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No. 64/1 mai o h eort of the Royal Commission on

BanîC~and FinanCe

gLeBammro.- of Conm.sion and atructure Of Vie -nReprt

1The 350,000 word. report 0f the Royal oii~on on ankiflg anid

P'iMlnce was tabled in Parliaxent todaye The 566 page do 'cument, coitaiflifg

86 tables and 47 chartepoie compreheflsive analYsis of Cafadian

tlri.ral ins8titutionsB and markets and of Vthe imupact Of goverrnent finaflcial

011ic o the economy., 1 inakes a nuinber of wideranIgin recolm8ndaton~s

deigned Vo encourage a more creative anid comPetitive bankinYg anid financial

ayoteiii, and Vo enhance the effecti~vefess of fjnaxiciaJ. polOY'

Til ComisiOf wa apointed by thle Progressive Conserative

&Oe=n onl October l8th 1963. Vo report upon thle structure anid niethode Of

0 Peration of thle Canadian fInancial systeml and Vo maercmmnain 
for ite

41'Oemetý,with particular reference Vo Vhe Bank Act, Vthe BankJ of canada

Atbthe Quebec Savinge Banks Act and other relevant federa)- legisiation

(PP' 569-70)«

Under the cilainnallshiP of Vthe Honourable Dama Porter, Chie f

haieof Ontario and former provincial Treasurer of that province ph

Commuision01 he3.d 69 days of hearilge in 11 centres acros Canada in 1.962 and

ear1Y 1963 (p. 570). Over 100 briefs and numelrOUS other commWuiations

WIere received (pp>. 573-5) anid almost 3 million words of evidence were heard

be thle Cozmsioners.

The only previOus revieW of Canada's finanil ahiir

'*8 that carried out in 1933 by Vthe Macmillan Comissfi.onl (Vthe Royal Conmission

On' Bariking and CurrelCY)u In jtg 58 day life that bod turned out <a 75

Page report recoml1eWfdig the establishmnent of the Bank of Canada; the Bank,

"as ifcorporated Vihe following year.

The Porter Commission~ report openls with a reviÎew Of thle

IZaJor changes V1iat have occurred in Vile financial system saies 1933; it tilen

deals witl Vthe finallcial Position and needs of individuale, businessSes and



2. 
>'goverriments and with the role of foreign capital in the canadian .economy;

these chapters are l'ollowed by a detailed discussîOn', of the financial
institut ions and markets and the ways in which they chanjj8 l funds fro
Bavera to borrowe, the principal' postwar ch~anges and deve1opjnts in them,
and the patterns of cozpetition for lending and borrowj.ng busiÙ ess. These
chapters on each of the main types Of inst'.tugt'on and ma~rkets are !oU.owed
by tw> chapters (18 and 19) conta1iing thie main banking anld other

institutional recommedtjn of- the~ Commission.

The report tilei turne to a discuion~~ of the main aims o!
government financial policy - monetary PolicY, debt maae t inlternational
financial policy and tiscaI' policyé. The choice anid c0-ordr4ti4n oft poUçc
meastires is discussed in Chapter 25f, irhile Chapter 26 deais with the statue
and o rganization o! the Banik of Canada.

The Commission wiJll susqunl pub1.sh an~ apen volume
conta ining statîstical material and the detailed jeut of oeo t
surveys - iticluding those 'on the effectivenesa Of lantr po y on the
financial positio~n and attitudes of the consumJer sector, andi oni the estates
trust and agéncy~ acotntes Of trust cmaie. A limiteçl nuriber of' its
staff working papers will also be releaeed in JrÙimeogrphed form (pé 576>ý

Other aebr of the. Comeu±.6j0 Were : 0 A. M~ackItO
Vice-Chanceflr of Queen' s Ufl±ver .ityr; W. T, Browu Vancouver investmet
dealer; J~. D. Gibson, vice-president and chie! 9*4Iera1 manager of the Bn
o! Nova Scotia; Gor'don L. HIa'o1d, prsident of the. A1b 'rta Wheat Pool;4
P'aul H.L eman, executive vice-presdent of th AluiU> Compan~y o! Canada;.
and J. C. MacKeen, chainrian of Nova Scotia M~gIht adPwr<.3

Total 008t o! the Ùnj 5  jd 7000

Il Oh Ci'Bsof -drcommentionq on the f inaixcial institu
The cetra l~ theme o! the Cori si n report~ on the intitu'-

ions is that a creative and flexible ilril5ytjwlletsevth

country's c'ang needs
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"creative financial sySteiu ÎS one which'does hot juet

pasàiVely accoDmodate the usual _ instead it ie one in

which active and inventive efforts are constantly

being made to meet the sound reqiremefltb of l4àders

anid borrowers, regardieSe of how -untriedand ianusual

such needs may be. A spirit of vigorOUs, re5tless

innovation lI the fi-nanci&1 system - of devîiig new

ways to do new things rather than of justifyinà whY they

should neyver be done at ail - an ordinarily bést be

achieved in conditions under which the participants are

not prevented from reepondiiig ta cbenged opportuxities-,

in wiîich price and other coiupetitiofl is too intensive

Vý'o be comfortable, li ,which there Î8 relAtiv.e. ease of.

