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dnadian economic expansion in mid-summer, when industrial acti

1yfand,unemplcyméhtfrosé~ébntraé§e380nally;l/ *Forwardfmqmentu

ined; however, on the basis of a generally favorable expoftﬂﬁf’

ed in Septemberfby~unéxpectedlynhuge'wheat contracts with Soviet-

of'QEW~Elctations of bonds in the U.S., and financial and moneyﬂmarkétsfha_

‘most part, demonstrated a remarkable degree of stability.

At this moment, the main areas of concern tend to be political rat

headed by Quebec.

A special Dominion-Provincial Conference was convened on N
to coasider further provincial demands upon the Federal authorities. Interq? 
the extended program for encouraging exports of autos and auto parts announgédiby

. the Honorabls C. M. Drury on October 25 has been adversely received in the United
States, Indeed, the Canadian authorities have introduced what is in effect an export
subsidy that, while not a technical violation of the GATT, is clearly in violation
of the GAIT spirit. As a result, Canada seems once again to be attempting to enjoy
the best of all possible worlds, as it did when it operated a floating exchangé'rate

in a world of fixed rates and, more recently, when Canadian officials sought exemption -

1/ Developments in the Canadian economy earlier in 1963 are reviewed in
"Recent Economic Developments in Canada: June-August 1963," September 9, 1963.



n enterprise,

Lab?ﬁpt’setJBHCklregisteredmin July. - During thatnmonth,itheiind

'woduction had lost all of the ground gained since February; unemr

cent in September, the lowest level attained in the course of the economicfupé,
that began in early 1961. The October rate was unchanged from September. :Totéi fé4
sales, which had also receded somewhat in July, advanced to successive record
in August and September. Production of steel ingots in July-September registei;d,
its second successive quarterly record, The seasonally adjusted index of indugéri
production (1949=100) advanced by 1.4 per cent in September to a new high of 197;9°
Manufacturing was up 1.1 per cent, mining 2.7 per cent, and electric power and%gas
utilities 1.9 per cent., Within manufacturing non-durables were unchanged but durables.
rose almost 2.5 per cent.

Data for domestic activity beyond September are more fragmentary. Production
of steel ingot, however, has shown a vigorous expansion above year-ago levelsathIOUgh-
out October and November while department store sales are also up, though less

markedly. Housing starts in urban centers through October registered a cumulative
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e movements were

na September and October
index of wholesale prices, which climbe

r rise in September, also held below its prev

ng in part theﬂimpéct‘of[ﬂeVaiuation, it stpod’ﬁ;l’per‘centwéb

) level., iSimilarlygfthe'induStrLal,compositevfigureuon averaga"ﬁgek

‘Saiéries,declinedisomewhat'in July but rose 1 per cent in September

a&yginwAugust,.to a level 3 per cent above its year-ago rate.

15 had shown increases and only 6 decreases as compared with the same period i

~ With new orders and unfilled orders both running considerably higher than~in}i§i
number of companies expect earnings to reach record levels for this calendar yéat.
Dividend payments by Canadian companies were up 10 per cent in the first nine months,
to a record $703 million, mainly because of increases by a half-dozen large companies,
including International Petroleum Company Ltd., and International Nickel Companyfofw g
Canada Ltd.

Foreign trade position strongly improved

The most spectacular element in Canada's current economic performance is
the foreign-trade sector. Sparked by increased export volume at substantially un-
changed prices, Canadian exports in July-September exceeded the quarterly figure of
81.7 billion for the first time on record. They established their Second consecutive

quarterly record, and were 10 per cent higher than in the corresponding period of



5jm111i0n,registered a year ago had been converted into a trade

on.

© Cumulative exports to the U.S. thus far this year have risen only mod¢ét1y,

ipments to most other destinations were sharply higher. Among individual
dities,»gains of 8 per cent or more were recorded for lumber, wheat, iron ore,
ninum, newsprint, and woodpulp. Shipments of iron and steel products reached a

ilative total of $71.8 million, up 23 per cent over 1962,

Large wheat contracts (see Table 2), especially with the Sind-Soviet b1oc,
””fwill provide an underlying source of further strength for some months to come: From
‘Canada's point of view, with a record wheat crop and carry-over in prospect, the
U.8.8.R. contract represented an outstanding achievement., The quantity involved was
equivalent to :Iwo-thirds of Canadian wheat and flour shipments to all destinations
during the preceding crop year. With these sales, prospective exports in 1963-64

