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INTRODUCTION 

In the short history of the Bank of Canada, the period 

from May 30, 1961, to July 13 of that same year, is of partic­

ular importance. For the first time in the Bank's history, a 

disagreement of major proportions occurred between the Governor 

of the Bank of Canada and the Minister of Finance. The princi­

pals involved in this disagreement were Mr. James E. Coyne, 

Governor of the Bank of Canada, and the Honourable Donald M. 

Fleming. The disagreement degenerated into an acrimonious 

public dispute, and was climaxed by Governor Coyne's resigna­

tion on July 13, 1961, after more than six and one-half years 

in office. The whole series of events surrounding this public 

dispute became known in Canada and elsewhere as "The Coyne 

Affair." 

In the bright light of nearly a decade of hindsight, 

it seems appropriate to examine in depth and assess the nature, 

significance, implications and effects of the Coyne Affair and 

also to draw certain conclusions concerning the correctness of 

each set of arguments. In order to do this, the Coyne Affair 

is considered in its entire context; that is, this thesis goes 

beyond an examination and assessment of the events which 

occurred from May 30 to July 13, 1961 and considers certain 

aspects related to the structure of the Bank of Canada and to 

the conduct of monetary policy in the years preceding the 
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Coyne Affair and especially during Coyne's Governorship, in 

an attempt to unravel the elements which led to the celebrated 

affair. It is also concerned with the aftermath of the Coyne 

Affair, more particularly with its effects on the constitu­

tional position of the Bank of Canada and on the performance 

of the Canadian economy in the years following the events of 

mid-1961. 

To the best knowledge of the writer, no unified and 

detailed study of the Coyne Affair has been carried out to 

date. A book entitled The Economists versus the Bank of 

Canada1 challenged Governor Coyne's economic views and conduct 

of monetary policy. Various articles written by academic econ­

omists have dealt with particular aspects of Coyne's economic 

views and policy proposals; these were published in the late 

fifties and early sixties. Among those was one written by 

David Smith and David Slater, entitled The Economic Policy 

Proposals of the Governor of the Bank of Canada. The fore-

mentioned works will provide the reference framework for this 

thesis. In addition, primary sources, especially personal 

correspondence between Mr. Coyne and Mr. Fleming, public 

^H. S. Gordon, The Economists Versus the Bank of 
Canada (Toronto: Ryerson Press, 1961), ix-51 pages. 

2D. Smith and D. Slater, "The Economic Policy Propo­
sals of the Governor of the Bank of Canada," Queen's Quarterly, 
Vol. 68, No. 1 (Spring 1960). 
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speeches by the Governor and the Finance Minister, Parliamen­

tary Debates and Committee Reports wi l l be used extensively. 

Chapter I wi l l attempt to depict object ively the e l e ­

ments cons t i tu t ing and contr ibuting to the Coyne Affair- I t 

wi l l contain an examination of the nature and significance of 

the event followed by an outl ine of the charges and counter­

charges r e l a t ing thereto and an evaluation of the possible 

causes of the episode. The next three chapters wil l search 

for a deeper understanding of the elements leading to the 

events of mid-1961. Accordingly, Chapter I I wil l inves t iga te 

the cons t i tu t ional pos i t ion of the Bank of Canada in the years 

preceding the a f f a i r . I t wi l l also examine the cr i t ic i sms d i ­

rected at the Bank's Independence and i t s conduct of monetary 

policy from mid-1955 to mid-1961. Chapter I I I wil l be con­

cerned with providing an understanding of Governor Coyne's 

economic views and policy proposals, while Chapter IV wi l l 

out l ine the views of Coyne's c r i t i c s with regard to the 

alleged weaknesses in h is economic reasoning and policy pro­

posa l s . Chapter V wi l l examine and assess the aftermath of 

the Coyne Affair, pa r t i cu la r ly as i t re la ted to the Bank of 

Canada's re la t ionship with the Government after mid-1961; i t s 

effects on the Canadian economy; the implications of some of 

Governor Coyne's "specif ic" policy proposals aimed at solving 

Canada's economic problems. A summary and conclusion wi l l 

complete the t h e s i s . 



CHAPTER I 

THE COYNE AFFAIR 

1. Nature and Significance 

The Coyne Affair per se can be defined as the series 

of events centered around the position of Governor of the 

Bank of Canada which took place from May 30, 1961 to July 13 

of the same year. The events were initiated by a request 

from the Honourable Donald M. Fleming, then Minister of 

Finance in the Diefenbaker Government, for the resignation 

of Mr. James E. Coyne, incumbent Governor of the Bank of 

Canada. A series of violent charges and countercharges, in 

the form of verbal and written statements, ensued and finally 

led to Mr. Coyne's resignation from office. 