ont ry for honest men with ideas and imagination, and li

wihdiffoenet classesý of i.nstitution can compote with

each.other on an equitable and open basis." (ppo 8 - 9)

Dra'wing attention to the evolution, of the financial sYstem

Ln recont years and to the increased ,variety and overlapping Of institutions,

,pp. 104-à, 360-3).. the. Comission argues that the pattern of overnent

regu2.&tiQJ i0 no longer well-suited.to the coumtryt s needso Some laws'

i..dlessly restri.ct the institutiOns, serve no purpose in protect ing the

Duiblie and in fact reduce the aVailability of credit to som iorrowers and

îrive t)hem into th~e arme of high-cost lenders. dlpp. <364-7). Ini other areas,

tLxe public supervision of f'nancial buaîness le inadequate and the public

Wsuniu spe~d to thie riscs of mismai&gemenflt or worse (ppo 362-4e 380-1).

The Comision pointa Out In dealîng with the banks and so-

cal1ed lnar-banks that "the borrowing and lend.ing activities of those

insitutions whi.ch we lxi Canada happen by traditlionl to oi ak n hs

Df ther institutions8 which we happen to cal). by other naines have becomie very

Eilar, andi in some respects îndjtinguisIhabe
0 o (po 362) Pointing out

that ther is no dif foierec :Ln the. ability of banks and ôthers ýto "create,

crdtI. (pp., 101-2)P the. Comuiseion states that the. e*s.TtÎaJ siilarity of

th shr-tr instittionsO argues for uniforui banking logislation rathor

than~ the. pzeseit jpattern of regulatioli under which ton institutions5 (including

th tw Quiebec Savixiga Banks) are arbitrarily brought under federal bangn

l'eglatoZI i4ile others oporato under a variety of laws with many contradiot-

01 rvsos



The n argues throughout its report that the best a

~50 nc)~~fl Vh ned o rotect the puiblic with the need to keep the
of feole3ible enough to serve the changing requirements of the

Lirlaricialrke

.OOUOîs thrgh h igh standards of self regulation and dicduebaedb

athOrou&gIe but not' rigide systeDi of goverrnent inspection (ppc. 14-l

~ ~xs ,=iectïonjo, the government authorities must have adequate POwers

nforce sound practices (P- 381). The CoMmission explicitly rejects re

rati0s (such as those whîch limit the typ~e and amfouflt of 580%uritieo

anid boans that JxlsLranc comranies or Quebec Savings Banks may jnvest .l

since such ratios do not. protect the publir, against lose and only eerve

redue the flows, and increase the costs, of credit to borrowers (PPo

358).

In reconmmeridi.ng that al ieitinpriuaî the

banking înstitutI.ons, shcuj.d have broader ivïeting and borrowiti- P"ItIe

any of them has at presezit iii order to promote a more coxpetitive 5Xd

flexible financial systeni, the Comission also recommends that st -pls

to guard agaïrsè. ex,''eesl:ye concentration o! the financial systeli aud to

law prie agreemients anong financia). institutions ýpp 369-73)? 'As C

CoMmmssion puts ît, ., ucompetition is an unea8y state, and howOvermui

may thriveunderit, iaL-nesemen have an inciinetion Vo proteet themse 3

against it," (p, 369). The Coidssion thue reconunende that thbe MtiXe

Finance be granted the neeessary povers Vo prevent-lending aud borrOwing

agreemnents anmong bankixig inatltutions (p. 369-70)t that'there big a jDi

the extent of interlocking directorates betwern'banking inetittOlS

thst (MtbJect to certain exceptions) mergers or share acquisitOflS

banking institutions be subjeet Vo approva. of Treasury Board '(ppo 370-3)

The Boar .d should also be granted power to review past transactions5 and

order such reniedy as is necessary to protect'conpetition ini the publi

interest (po 372) . In addition, the Colnoi8sion rec ommendi that

placed on the banking institutions ' investments in non-financial 3and T

banking concerne (p, 371, 372).
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The Cox n argues that the adOpti~on of unrorm baxinfg