were raised to 550 million bushels as compared to the previous high of 408 million
recorded as long ago as 1928-29, Because the contract was closed on a bilateral basis
énd at the relatively low prevailing price, however, Canada is open to criticism on
three major grounds: (a) full commercial advantage was not taken of its bargaining
position; (b) the late President Kennedy was pushed into the awkward position of
officially concurring in a U.S. export contract with the U.S.S.R. which has yet to be
consummated; and (c) the West did not utilize this opportunity for wringing significant
political concessions from the Soviet bloc. The Western nations have of course gained
in financial terms from the heavy gold sales made since early September by the
U.S.8.R., which appears not to have been availing itself of its assured credit

facilities.
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‘run its course by late August. (See,Tab1e~3~)’

 er a two-week interwval, Throughout October and November, thxs4

t ends of the yield curve. The yield on Treasury bills, however, dipped

ber was at almost the same level as in October. By comparison with secur

';S in late April, yields in late November were lower for Treasury bills aﬁd,shdrté

;eim bonds; but yields on the medium-term issue due in 1975-78 had risen 17,pe£§eﬁ age

points and those on long-term offerings were fractionally higher,

The peaks in corporate and local-government yields were also reached'inﬁiate’
August. Berween end-May and end-August, the 40 bond index had climbed 34 percéﬁtage
points. The rise was particularly large in municipals and only modest in industrials.
During September, the index fell back somewhat, with municipals again registering
the major swing, but it changed little in the course of the succeeding two months;
with increases in the yields on municipal bonds largely offset by a decline in
those of public utilities. The 15 point increase in the index from April to November
was due mostly to higher yields on provincial and municipal securities.

Canadian stock prices, which had advanced to an all-time high in early May,
fell sharply backward as the aftermath, first, of the Gordon Budget Message in June,
and then of measures introduced (or proposed) by the U.S. in July to strengthen its
own balance-of-payments position. (See Table 3.) The stock market remained in the
doldrums throughout the month of August, but strengthened somewhat following the

announcement of the Canadian-USSR wheat contract. Even at its recent peak, however,

the DBS index of industrial-stock prices remained 1.5 per cent below its all-time high,
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388
2655
(30Lk)

1193
2527
(3720)

ent Accounts

i 111
L6
( 527)

518
Lhio

7140
(12098)

September

. ODetober

30

November

30

3Ll
2655
(2997)

1242
2517
(3759)

3k
L33
( L67)

628
14385

7150
(12163)

381
2702
(3083)

1301
2559
(3860)

30
448
( L78)
553
4380

7181
(1211h)

27 Ay

353
2683
(3036)

1302
2615
(3917)

7139
(12843)

Ireasury Bills:

Total 2240 2245 2265 2255
Canada Savings Bonds:

Total 410 L385 1380 5167
A1l other Direct &

Guaranteed: Total 12738 12755 12890 12898

Total Outstanding 19388 19,385 19535 20320

,_'rCe: Bank of Canada, Statistical Summary and Weekly Financial Statistics,

whereas the Standard and Poor's index for corresponding U.S. securities pushed ahead to ;?
its record high in late October. Both indexes declined abruptly immediately following
the news of President Kennedy's assassination, but both had staged recoveries by the
end of November.

Between the end of August and late November, the total volume of Treasury
Bills outstanding increased $15 millior. (See Table 4.) A supplementary factor con-
tributing tcwards some upward pressure on short-term rates was a decline of $‘8’3“mi11i:0n

in the total held by the Bank of Canada and Government Accounts. At the same time,

these two official holders were purchasing a combined total of $73 million in longer-

term Government securities. Over the period, a major shift occurred in the volume of




nada: Currency and Chartered Bank Deposits

(millions of dollars)

August  September October November Change:
: 31 30 0 __20  Asgust-November
teide Banks: |
. Coin 186 189 190 190 + L
- Notes 180k 1802 1812 1795 <9
Total (1990)  (1991)  (2002)  (1985) (- 5)
Ch&fﬂered{Bank,Deposits: i
Personal Savings 8437 8L95 863k 8358 - 79
Other Public 522l 5337 5L07 5438 +21
Total held by
Public (13661)  (13832)  (WLok1)  (13796) (+135)
Total Currency and ,
. Deposits held by Public 15650 1582} 16043 15782 132
Government of Canada .
Deposits L5 260 379 9L8 +533
Total Currency and Chartered
Bank Deposits 16065 1608} 16h22 16730 +665
Total Governmgnt of Canada
Deposits 1/ 508 307 Lot 1002 s

;/ Canadian dollar balances at Bank oF Canada and Chartered Banks.,
Source: Bank of Canada Statistical Summary and Weekly Financial Statistics.