More precisely, the Coyne Affair was concerned with 

the serious divergence of opinion between the Governor of 

the Bank and the Minister of Finance as to who had the ulti­

mate responsibility for monetary policy in Canada, the Bank 

of Canada or the Government. In addition to the basic issue 

of responsibility, the Governor of the Bank and the Minister 

of Finance did not agree on the relative priority to be 

given to Canada's economic objectives. Consequently, this 

situation led to a conflict of opinion as to the appropriate 

policies to be undertaken by the Bank of Canada. 
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Around these points revolved a number of other 

issues which, while secondary to the basic conflict, were 

still very important and closely linked to the dispute. A 

first issue touched on the question of whether it was appro­

priate for the head of a central bank to disagree publicly 

with Government economic policies, as Mr. Coyne had done in 

speeches across Canada, from late 1959 to mid-1961. 

A second issue was whether a Bank Governor in com­

plete disagreement with government policy was morally obliged 

to resign from office before the end of his mandate. As will 

be seen in Section 2 of this Chapter, Governor Coyne did not 

think so, under the circumstances which prevailed at the 

time. 

As a corollary to this issue, the affair raised the 

point of the course of legal, political or other action 

available to a government confronted with the refusal of a 

senior public servant when in basic disagreement with gov­

ernment policy to resign from office. In the case of the 

Governor of the Bank of Canada in mid-1961, were the steps 

taken by the government for his removal from office in line 

with the conditions of tenure of the position of Governor, 

as specified in the Bank of Canada Act, that is, "during 

good behaviour?" These were some of the secondary issues 

••-Canada, An Act to Incorporate the Bank of Canada, 
Chapter 13 (8) (5) (Ottawa: Queen's Printer, 1952), p. 190. 
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engendered by the Coyne Affair. 

Because it is almost impossible to separate the 

position of Governor from that of the institution of which 

he is head, it can be said that the Coyne Affair involved 

directly the Bank of Canada and touched on its role as "an 

independent body carrying out national policy in the public 
2 

interest." Also, the Government of Canada and, particularly 

the Department of Finance, through the person of the Minis­

ter of Finance, became directly involved because of the 

latter's role in coordinating Canadian monetary, fiscal, 

and debt management policies. 

Furthermore, the Coyne Affair was of great interest 

to the Parliament of Canada. Members of both the House of 

Commons and the Senate of Canada, undoubtedly because of 

the political implications, were keenly interested in the 

affair. 

In considering further the involvements in the Coyne 

Affair, one cannot overlook the academic economists who, led 

by H. S. Gordon, were no doubt the most staunch critics of 

the Bank's conduct of monetary policy as well as of Mr. 

Coyne's economic views and policy proposals. Late in 1960, 

in view of their loss of confidence in the ability of the 

^Canada, The Report of the Royal Commission on Bank­
ing and Currency (Ottawa: King's Printer, 1933), paragraphs 
207 and 219~T 
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Bank of Canada under Mr. Coyne's management to play its 

proper role in resolving the serious economic difficulties 

then facing Canada, the academic economists, in a letter 

addressed to the Minister of Finance, urged Mr. Fleming to 

take whatever action might be necessary to change the manage­

ment of the Bank of Canada. 

The Coyne Affair also involved Canada and its people, 

because the future of the country and the welfare of the 

Canadian people depended upon the proper functioning of its 

public institutions, the Bank of Canada being one of the most 

important. 

In summary, the Coyne Affair was the single most dis­

turbing episode in the short history of the Bank of Canada. 

As the public dispute between the Governor and the Minister 

of Finance developed, it became evident that a major effort 

would be necessary to restore the prestige surrounding the 

position of Governor of the Bank of Canada and for the Bank 

to regain its effectiveness. A clarification of the concept 

of the relation between the Bank of Canada and the Govern­

ment also became imperative. Failing this, the stage would 

be set for the appearance of awkwardness and uncertainty in 

the Bank of Canada's conduct of monetary policy, and Canada's 

attempt to achieve its economic objectives in the future 

would be thwarted. 
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Before a consideration of the possible causes 

contributing to this turn of events, an outline of the 

unfolding of the events as they occurred and of the char­

ges and countercharges between May 30 and July 13, 1961, 

will be recalled. This will be the purpose of the second 

part of this Chapter. 
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2. Charges and Countercharges 

The whole series of charges and countercharges began 

on May 30, 1961, when the Minister of Finance, Mr. D. M. 