t'Llation wil]- not oblige aJJ baflks to d ~esrebsns 
ofewJlb

4eenational organizations 
atten1pting to provide a complete service but

~~~~~~i 
n anI e e i rl l~d orne W ï11  spec1ialze in1 partic uaI'

tyu f borrowing and ending (page 367), 8 dietY iii). me or a

I't eog f in a n c i a i s y s t eflc T h e C O mD D i1 nl re O m mIGl d 5 ta t t e r e c a n so& ' z e d

naue o8tendl iltttO l: a i but the chartee aisso l

tk a s o f the w o rdn i n s t t u t i o re o i n d i c a t e t h e c h a r a c t e r o r

b e ,e q i r e d t q u a l i f Y t h i ld b n ' s o l e r t i e

'k & MuO 1 d f t h e i r b u i e s s ( P a g e 3 7 ) ogdi 
t l c i l t io ne o e a f e

t ,b % ) r a r i1 y d u r i n g t h e p e r i o d o f a j 1 I l' V O t h e 15 i d -a r yf l b u s i n e s s

the* I.8t comparu-es shOtlld be free to carry on w3th .h i ,i u i lY U T S

~ ~f5tiUt~<>~~tbe OIIIELS""'recoiIxendstha 
, chrtered bankc5,

48 1 nk n I i s t it utions> t he Co si e do n~ o be pexlfltted to apply

tfj 1 .s 

$ ud o>

tX'ustee power,-i iyrlediV te 7y (Page- 373 andti )'

As L Le C0 1 5 O puts 1 t.

.ttlel'Y c od a mO ope n' and

t~!e a e fVOU~ arf lly a d equitab-Y

snifOXhaves s.AVir3lC bu tot boul'd by

uunder le& " 5 se of Vh e

regu3.atd u d r. . ede -the re f< orce . pr ticu3ar

restrÎt*Ï 3O whJich b utos, r etr&

i o n s t o naW o n o r b e 3 .iB V*
p a t' e rfl o f n a r r o -w s p e ctj.tî te s . 0 vs'0 0  an d

p ater n e s fr11 co ip 0ti e a g e v ie& t p o ssib le

that thi fU rane~) Wn 0fo whvce 1i3- réducilg

,y nd ffO t e P't ey'ic s p riflÎÙ9 P
eff cî nc ho esof fjyJ lC ý jns Lt.It îo ne s tod frOm

ra ng f r of u0eg l t rn are P.* 1O ffe a

to serve rea ned . Utiono M ii&)' at o

meeting,, S0111 jus and Oth8r bu thý

of Sew y,"r ,,titutiona8
f u l l. r a n g e j i n a r Î t f~ -& a 2 n e W t ud f l S a n

vpii)- Il. Of th -dA t o Opporiz'ii

asar created bY l 51 ~pu

and neïeds p 34

DIetti0* Of balilC and banking muest

~0~loledi~t» 38 any

S0luewhatin 
ý,biVra. th ~ ~ 0 'a g~ h e ln s can a d ho1u1d be

Ck th e 5  p e oon s arp ue 36 ,2-3 377-380). Afl l institut-

'8 rerationa ll drawfl deDlnaId a id r te m ai s ( h C o l s i n

1%~ which issue rnfabe



includes dlaims with an original term Up to 100 days) to the public are f

aUl practical purpo ses the same as chartered or savings banks.0 £11

specific exceptions to this extended coverage of the banking legioIStiofl

suggested li cases where the public is adequately protected i other-

and the advantages of uniform borrowing and lending powers areless

For instan ce many sales finance companies issue short-terni market pOPer'

but so long as they do so through independent deallers and are. wîbJOOt to

disclosure and other requirementsof good securities 1egis1atioli,

no'need ta bring theni under the banking legimiation (pp. 1378-79>., TheO

ca'isses popuJ-aire8 ýand credit unions are local institutions and t eGse

argues that they can beat be regulated by provincial auth orities a£i8

with their particular needs. However stepe mueat be taken to .sryghj

their supervision and the central societies should be brought under the

geeral legisiatiozi, approprIately modified in recognition of their 00

operative structure. (pp. 168-71).

Thue, the chartered and savinge banlcs, many trust anld 100~

companies and any ot.her institutions wish±ng >.to obt.ain funds by issujing

c8bankling liabilitýies" would be under ane banking law. Those Who did 00Ot

meet the qualifications for a bSZIk charter or license would be prahiblted

from engaging In banking business (p. 364>)b

Removal of bath these limitations is reconnuended since

inhibit competition arid the Provision of neceseary financial serices a

frequelitly cause borrowers to resort to higher coat lenders (pp. 364-7)-

Bapking institutions ather than the pre sent chartered.banke should be ~

pow.red to make umsecured personal andi business b9ans and to tacs SOctio»

securitY (p. 375). The resultIng increas. iný competition and institut'<'w

freedozil to specialite as thsy choose will resuIt ini improved and cheaPet

service to the colnmunity as a whole.



T h e i ç.a 8 b 0 a l. eo t e s ei f l 3 -s c a p i t al~ o a s s e t r a t i o 