Canadian Savings Bonds held by the general public. By November 15, total sales of new
C.5.B.'s had passed the $8090 million mark and buyers numbered 1.12 million, more th’.
half of them undertaking to make their purchases through the Payroll Savings Plan,

There was a consequent increase in Canadian dollar deposits held with the
chartered banks by the Government of Canada. (See Table 5.) Indeed the rise in these
balances since the end of September amounted to $688 million, or slightly larger than
the over-all increase in total currency in circulation and chartered bank deposits
(which has been the subject of recent comment in the laily press). In this manner, the
injection of liquidity resulting in considerable degree from the trade surplus has

been neutralizead, temporarily at least,.




aﬂadian dollar, which had declined abruptly after mid=July and

e@fter, and reflectlng the closer alignment of Canadian<U.S. shor

'tes, the discount on three-months forwards, which had reached a highj

éht in mid-August, was completely eliminated. During October and NQVembéf;thhe

ian dollar held strong, fluctuating within the extremely narrow rangerof'$92?70
and $92.86. For most of the month of October, a small premium prevailed on the three-
0 ths forwards, while the forward quotation was practically flat throughout November.
=e Table 6).

With the rate on the U.S. 3-month Treasury bill rising rather steadiiy*from
early July through mid-November, and the Canadian bill rate declining somewhat[ftOm its
peak levels of mid-September, the uncovered differential in favor of Canada feli'from
a high of .33 percentage points as of September 12 to trivial (and temporarily)

- megative figures in mid-October and again in early November. On a covered basis, the

incentive in favor of Canada ranged narrowly between T 10 percentage points after

mid=-October.

. The covered differential on 3-month prime finance company paper, which is
more relevant to the actual movement of short-term funds then is the prevailing differ-
extial on Treasury bills, remained sufficiently high throughout the period to promote
modest flows of funds into Canada. In early September, the differential amounted to

1/2 per cent, and at no time did it fall below 1/8 per cent, despite the upward tendency
in the rate on iJ.S. paper after early August. (See Table 6). An increase in the U.S.
rate of 1/8 per cent in early October was followed, after a month's time lag, by a
corresponding rise in the domestic Canadian rate, increasing the covered spread to 1/4
per cent per annum, Perhaps reflecting year-end pressures, rates on all maturities of

Canadian finance and commercial pPaper were raised by 1/4 per cent on December ‘9.



: Spread ,'iDij;/s,ﬂg, )
in favor on 3-mos.

3-Mos. Prime Finance

ns, July-November 1963

@

Net =
Covered
Diff'l

Canadian Paper

3.52

3.52

3.58

5 3.62

A 3.67

19 3.66

26 3.52
Oct,

3 3.48
10 3.50
17 3.44
24 3.42
31 3.47

Nowv.

7 3.50
14 3.58
21 3,57
28 3.54

. .16
3.21 .07
3.20 .12
3.19 .18

S .03
3.26 .09
3,29 .23
4. 35 .17
~3,38 +20
5. 34 .28
.34 .33
3.39 .27
3.34 .18
3.41 .07
3.42 .08
3.47 -.03
3.42 -
3.45 +.02
3.51 -.01
3.52 +.06
3,48 +. 09
3,49 +. 05

+0. 10

.+ 20
.07
-.34

-.07
-.41
-.27
-.27
-.34

-.41
-. 14
+.07
-.18

-.07
+.07
+.07
+.07

- -

+.04

+, 26
+,27

+.19

"16

-.04
-.32
-.04
-.10
-. 14

-113
+. 19
+. 34

———

+.15
+.04
+.07
+.02

-.01
+.06
+.09
+.09

3.625
3.625
3.875
3.875

4,00
4.125
4,25
4.25
4.25

4,25
4,25
4.00
3.875

4.00
4.00
4.00
4.00
4.00

3.625
3.625
3.625

3.54

3.85
3.96
3.94
3.9
3.875

‘Canada - fwd. Cdn. in favor. In Cdn. Fully ;Ug”,
- funcov.) _dollar = _Canada dollars Hedged = Paper

3.375

3.375
3.375
3.375

3.375

3.50
3.50
3.50
3.50

3.50
3.625
3,625
3.625

3.625
3.75
3.75
3.75
3.75

3.75
3.75
3.75
3.75

1/ 360-day year, discount basis. Source:

2/ Source:

Federal Reserve Bank of New York.

lMorgan Guaranty Trust Company of New York.