Fleming, at a meeting attended by the Deputy Minister of 

Finance, Mr. Kenneth Taylor, and the Governor of the Bank, 

Mr. Coyne, informed the latter that the Cabinet would turn 

down any recommendation put forward by the Board of Directors 

of the Bank for his reappointment to a second term as Gover-

nor of the Bank of Canada. Furthermore, the Finance Minis­

ter requested Coyne to submit his resignation in time for 

the Board of Directors' meeting scheduled for June 12 and 13, 

in Quebec City, some six and one half months before the 

expiry of his seven-year term of office. 

The main reason given by Mr. Fleming as to why the 

Government would not approve Mr. Coyne's reappointment to 

a new term of office lay in the fact that statements in 

public speeches delivered by the Governor across Canada, 

from late 1959 to mid-1961, had turned out to be embarrass­

ing to the Government and were being used by its opponents 

in Parliament and elsewhere for political purposes. 

3 
The developments of this encounter were related by 

Mr. Coyne in one of three letters to Mr. Fleming dated June 9, 
1961 and released on June 13, 1961. On June 14, 1961, in a 
statement before the House of Commons, Mr. Fleming also re­
lated this encounter. See Canada, House of Commons Debates, 
4th Session, 24th Parliament, Vol. VI (Ottawa: Queen's 
Printer), 6314-6316. 
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The reason for Mr. Fleming's request for the Gover­

nor ' s immediate res ignat ion was, f i r s t , that i t would be 

undesirable for the l a t t e r to be holding office as Governor 

for the next seven months, knowing that he was not to be 

reappointed. The second reason offered was that , in the 

words of the Minister of Finance, "Mr. Coyne's continuation 

in office as Governor of the Bank of Canada would stand in 

the way of the implementation of a comprehensive, sound and 

responsible economic programme designed to ra ise the l eve l s 
ii 4 

of employment and production in Canada." Thirdly, in the 

course of the discussions of May 30th, questions were raised 

regarding the action taken by the Board of Directors of the 

Bank, between 1955 and 1960, to amend the Bank's Pension 

Fund By-law, and particularly those provisions which affected 

the pension of the Governor and the Deputy Governor, Mr. 

Fleming later charged in this regard: "The Government con­

siders that the Governor was lacking in a sense of respon­

sibility in keeping with his high office, in accepting an 

additional benefit worth $13,000 per annum for life, without 
ensuring that the matter was brought to the attention of 

ii 5 

the Government." There was also the question of whether 

these amendments to the Pension Fund By-law should have been 

published in the Canada Gazette within t h i r t y days of t h e i r 

4 Ib id . 

Slbid. 
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date of enactment. Lastly, during the encounter of May 30, 

Mr. Fleming cited, in support of his request for Governor 

Coyne's resignation, the fact that senior officials of 

several chartered banks were against the policy introduced 

by the Bank of Canada in November 1956, whereby the Bank 

rate was set every week. It was also briefly mentioned that 

several bankers, in their annual reports, had mentioned that 

they could not get sufficient indication from the Bank of 

Canada as to the orientation of monetary policy. 

Mr. Coyne was apparently taken by surprise by the 

nature of these charges and considered it best to reconsider 

the request for his resignation. On June 9, he wrote three 

confidential letters to Mr. Fleming. These letters served 

to answer the charges laid on May 30th and indicated that he 

would refuse to resign as Governor. The following excerpts 

from Coyne's letters reveal the nature of his answers. A 

full text of all three letters is contained in Appendix I 

of this thesis. 

Referring to statements which he had made in public 

speeches, Mr. Coyne countered: "You (Mr. Fleming) first 

spoke to me about this matter on March 18 last and I have 

not made any speeches since... I told you I had no further 

speeches scheduled ... but that of course I saw nothing 

improper in the making of speeches or in anything that 
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I had said."0 

Answering the charge that the Cabinet would not 

approve a recommendation for his reappointment, he wrote: 

The proper procedure would have been to discuss 
the matter with the Board of Directors, since, 
under the Statute, it is they, not the Govern­
ment, who have the duty of forming a conclusion 
in the first instance as to whom they wish to 
appoint as Governor, and ascertaining whether the 
Government approved.^ 

To Mr. Fleming's request that he should resign 

without waiting for the expiry of his present term, he 

noted: "I see no difficulty in the Board of Directors, if 

they see fit, making an appointment of my successor with 

the approval of the Governor-in-Council to take office in 

due course and with some period of overlap."° 

Replying to the charge that the Government had been 

contemplating certain programmes which it thought the Gover­

nor would be bound to disagree with, Mr. Coyne wrote that 

two Directors of the Bank, like himself, learning of this 

charge, did not know what this meant. He continued, "The 

Bank has in fact always co-operated fully with respect to 

government policies and measures."^ 

6J. E. Coyne, Letter to the Hon. P.M. Fleming, 
Minister of Finance (Ottawa: June 9, 1961), p. 1 (here-
after cited as Letter "A"). 