s

58 those ixi~~~~ pr sbh ud not8 cotiDpn Yi1>~<'
5 ic olLl

1<8qUate for some in~titution wi.l be in oneqU.ate for otherS. 
atal the

'thorîties mu t efl5uIr that eh nstitut' ift' ad q 8 cpta fo

1tuparjijula- circ1UI15tncs
88 P 1 76' 383-6). eiacsefralwg

> The ,.olis jo belj8v es Vbat there . case f r 5flo m eX

bufl istitutionsB to ac12Ilaýe5 txfree 3 xUISr reserveS5bu rent8fld

that the present var ab e ratio be rep).aced by a fLj,ed ma i u p8rC8flt s

that~~~~ 5PCii 
ad geein0~~~ geIIcy 

"serves be separated 
1 de

aO ý i »v an o p l in r a t agaJinst, di s - d anàxSl osetfiguresand

1 5co mI Ie xds that at least l ah coIUb i ned r 
ei 5 l lle .0 5 fies o

eýl' b5flksbe disc3-osed (pp. 386-9)t prsn etitoso h a

It is reommlfei1ded that.ermO 
u the present provisiîO~ons a

BXiu a d issu e pri e of a nkl 5hr ee to, ,re inz u hr e r s po V ib eO

ze at j ý t o s o u 1 u g s h a r e s bY r i. e» e b e t o s a e ah <îd e r e e s h O b e

t* i e (p p . 1 4 3 4 ) - 'T 0ff ecV 11ou3- e o 3. & h e m a~~ r k et V o s 

1-4 stoc and set the rjg1t;s Pri.. of it. hare. 0 3. 058r Vot he iar t i

i<401114 reduce Vh e dibu t:'-On Or ban ca i a wo'.l3d noV affect the h8X8-

hOdea eqtiitY- in th long rua"-bnslndn 
g'.t aksae

l e so tifd , , b u t ex e ti n eg h t b e m a1 d e fo- ' 5~ e o h S V ~ i i U î

(P. ý383).te

to wi- 3 hav siuxii&rpor8Vh

CO ii si n ec r il e d Vh& j' 
O q jV i' Y .h d ai?!. b * fSub âG ct Vo h e

15l~c s ie 8t~ nd VIi&t J o r es be l, at h BSIIk f Ca ada

S m e a sh re s rrre an tb ca l fo r 8 %~ ca h r e rv1"5  a g ain st de3flSfd

( p 4 ý. 9 o ,i 4 ) . ... h P r e d ~ ~ b o n e so r O t j c e 4 7 . r e s e r v e s a g a i f l s t a 
l

l i a b i l i t i e s .
wh d t h r e e m b ong i s b3  t o u p V o o n e y e a r a n o

iidaenabte

leserves aga-iflSV O
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the chartered banks to reduce their holdings of non-'earning cash as, ets

the present 8% and, by being related Vo the structure of each bankvS l'abi. (b

ess would flot impose eXcessÎye cash holdings on any institution- 0 "
Commission stresses that the extension of reserve reqizirements to the p1108r
banks" will flot affect their response to central bank action. They areetr

in.fluenced by monetary policy whatever the reserve arrangements (PP 96,25v
The Commission also recominends that the charging of exchange Oni ai

townm cheques be prohibîted and that the Bank of Canada be empowered to'e .*
a clearing agent for any institution desîring these services (PI, 33h.)

(y) Foregn banke in C&and

Thé Commission recommehde that !oreîgn banks b. grialtO( tho 1
power V'o open agencies in C.anada,'as Canactian banks are in New york,- in W" 0
that they ma~y pursue their business intereste in Canada without necosWi

acquiring Canadian institutions. Because of -the concentration Of power

may be involved in toreign banks acquirinxg intereste in Canadiean

institutions, it ie recommended that ail acquisitions of, Caziaciau bIIk

ýshares'by foreign banke be subject to Treasury Board approvai. -me OOfl0w

does noV believe that, foreîgn=-contro.1ed banice are iuie Vo domesti et~
ary policy and states that foreign banks niight In some cîrcuzetahcOOe
the Canadian banking system, but regards it as anomalous that there ehOe 1 1
be no governmenV control over foreign baflk talceovers iehiie prohîbitiràg 0Xr

subjecting to officiai scrutiny takeovers by Ganadien 4.nptitUtions.ý

direct approach ie prÇferred Vo other devices or formulas since each &

,muet be considered in relation Vo, its effects On cohipetition and cOflC6>n"
tration (pp 373-~5).

The present ceiling 0f $1#500 should b. raised Vo $5,0O0,
the rate structure revised 80 as flot to discourage lenders, and the Act
shouli apP4y Vo ail lenders = iucluctîng the banice (pp 382,3).



b)Other institutional, and market recoI11ndIations

(W Insura nce copJ investm-ents h

To promote a freer flO 
Or of Unds into Canadian 

equities, h

COflufission. recosimends that insurance 
compaliies be allowed to 

invest at least

25% o their funds in common stocks and that the 
presnt rigid valuation rules

b. re1aed. However, these changes are not exPected to ].eaCi to a radical alter-

