelff0f the first time., While remaining quite high at just undeffﬁ per

céﬁtﬂ6£~tﬁ§ilabor force, unemployment (after correcting for seasonal variation)
;hbth,in_ébsolutefterms and as a percentage of the labor force declined to the low-
‘es£~1§velgcim.nearly three years.

Strong indications are accumulating, however, that much or all of the
Ji’vforWard momeritum of the Canadian expansion had been lost by the fourth quarter of
1962, Growth rates began to decline by about mid-year, and the third-quarter GNP
rise was attributable largely to inventory accumulations which, according‘tO'Cana-

dian analysts, were of an "involuntary" sort. On the basis of the estimated over-

~5all increase of 8 per cent during 1962, it appears that the increase in GNP

(seasonal factors discounted) had virtually stopped by the fourth quarter {see Table

5}'

Table 5. Canada: Gross National Product, 1960-62
(Quarterly changes, at annual rates, in per cent)

I II 111 IV

1960 +1.6 -1.0 +0.3 +1.9

1961 -2.3 +2.6 +2.5 +1.4

1962 +2.8 +1.5 +1.7 a/+0-1.0

. a/ A preliminary estimate, based upon an 8 per

cent total GNP growth for 1962, and upon estimated
seasonal factors.

Source: Based upon data in Canadian Statistical Review,
January 1963, and an assumed 8 per cent GNP increase
in 1962.

This suggestion that growth slowed during the final months of 1962 is
reinforced by the behaviour of other aggregates which tend to move with the trend

of total output. The seasonally-adjusted index of industrial production increased



'urers are hcldzng up well, total manufacturers unfilled orderb tave be

/ m@vingﬁgenerally downward since last July.

Consumer demand factors present a rather mixed picture. Most of

growth in retail sales during the present expansion took place betweep S

1961 and April 1962; since April, total retail sales have fluctuates -rre 13
The most dramatic increase has been in motor vehicle sales, whick ciimbe
cent in Novenber to a record high {seasonally adjusted) of $230 million.
ing to the most recent Maclean-Hunter consumer survey, automcbile sales sho
continue to lend strength to the picture through the early part of 1963,
Exports became a source of considerable strength in 1962, parﬁicui
during the fourth quarter {see Table 2}. Preliminary data iniicate t&a”’
ary, exports (seasonally adjusted) increased from the December level zr:
at about the monthly average level {adjusted) for the fourth quarier aE 7

million.



o

1960

Table 6, Canada: Index of Industrial Production (1949=100)

1961: January

July

December

1962: May

Avgust

November

1963s January

Monthly Average or Month Manufacturing
| _pq&ggzg}fl adjusted) Total ~ Durables | Non:a'xmab'ies
155.k 142.9 146.7 ' 13 9;7~
15k.k 140.7 139.9 1.3
166,1 k9.8 149.5 150,1
167.L 149.3 16,1 151.8
172.9 153.0 1h8.4 157.0
165.6 6.7 13kl 152.7
173.h 154.0 145.0 158.8
180.5 160.8 148.6 163.5
186.0 16k.5 170,9 165.5
189.2 166.6 156.8 165.0
189.5 168.2 17L.6 165.4
189.7 No.&. Do, N.ae

Source: Dominion Bureau of Statistics, "Canadian Statistical Review."



‘present high levels are being maintained. Retail sales figures recently;
for January show an increase of 1.9 per cent over December. The inventor ”"”

justment may not continue for long; an apparent substantial slowdown in thearate

- of decline in chartered bank general loans in February may indicate that,the bulk
of that adjustment has already been completed. Recent consumer surveys iﬁdicate
that consumer spending will probably show considerable strength during 1963; In
addition, a survey of investment intentions by the Department of Trade and»éomw
merce and the Dominion Bureau of Statistics revealed planned capital ourlays
during 1963 by all sectors of the Canadian economy totaling a record $9.1 billion,
an increase of about 4 per cent over total outlays during 1562. 1/ Within this
total, business plans call for capital outlays during 1963 of $5.2 billion, an
increase of 5.2 per cent over the 1962 level. Investment plans also indicéﬁe a
further increase of 2.4 per cent in outlays on housing and social capital follow-

ing the large (11 per cent) increases of 1962,

1f Private and Public Investment in Canada: Ouziook 1563 and Reglonal
Estxmates, Cat. No. C51~1/ 1?63 gOttawa Queen; Pr nter 1963},