s of Canadianwbbnds payable in U.S. currency contributedjpt bfiﬂéily
adian foreign exchange position during the three,months undéfiféViéw‘

e basis of new issues actually placed prior to the announcement of the

ust-equalization tax, some $32 million of corporate bonds were reported

between late July and early August, and a further $10 million (about

of these in the provincially-guaranteed category) by mid=September. Slnce then,

) new issues have come to the attention of Ames & Co. to date. Accord:ng,tO“thesdaily ‘

ess, the frst sizeable sale of new Canadian bonds to a U.S. purchaser since

d-July occurred around the middle of November when Mutual Life Insurance Company of

' York took up $6.5 (Cdn.) of a $15 million issue of Home Oil Company Limited 6-1/4

er cent collaf:eral trust bonds due April 1, 1965.

Capit.al flows, therefore, were less important than favorable exports as the

source of strength for the dollar in the period under review. Total Canadian reserves

:ivof'goid and foreign exchangé, which had declined from a high of $2,713 million at‘the

end of May 1965 to $2,470.5 million by the end of August, rose by modest amounts in

New Federal budget approved but major fiscal problems continue

. Figures on Federal Budgetary revenues and expenditures, now available through
October, show a cumulative deficit in the 1963-64 fiscal year (beginning April) of

$128.6 million, as expenditures have been rising somewhat more rapidly than receipts. At

each of the following three months. By the end of November they had reached $2,631 million,

a comparable date in the previous fiscal year, the deficit had reached a cumulative figure

of only $87 million, although that fiscal year ended with a total deficit of $692 million.
Finance Minister Walter Gordon's revised Budget, as re-submitted on July 8,

wag finally given its third reading in the House of Commons on November 13, 1Its main tax

provigions are as follows:
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©(a) the 11 per cent tax on machinery, equipment and building

materials will be cut back to 4 per cent for the current fiscal year

' ending March 31, 1964; the tax on these goods will be increased to
8 per cent on April 1, 1964, and then to the full 11 per cent by
December 31, 1964. Equipment and building materials purchased by
schools and universities will continue to be exempt from the tax.
‘The net effect of the changes is to reduce revenues in the 1963-64
fiscal year by about $115 million;

(b) the 15 per cent withholding tax levied on dividends paid

to foreigners is reduced to 10 per cent in a comporation with 25 .

per cent or more Canadian ownership but increased to 20 per cent

1
by January 1, 1965, where this condition is not met. 1/

In mid-October, the Senate gave 'final reading to the Government's bill to increase old-

age pensions by $10 per month to $75, estimated to cost the Treasury $116 million per year.

v

1/ The status of the corporation will be determined by the ownership of its shares

two months before the beginning of the tax year. Corporations with widely spread
ownership, which would have great difficulty in determining the beneficial ownershi
of share holdings, will be able to qualify if their shares are listed on a Canadia
stock exchange and not more than 75 per cent of the voting stock is owned by a non-
resident shareholder and others associated with him. The requirement that 25 per
cent of the directors be Canadian if the corporation is to qualify for the lower
withholding tax will not apply until 1965.




. Rﬁapnﬁding to criticism of the low level of Canada's foreign aid cbﬁéfibution,
xtéfﬁal,kffairs Minister Paul Martin unveiléd an expanded program in the Commons

. ﬁ*&ov&ﬁber 14. The announced policy contaifis two significant new features: (1)
low-interest fund, to be initiated next year with a first commitment of $50 million,
and (2) the promise of aid from this fund to Latin America. 1In effect, the plan

also restores the 1962 austerity cut made in Colombo élan aid, which was reduced from

,;; $50 million to $41.5 million. The program, designed to go into effect in the 1964-65

k financial year, was estimated by Mr. Martin to raise Canada's foreign aid expenditures
from the presert figure of $120 million to $180-190 willion. Both sets of figures include
g Export Credit Financing Program, administered by the Department of Trade and Commerce
for the purpose of assisting Canadian exporters.

Twc other developments are of far greater long-run significance than these
recent budgetary measures. First, the Minfster of Industry on October 25 announced a
three-year program, to take effect on November 1, 1963, to promote increased domestic
production and export of motor vehicles and parts. Expanding on a program initiated by
the Diefenbaker government a year earlier, the duty applicable to one dollar of dutiable
imports is to be remitted for each dollar of exported Canadian content of vehicles or
Qts in excess of exports made during the 12 months ending October 31, 1962. Credits
for remission of duties may be earned by vehicle manufacturers directly or thmugh
exports by parts makers.