f'lc Con investmeflt POJ.icÎe (un 247-"50)-

( Thne mortgage Marke

The N.H.A. rate should be freed (subject to an upper uit) 80

IthAt it <loes not inhibit private lendiflg mnd disC0u1age a secoildary market in

xotgge (p.285). This would overCome the disruptiol8 
resutiIg from the

I ssjy:Le rigidity in the rate: it wouldi alo enable G.14.H.C. Vo withdraw

t'uth massive residua- lendifla of recefit Years.

Tii.CommssiO al o euOf<l that intitutonal oan Vo

~'1eratios on mor tgage j.endiflg be r&ised froD 66 2/3% (60% for the.

QQ*bec Savings Banks) to 
75% and that nifgilt~

1< bfr0Vgat

"OVOKId Ilortgage loans (pp 287-8)- 
no ovn

These changes y together ith entry of the banks into thne

tui ortgage, lending, ehould improve the suPPIy of Mortgages,ub h

rlý for borrowers to 1turfl Vo highrate scond< mortgagO leridors and make

g a ntestOO Vo asLting proprties

it m1eceeeary Vo etOrKl gOverfhft

4Pi 278-9, 2897-8).

The. gov0rluiet wuld ti be fr00V vaz7' shdim & 7 c*s and

Other Nq.H.A. termes Vo tabilize the ecofluoEq buttisholbeaORCu

Ot f p0fl*<y rather than the by-PrOduct of its mrg8 edfgarfg

I&s(pp 285-6).



10o
(iii) Governmeit lendîng and guarantees

In other areas where government financîaj. institutions OPS3 ý

ate or government guarantees are o±'fered, the objective should also be to
encourage the private markets to dao the job themselves to the fullest 6XV6 31

possible. Thus the Commission argues that the econoav viii be better selye

if the rates charged by the Farai Credit Corporation andi the Industrial D
opiient Bank move more cioseiy with market rates 50 private'lendîng in '
inhibited (pp 229-32); the Commission recommends raising the maximum 8i o
of' F.C.C. boans to handie the requirements of larger taris. The rates 031
Farm Improvement Loans a.nd other private 1bans guaranteed by the gOVraen

have flot moved with market rates since the programmes were instituted0
private ylending is thus actually discour&ged by'iegislation intended t II
partîcular borrowers (PP 233-4). FinaiJy, on the question of goverrmelV
financiai institutions the Commission brîe±'ly reviews some aspects Of
public pension arrangements. Without Putting forward s9peciric proposdl
of' its own, the Commission~ stresses the great importa nce of gîving the
most carefl'u thought ta this matter be±'ore committing the countr y Vo
arrangements which may have major consequencas for financial markets
econoumr genlerally (pp 262-~4).

(iv) Bond andtc make-ts- and secUritÏes la isation

The COmmiSsîOnve main recoalmendations are designed Vo enOlIe
that abuses do flot reduce the erriciency of the markcets and reduce or oor

the f lows Of funds through them (pp 344-o5). While stressing the vÏa rol
Of self-regulation by the securities industry (P 347), the 1report argue'
that it ueut be supported by good i3ecurflies legisiation enforced by tro
securities commissions. Despite consIderable progress, the CommîssO12
finds the present situation unsatÎefactor>y and recomnes that the fde
goverment take the lead Ïn cooperation with Provincial governinents Vo



dOblp high and uniform standards of securitY legi5lat(on and regulationi

(.348). priua rbe hc

Te report also draws attentioni Vo 80510t ~. icUarPres iChnda

8hUdb. tackled jf Canadiens are to b. GflCOuraed~ Oive nCnde

kalin.8sse 8. The stock exchanges hould impose more tringent listing and

dalosliie standards, includiflg more disCJ.O5r6 of ":insider" holdings nd

t'4 8  PP 337 8) . "Standards o f disclO fle' in th 's compnrY a e il

tUdqutenan 8hould b. improvd by scurities and t ccPaZIiS a the r

(P 349352) . Brokers end de lers shoU3ld al o be Urg d V diCO th eir

f1* inancial affaire much more fufl.r T'he Ccmlissiofl recoed 
ht

th 'iay distribution of share O thr0ugh stock exhar1ge8, whiCkI opOns

t1lé VA O abuse of jnvesVotr5t iter5t Op houJ.d be tOPPd. In order to

%i*e that unregulated coae are not f ret Vo solicit funds fr011 theO

~llLjth sepstacenbyso11e 
provincs Vo rOIO ,,,Eptins for short-

saut 11051 the r secur Îiî lgisJ. Vî f un shU le. en shl be a o re

S 3 5 2 - s ) . "F i n e 1 y ., 5 e c u r i t i e s e n d au t u l f u ) l sli c e ces b .3o r e

exaained thezl at pregent befOrs recsivîn8 