,1

P t,\.




rth quarter. General wholesale prices, the cost of

;Table 7) Fourth-quarte_,import prlce data are not,/

cline in the value,OEVthefGana&ianwdollar;' Since the beglnr ng'or 196

The impart\pticafiﬁ&gx'has%clusely folché%

: féte: ith1s index rose by 7 per cent to thg,end of September 1962 ilatésﬁ

available).

Heavy borrowing in ¥, S, market continues

Canadian capital market conditions encouraged heavy U. S. borrowiég b: /
Canadian local governments and corporations during the second half of 1962, in
. contrast to moderate borrowing during the first half of the year. New Cargf

issues payable in U. S, funds amounted to over $700 million during i962--
four and five times the total for 1961, according to estimates by the A.
and Company {(S5ee Table 8},

So far in 1963, Canadian borrowing in the U. S. capital market haa;c’
tinued in extraordinarily heavy volume. During January, two large i%sues 
alone-~-Quebec Hydro {3300 million) and Trans-Canada Pipe Line 7393 wil

‘amounted to more than 2-1/2 times the total Canadian ¥. S. dollar secur



______ Tndexes (Septs, 1959=100)
~ Exchange rate:  General

Price of Wholesale  Cost of  Fxport  Import
U.S. dollar Prices Living Prices ice

100 100 100 100
101 99 101 100

I 101 99 100 100 100
A 103 100 100 100 102
TIX 103 99 101 100 o

IV 108 99 1102 100

1961 I 104 100 102 100
o IT 109 100 102 100
ITI 109 101 102 101

v 110 101 102 102

1962 I 111 102 102 103
R & 11 103 103 105
III 114 10k 10k 105

v 11} 10L 10h 105

Source: Computed from I.M.F., International Financial Statistics, Aug. 1960,
and March, 1963, and D.B.5., Canadian Statistical Review, Dec, 1962.




8. Canada; Sales of New Government, Municipal,
~-and Cbrporatign‘Bﬁhﬂs:P%xablaiin,U,S;ﬂEunds

= | Provincial e
~ Time Period Total Gov't. Direct Guaranteed Municipal Corpo

" Year to Dsc, 31 |
1962 700,7 250,0 17.5 92,0 l
Wwe.l - - e 2
28302 b 2550 6700 11

103,5 - -- -
117.L - - - 2
238.0 -~ 25,0 52.0 11

, ry - Februarys ' e

1963 to Fsbruary 25 1167.0 -= 25.0 320.0 25,0 ]"97a0
1962 to February 26 - - . - == e
1961 to Fsbruary 27 5,0 - - - - -~ 5.0

Source: A. E, Ames & Co., "Weekly Bond Sales Summary."



perceptibly, but this may in

he unprecedented volume of recent offerings.

A cost differential of the order of 1/4-1/2 per cent favoring U

- financing continues tc exist, however, and may continue to sway a large number

of potential Canadian borrowers. Quebec Rydro, for example, was able to p
$300 milliorn of 25-year bonds in the 7. S, market at a reported price of
T, 5. to vield :.07 per cent; at the same time (February 14), an issue o£f ”

Quebec Hydro bonds was selli

>

1g ou the Canadian market &t a price yielding

#

per cent. The $93 millicn {(20~year) issue by Trans~-Canada Pipe wasfrepcﬁt”dly

+

placed ir the U, 8. at & pr

€
fode

ce yielding 3.70 per cent; at about the same time
$45 million of that firm's bonds (in the same maturity) placed in Canada af

price yielded 6,20 per cent.