This measure reflects the opinion of the Canadian government that the Canadian
automobile industry, because it is dominated by subsidiaries of U.S. companies, has not
been sufficiently aggressive in developing Canadian production that would otherwise be
economically feasible and would extend the.Ganadian economic base in the field of.
secondary manufacturing. The adverse Canadian trade balance in autos and auto parts, -
mainly of U.S. origin, amounted to some $500-million in 1962, (a considerable-portion of
the overall trace deficit of $550 million with-the U.S, and in sharp contrast to the small

export surplus Canada enjoyed in transactions with all its trading partners).
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éﬁtgqf $150~200~million is mentioned for the auto-export program, and
.gsgéliﬁédy'some discussion of extending similar arrangements to other commodities
és;ﬁxr:f?ii’ﬁﬂas;ﬁéi}smrer durables and business machines) in which Canadian production also is
lominated by American subsidiaries heavily dependent upon import of componefit patrts.
The lheads of the leading Canadian automobile companies have announced that
v’the:y;willr cooperate in the development of an independent auto-parts industry. The

‘incidental displacement of American production is of considerable concern to U.S.

officials. State Department legal authoriti es do not regard the plan as a breach

of Canada's obligations under the G.A.T.T. The U.S. Treasury, however, must

independently rule on the question of whether or not an export subsidy is involved. 7':
. An adverse ruling would make the imposition of a countervailing duty mandatory.

Fiscal relationships are complicated at this time not only externally, as

between Canada and the U.S., but also internally, as between the Federal Government

and the various Provincial jurisdictions. By virtue both of economic size and cultural

differences, special importance attaches to the problem of working out workable compromis

with the Provirce of Quebec. In late September, Quebec Natural Resources Minister Rene

Levesque annourced that the Provincial Cabinet had agreed on five major goals to be given
top priority during the next five years: (1) establishment of a basic steel industry.
(2) civil service reform; (3) reorganization and improvement of the educational system; |
(b) professional training of competent technicians; and (5) the "rational channelling

of capital through creation of a universal pension fund that would help finance the ;j

provinces' economic strength and terminate what is considered at present an anomalous

situation, viz., French-Canadian owership of a mere 10 per cent of the Province's

economic wealth.
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o ,’iﬁéilsl’ec\ting the Province's strong identification with the issue oflocal
: aufénomygzﬂnébec‘s brief to the Dominion—?rov1nc1a1 Conference that convened in Ottawa |
“on November 26 argued strongly for a reapportionment of fiscal powers along the
‘ffqilowxng lines: (a) the provinces should exercise minimum taxation authority £6

the extent of 25 per cent of personal income taxes, 25 per cent of corporate income

taxes, and 100 per cent of inheritance duties; (b) inheritance duties'should~figure
in the calculation of equalization payments from the Federal Treasury to bring the
per-capita receipts from personal and corporate taxes up to the yield of the wealthiest

province; (c) the entire administration of old-age pensions should be turned over to

;}he provinces, together with the means for their financing; and (d) a permanent
secretariat should be established to maintain continuing liaison between the two
levels of government, together with a permanent council of the provinces. Other
recent speeches by Quebec Cabinet Ministers have stressed the abolition of fedéral-
provincial projects except on a strictly optional ("'contracting in'") basis, the
return to the provinces of complete jurisdiction over municipalities, and the
provinces' cornstitutional priority in social-security matters.

In some of these demands, Quebec can count on the support of certain of

.t‘ne other provinces., Alberta is sympathetic to the Quebec position on social welfare
programs; Saskatchewan and British Columbia to the need for an increase in the
provinces' share of direct taxation; and Manitoba, to the desirability of reassessing
cost-sharing programs. Ontario, while urging a greater provincial sharing in direct
taxation, argues against making any basic change in thé Structure of existing fiscal
arrangements (which run to the end of 1966), against hampering the growth of wealthier
provinces by excessive amounts of federal aid to the poorer provinces, and against

any wholesale abandonment of shared-cost programs.
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1e céﬁtséfof?the conference, Prime Minister Lester Pearson 1nd1cated

jl ‘Government was prepared to have the provinces take over exclusxve
“ for- old-age assistance as well as for pensions to the b11nd and the
‘On November 27, he announcéd the decision to provide the. prov1nces w1th
eased revenues. by ad;usting the formula for equalization payments, thoughlwith-
out any changes in the Dominion-Provincial tax-sharing agreements. The net effect
v;bfithis~revision would be to increase .the revenue available to the provinces~byfan'
timated $200 million in the next fiscal year, of which $72 million would go to

Quebec and $60 million to Ontario,