theÎrlieeSp33)

ô4rnoincîi participants tV uvyo

T}i j~~~3I rVi0~ te rsute o! its «ha s uVTo

~ 1* T h e< ~ p o ms t i o n r e v i s t h0 0 C ' r e~ h ods i n C a p t e r 2 . I t f i i d s

tha t ep atternI of assets and debt ss (p.rl] ra i2i 1 ) PP 16

t4ttwhousholds are buaî hir bOrOd PowrSp.2)adt

%ehmrta 
d ebt reJy replaces prevîOus 

roal but Un-

~cOr.o=iiitments for rent, iaundrY srietalPraîn 
t.I

fixesj that lover i.ndîvidua
3 .Quity holdings in Canada th&n ini the

are large2,y due Vo the lover iicome _o I 0ZadiÏl'O, ant p 30e spl

*S*iti, 5, although invyestor atituds ,,« ale . morat -
0

2L~Ore.se eqit ho4i" ~i3.thils noV be brought about iuerlY

e x h o r t a t i o n : s e c u r i t i e e d i s c J . O s r f a x c r s V ( P --3 ) d

'4raig real standards Of living are"r motn fcos(.3)
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The Commission notes that th innil oito

and most fluficipalities is general4Y strong despite the sizable deficits
recent years (pp 58-60," 73)0 Some s1maller municipajities have more proble
ini obta.in±ng finance than t.heir position would appear to justify, but K
CaB508 Provincial goverrments cOuld. remnecy this problein by assisting> thoS
prepare more Comprehensive and up-to-date inf'ormation for investors (wP64J
71). In genera1, the problems Of Provincial and muicpl OV enllts are
more related to their revenue sources than to the capital markets- (PP 60P
70"1)- (For a discussion ofV provincial and municipal borrowing in fOrOiP
marketO and of thoir use of savinge bonds, ses pp 6&9).

The Comission draws attention to, the heavy use by busil6s
of internai funds (pp 34, 37-9)<, However, it dos flot find this has l<
to serious misallocation of funds since alniost al firm meet maricet te""
in One WAY Or another (p. 42).

The Commission received. conflicting evidence oni thef 1 %CMProblem or small business (pp 43-~6). Its Judgznent is that there is no
wi'de gap in financing faciîlities (PP 45,230)p but thate ome probleml
for fîrms with borrowing, neede in the range of $10,000-$100,OoO (p. 45)0
Man,7 of the difcuj.1tïes of Saail business are managerial rather than
.financial arid some of them are due Vo the reluctance o! the owners Ofbusiness toseil azIy o! their equity to those being aslced Vo, put up iI
risk funds (pp 44, 230)ý,

(a) osaytliyadd b aae 0
The Co'=ieeîonvie studioS of the main instruËents of geraeral

econmicPOlicy included econometrîc work anti detailed surveysiof tho
response Of corporations$ goverlàent'. 0-nd indîiduals to changes Ùi credit
conàditions. The Cczmlissioners9 Conclude that while monetary poJ.icy cafl



8ignjficant effects on expenditure, teeaeiprtant limite to its use-

'ta iDLP&Ct je neither strong enough nor rapid enough that generaJ. monetary

POlicy alone can be expected to etabilze cycles of econOmic activity

(pp 443-8).

Trhe Cozuissionîs ana].ysis of mOnetary policy laye conaiderable stress

Or&th' imiportance of %credit conditions" - .e. the cost, terme and general

aYaflbilitY of credit, to borroWers and$ connequenflYs the terme and yields

On~ Whjch Bavera niai invest their funds <pp 423-6). It agr.ee w-Iîth the Bank

0£ Canada that this je the channel through which real expeditures are

Ined andI that the authoritiQe muet trY to affect these cost, and avail-

b'ty factors to influence spendiflg in a xnffer consistent with the stab-

IltYOf the econonw. Th Commission fal$ to fÏD ar other direct .i-nk

bot»een the quantity of money and spefldiIg and stresses that it is not th#p

OUPy as such with whîch Vhe authorities should be concemfled.

The Commiissionl laid conaiderable stress on the similar effects Of

entany POliCy and debt manageent on criedit, conditionsO (pp 425,. 449-50).

It tluls argUed. the need 
for close co=ordi Viîon of the two strands 

Of

(Y P- 456). Neverthelesop the Commissionf f ouxd in revÎiWiig 
th@

&KO.sprinciples of debt managemlent (pp 451-9) that it is not, necessarY

Pesa strong counter--CYclcaI 
debt management poicY 

iii seasoan

(P>P 4567). The geflera8l monetarY intrmenOfte can normallY influence

Ve-ei conditions aufficienly as long as debt management POlicY ils not

4ctel i&ed thea; &t Vines, nooheeu 