7Ibid. 

8Ibid., p. 2. 

9Ibid., p. 3. 
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Concerning the matter of amendments to the Pension 

Fund By-law, Mr. Coyne stated that an opinion was given by 

the Deputy Minister of Justice to the effect that approval 

by the Governor-in-Council was not required. Coyne further 

wrote: "The Board certainly acted in good faith in the belief 

that they had the power and the sole responsibility in this 

matter-" Also, in this letter B , Governor Coyne wrote 

that a lengthy account of the history of the discussions 

and the actions taken by the Board of Directors concerning 

amendments to the Pension Fund By-law had been sent to Mr. 

Fleming on April 7, 1961, by the Chairman of the Special 

Committee of the Board. According to Coyne, Mr. Fleming 

had persisted in concealing this document. On this same 

issue, Coyne concluded that there was nothing in the Bank 

of Canada Act to the effect that amendments to the Pension 

Fund By-law should have been published in the Canada Gazette 

within thirty days. 

In the third letter of June 9 (Letter C), Mr. Coyne 

accused Finance Minister Fleming of having on a number of 

occasions denied any responsibility of himself or of the 

Government for monetary policy in Canada, on the grounds 

that under the present Bank of Canada Act the sole 

l^Bank of Canada, Letter from Mr. J. E. Coyne to 
the Hon. D. M. Fleming, Minister of Finance (Ottawa, 
June 9, 1961), p. 1. Thereafter cited as Letter "B"). 
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re spons ib i l i t y for such policy rested with the Bank of 

Canada. 

The nature of Governor Coyne's answers to Finance 

Minister Fleming's charges of May 30 set the tone for the 

Bank's Board of Direc tors ' meetings held on June 12 and 13. 

During these meetings, i t appears that no new arguments were 

advanced as to why Coyne should res ign . Nevertheless, on 

June 13, the Directors brought forward a resolut ion, the 

text of which had in effect been discussed with Mr. Fleming 

on the 12th of June. The text of the resolut ion read as 

follows: 

Resolved that i t i s in the best i n t e r e s t s of the 
Bank of Canada that the Governor do immediately 
tender h i s res ignat ion to the Board of Directors 
of the Bank, and further tha t th i s action and deci­
sion on the par t of the Board has been taken af ter 
prolonged consideration and with regre t .11 

All the Directors present voted in favour of the 

motion, with the exception of Mr. George Crosbie of Newfound­

land. Mr. Coyne then immediately adjourned the meeting. He 

issued a press statement to his Ottawa office, in which he 

described Mr. Fleming's accusations of May 30 as "slander 

upon my own i n t e g r i t y . . . I cannot and wi l l not resign 

quie t ly under such circumstances."1^ 

Hcanada, House of Commons Debates, Vol. VI 
(Ottawa: Queen's Pr in te r , June 14, 1961), p . 6315. 

12 j . E. Coyne, Press re lease (Ottawa, June 13, 
1961), p . 2 . 
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On June 14, Mr. Fleming, pressured by the Opposition, 

presented his views on the matter before the House of Com­

mons. In his statement, the Finance Minister criticized 

Governor Coyne's series of public declarations of policy on 

issues "quite outside the realm of central banking and the 

rigid and doctrinaire expression of his views often and 

openly incompatible with Government policy." The Govern­

ment's policies, according to Mr. Fleming, were expansionist 

in that they were aimed at the creation of more trade, more 

production and employment; the policies advocated by Mr. 

Coyne were restrictionist, restrictive of trade, production 

and employment. He also informed the House that Governor 

Coyne had not been told of the forthcoming budget and there­

fore had no right to express views about it. He continued: 

"In my last two budgets and in various other public statements, 

it has been clear for some time that there have been major 

differences of opinion with the frequently expressed views 

of the Governor on economic matters."l^ Furthermore, he 

stated that Coyne had lost the confidence of the Board of 

Directors of the Bank of Canada and of the Government and 

that by refusing to resign Coyne had disregarded a request 

from the Government and defied the formally expressed wish 

l^Canada, House of Commons Debates, Vol. VI 
(Ottawa: June 14, 1961), p. 6314. 

l4Ibid., p. 6315. 
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of the Board that he should resign immediately in the best 

interests of the Bank. The Finance Minister also charged 

that Mr. Coyne, in issuing a press release prepared before 

the Board had reached its decision on June 13, had left the 

public with the false impression that the only request for 

his resignation had come from the Government. In closing, 

he announced that the Government would shortly invite Par­

liament to take appropriate legislative action to meet the 

needs of the situation. 

