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I propose now to say a few words about t@e behav;ogr
of the Canadian dollar since official fixed’rates of exchang |
were suspended in 1950. Since then, the policy has been.to g |
allow the rate to be determined by market forces, includlng gcial
course the effects of fiscal and monetary policies, With.offls
interventions limited to the maintenance of orderly condition
inithe exchange market. Since 1952 the Canadian dollar has
been quoted within a relatively narrow range -- from eqpallty
with the American dollar to 3 or % per cent higher. Perhaps |
the most conspi®uous feature has been the rather paradoiical ¢ial
behaviour of fairly persistent strength in the face of substan®
current account deficits. 1In fact, there have been several n
oecasions when a rise in the Canadian dollar has coinéidedﬂw1t
an increasing current account deficit. This of course goes
to demonstrate the important part that capital inflows have
played all through the piece.

Nevertheless for a free rate the Canadian dollar
has been remarkably stable. There is reason to believe that
at most times shoTt=term capital movements, such as changes
balances held in Canada and abroad and commercial payables
and receivables, have contributed to this stability. These d
short-term capital movements have shown a tendency to be inwal
and so support the Canadian dollar when it was tending to
fall and outward when it was tending to rise, thus 1imiting
the rise., This is in marked contrast to our experience with
fixed rate of exchange under exchange control when short-ferm
capital-movements were a factor of instability., During the
present year, however, there appears to have been an inward e
movement of short-term funds notwithstanding a rise in the Vail
of the Canadian dollar. The need for liquidity and the rise L 4t
the volume of imports -- as reflected in an inerease in Oﬂ@ﬁtan 9
payables -- seem to be the factors mainly responsible.

The Canadian exchange arrangement 0 have
not been fully in accord withgthe prd%isignz 3%“§§e1§gternat
Monetary Fund, of which Canada is a member and to. whose WOTE .
‘we continue to attach great importance, The Fund provisions '
provide for a fixed exchange rate with fluctuations limited %0 .- |
1 per cent on either side of the par value, . I would like tO__ 3~ |
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and understanding. Without for a moment i at wha
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the Fund has fully recognized the special aspects of the Can

Situation which have led to the present exchange arrangements:

In the conditions under which it ha ”-
: ated :
rate has been.a.helpful factor in the effortssmggzrtO'méintaln f
monetarylstablllty in Canada, Since. 1950 Canada has offered timﬁ”
many atgractive fields for inve ;

. Stment. Under fixed rate COP . the
the government is required to buy all exchange offered, and if o

difficult to take offsetting ?

. crease in the domestic money
supply. Sums which seem quite small in American terms may

extremely large for Canada, and large capital inflows in :ﬁerefore

economy at full stretch under fixed rate conditions have
a great inflationary potential. A

The free rate provides some assurance at CaPital
inflows will take place in real terms rathergghaghin the formfor |
of money. Perhaps I might expand this latter point a 1ittl® |
it is an important one. Under fixed exchange rates a Personreigrl
can acquire a title to assets in Canada simply by selling "
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