debt operitions can be

f4t IMY1 helpful ini establi5hing the rîg1iV set of credit conditions-

the Comnissionvs ccamente on nindeeu bon1ds azd Canada SavingB Bonde#

X'P 458.-9)~.

(b) Sel ct ve credit contr ols

The Cmmeisioîn rejectB the view that strongr financil poliCY

%tes hould b. sought bY frequezit use o oetv rdtcnrl

as as set ratios imPOsed On financial inttuin 
or manipulation



1.4of the down paMmenit and other terais of morvgages and consumer credit(pp 473-7~7). Such measu.res distort markets andi are unJi.keI7 to reta.J
their effectivenes, aince those watng fuyKIs and those having themaveable wi.11 soon find ways ta circumvent these barri-ers (pp 473-~74)- Thnet resuit wouj.d thus be higher costs and iowered efficiencyr.

The Coiunissjn £iids that the present poer to vary requÎred C8gh
ratios froji 8% to l;% s Of no PartÎcuaar use and that the charter6d b831'
g.reement with the 'Bank O! Canada ta observe a 15% secondary hiquîid £S8*tmitnimum shoui1d not be retaind (PP 474-=75). If such controls are to bl

imposed on lstÏtutîOnfs by' %'oral quaeon or otherise, t should one] bedone with the governentv speciic approvai l 476).
(c) ForeigiO ~i n netln

Simi1arly the Coulm'îgsÏGn reJects the use o! direct contrOls CoJinternational capital flows as disruptijg to the efficient workng OfecoZ10JJïj ncentÏv6s and as having harmfui long-terra effects (pp 497, 528)The report contain a flumber o! recomenatîons to improve Caaîas
wiÎqMs' te invest Iii equîtîe. but does flot, favour direct Masures
agaînst foreigi investment (pp 86-~7jp 495-7). The coet o! seryici-ng

Cana ial fo eïg În ebt dne ,%,although large, iÎs smaller in relat-Ofto the countyv total output and exPOrt earniîngg'than it has been in tbpast (pp 83-4) The country ujil no doubt contÏjue to draw in reOuVce8from abroai at a=,& timnes but on balance the econoy need not 1>@ £a larg@net user of !oreign IUnds If 9oundlJj MaCagej at home (pp 88, 5O2Z-4)-In this connection the report points Out that luch o! the capital i-n±'oefroei 1958 te 1961 eamad !roja inappropria:te domuestie credit policies

(d) F'iscal olicy

Gi-ven the lùzaited efsctîveness of aionetary policy,, thes ound PBJ'0agement o! the econouy will depend On vigorous use o! other arms o! oein concert waith i-t. Munch wi-1l depend on goenmns willingness and



&b1ity to use fiscal poliCY (pp 505'.7)- To be acceptable and useful, ud

tiscal Measures cannot be haph8azard and unoordi~ated; they muet incle

tfix as well as expenditure c hanges and the latter muet be conStructive and

e"Orsible (pp 520.-1). As the Commission Pats ite , , , a series of minor

%"rsor fiscal steps which have more eYe-&PPO&Jl than effOcts are no sub-

8tituite for a broad and w0 1]itho1ght out gezieral PO1icy which is Clar1Y &imed

&t . tabîilizing tecomy ppropriate ficldeficits Orsrlssincu.rred

'z Z15jsibl ways f'or sensible Purposes are, after al 1 not national da8t0rs

% bY r acte of prudent ecOflOmc m8flagemflt-

( E Lcange rte pL2àcz esdipraceudraf x

Fiscal measures take on an inc-85 3OtfC udrafxe x

rate system0 This js partly beCause monstary pOlicY has less

0On expenditures whefl it does not ïnduce changes inth vleoth

4t8Î ndollar (pp 4356, 442., 44ê4)' Hoveverpi , ie also bc8u DO int*rý

4&tLoalcapital flows which affect CanadaVs holdiffl Of .xch&D8 o5T

&rePatÎclaly sensitive to interest-~rat diffrentialBo thus, the

Xltary auhriis £reedOM to pursU6 
po3lcî5 widoly divergent 

from

the l 0sewhere, partcularlY the Urated Statos, j5 iuited (pp 472.-3,

489~92).ý sn c&Àert

The Commission takes the vÎjw that thie Presn xlSlOrt

Party je an appropriate 011e (P-~ 503) and Poinlts out that the differance

bten 1 a fixed and flexible ezchange ratO systm 'a not as great as j

%""tiUxOs believed (pp 4,,-,0)- N.yrthlose the çixed rate Wili

Inoh'. lag , n tue officil rO5ser'
55 fros tix* Vo ViDe 

(pî> 491-

l'~ ) a rge i g s li on e S tî po3.iCY' HoVOVOr s the C m i s o

495) ~~~ ~ t are impoV liiaoprleteactical

bell'esthat frequent chanlges ini a fiXed rateaentP

492) although it does 
noV riale ou't the 

occasional change in the



(f) International li uidît and gold
The Cozmission~ stresses the importance of Canada part±ciPatfl8fu1lly in the discussions for iMprovirg international payacrits aran1ge

ments and liquidity in order to minimize the coriflicts between externalfirlancial consi.derations and domestic poiicy goals (pp 498='503). Howev«'it rejects8 the view that a revaluation of gold woujii provide anl equitablosensible or lastiyng solution to the problem (P. 502).
(g) Co-~ordjnation of i

Ini view of the close inter-relations among policies, they W"tbecarefully CO-Ordinated if they are to have maximum effect in stabiJLfithe economy (pp 523-5). The lacet important objective of the pOliCY"''m&dmust be to read the econonac situation as carefully as they cari and VOerisUre that Vhe comblnatïOn Of po:u.cY instrumnents is worldng in the gbdirection. The Commission argues that it ie flot disastrous if thOre ashort-tera lags in adJustÎng PoiÎcy (PP 466, 536), and in aiiy event thdelayrs in the effects cf Policy changes are such that onie cazinot hoPe thave any precise coritrol over short periods. YeV if the general set ofPolicy is pers:LstenVly wrong., little help can be expected fron an arralOf specÎal Measures inlludîÙ attempts Vo reguljate incomes and wagOS(pp 532-'3). Neverthelese, apecific measures V o improve the mobiliLtYanid skille of labour, for eXaxaple - can be helpfuî (pp 527-531)-
(h) Technîqe fm n t~P lc

On the more technical aspects Of iionetary and debt policy, s<u'as the method cf calculatjng cash reserve requireMents (pp 461-~63)9 thedifferent ways cf administerzig Bank Rate (pp 464-65) and techniques <>f d6btissue (PP 457-58), the Commission takes the view that the authoritÎesshould adlopt techniques WhÎch do flot needlessl 4 disrupt finaricial market$#



PmvOer, it views these matt.ers as of se-cofldary importance compared to

11ievig an appropriate "set, Of poJ.iCY 
(p. 531)'

Bak f.Cndao)h Banik o! Canada#teOMÎsoam

I ni dis ussing the role o!whethII sO nd ep, th e OURZ iS8Of th

P "ze t e adv an tag es o ! P ro v id i ng t V it O ~ i e e e rn en i hifa

& I r m e t o r g a n i z a t i o n ( p i ' 5 4 0 -2 ) 0 A t V t e s8 I 2 8 f i a V h c o er l f t i s -

,z r e s p o n s i b i l i t y a n d u t b e a b l e V o e x e r c i s e iD l o r IO l i fo m nd i t hd i

49O ith thle central banC. The Ce~sO1- 'anc Wîth h reciieM tia

t4 Bani of Canada Act provide te ><jnjsVOr o! Finnewt tergUt

ilaa specific directive to Vte Bak as Vo the prVifl ls ire tVO

tal ( ~ .543). Te çc igîs ioI do s nO t expeCt thle di rct i~v eP < < "~ ~

lbeUd exccept in rare circua cea Wb*fl aul atemt at reconcîflA

4'ttO8*nes of view have f ailedP and notes that dreCtivs have not ben

' d i ni other countrie B (Pi' 54ê3 4)< 
or a i a i n o£h a k O

I Vt sc a î > o! Vthe interna ' ar aOrgv r me t i

4n 9(Vte organïizatiofl o! oVilr POJicy arS ! gfoVrIis i ad

'4 -z e nPP 533 -~6) Vthe çOU5i 'ni5~ recOIUmeIdad Vilat e!O0 b md

~ 8rg~~ Vle &flC~ cntacts with fiunial arkets 8Ze Vte couxtry

8tr ng he tP he 550,' 55c55o me oX5 >'r 5~ g t at iV mi ht be

V"ial o deve3.op Vile rolO O! Vile BaZliC5 ges iri j<oiiVr5 me asooi

4b albo stresses the i.mportance of app0Îif hî-

el*cOs o! Vile BankC and o! ensuring Vilat VIIdY are fu:14 consu3ted

ii~pr tat cn 
policy axd he gexier-l ~o 

ieB.l

& b % m p r a n c ha n g e $ b O o r V l I .D .B o i n a l o
0  r c ffl o d d ( p .2 3 0 ) .

hA&4i t is proposed that thle Bafl* c0'isider mentifl Upin egll c

Itt% ie mini regioriS of the country as a (Re8fl 5 n
rutz (p 51), il

I « M e - b o t d e v e l o p mS R tS tilSgo u th -0  o w ert (p 5 1) . heo S f

'UÎOIs arealso ade aouVite (G(yrOr go veto acigp .aficl gn

r t o a n d r . d e P t i O n~ p r o i s O n s t t h eO B a nIk 8 c t4 p 5 5 - f s ca7a e n

the provinces, and~ a 1 u*b'Or o! ote ,,tters ip~ 67)



(j) M SuayViews Of Policy

Ina 8WDD&ary, while the Commiin stresses that there are J»itSto what can b. accompljshed by, policy (pp 397-8, 536-7), and that the"1
are no autoIlatie formula. to guidte the autiiorities, it believea that WU
thought..o't and co-Ordinatd masures and strong leadershiip cSfl grOaV'y
improve the. performce Of the, ecOnRW~ andi iuidmjze cordflicts ta Uof
objectives.
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