On June 19, Mr. Coyne made public a confidential 

memorandum which he had written to the Minister of Finance 

on February 15, 1961. This twenty-four page paper was 

entitled The Requirements of Economic Policy To-day, and its 

object was to assist in developing a programme of full 

employment and renewed economic growth. In releasing this 

memorandum, Coyne wanted to prove that the economic policies 

which he had advocated had not been restrictionist, res­

trictive of trade, production and employment. According to 

Coyne, Mr. Fleming had refused to discuss with him the con­

tents of this memorandum. 

The next day, while delivering his budget speech, 

Mr. Fleming expounded at length on the relations between 

the Government and the Bank of Canada. In his expose, he 

mentioned that Governor Coyne clearly disagreed with the 

four foundation stones of the budget which his Government 
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had just presented. (These four points are outlined in 

Chapter IV). 

Three days later, still faced with Mr. Coyne's re­

fusal to resign, Mr. Fleming introduced Bill C-114 before 

the House of Commons. Its one clause read: 

The office of the Governor of the Bank of Canada 
shall be deemed to have become vacant immediately 
upon the coming into force of this act.15 

A few days following the introduction of Bill C-114 

in the Lower House of Parliament, Governor Coyne wrote 

another letter to Finance Minister Fleming, bringing forth 

his most serious counter-charges. In it, he mentioned that 

the Government, through the Minister of Finance, had denied 

him the opportunity of defending his actions before a Com­

mittee of the House of Commons. He wrote: "it is inconceiv­

able that the Governor of the Bank of Canada should resign 

and thereby default in performance of the public trust 

specially laid upon him by Parliament -- not by the 

Government -- merely because the Government of the day asks 

him to." ° He also wrote: 

The terms of Bill C-114 make it clear that you, 
Mr. Fleming, and the Government are still not pre­
pared to accept a broad and ultimate responsibility 
for monetary policy, but merely want to have the 

l^Canada, House of Commons Debates, Vol. VII 
(Ottawa: Queen's Printer, June S3, 1961), p. 6934. 

lfiJ. E. Coyne, Letter to the Hon. D. M. Fleming, 
Minister of Finance (Ottawa, June 26, 1961), p. 6. 
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power to change the Governor at a time when it 
suits your political purposes to do so.!7 

He continued by noting that the haste and sudden­

ness in demanding his resignation suggested that the present 

Government had a plan to call a snap election and thus com­

pel the Bank of Canada, under a new Governor of their own 

choosing, to assist them in financing expenditures and pro­

grammes not authorized by Parliament. He then accused the 

Government of manipulating the Board of Directors, dismis­

sing members as their terms expired and appointing new ones 

to replace them. Finally, Governor Coyne requested that all 

the charges which had been laid be reviewed by a Parliamen­

tary Committee where, in his words: "I can be given a fair 

opportunity to be heard and where they could be submitted 
18 to the judgment of public opinion." This request and the 

whole matter surrounding the Coyne Affair were vehemently 

debated before the House of Commons on June 26, July 4 and 5. 

On July 6, Governor Coyne issued a press statement 

and also released information with regard to the liquidity 

reserves ratio events of 1956-1957. (This topic will be 

considered In the next section). In the press release, re­

ferring to the request for his resignation, the Governor 

accused Mr. Diefenbaker, then Canadian Prime Minister, 

17Ibid., p. 1. 

ISlbid., p. 5. 
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of being the "evil genius behind the whole matter." 

On July 7, Bill C-114, entitled An Act Respecting 

the Bank of Canada, was read for a third time in the House 

of Commons and passed by a vote of 129 to 37. The next day 

it appeared before the Senate of Canada for its ratifica­

tion. A motion was adopted to the effect that the Bill be 

referred to the Standing Committee on Banking and Commerce 

and that Mr. Coyne be called as a witness. As a consequence, 

Mr. Coyne was given his "day in court". 

The proceedings before the Senate Committee began 

on July 10, Mr. Coyne appearing as the sole witness. The 

Committee held seven sessions over a period of three days. 

During that time, Coyne presented evidence and answered the 

charges which had been levied against him with respect to 

his behavior as Governor of the Bank of Canada. 

On July 12, 1961, he climaxed his presentation with 

the following statement: 

Honourable Senators... do you find the defendant 
guilty of misbehavior In relation to his office, 
justifying the decision of the Government to pro­
cure his resignation or forcible removal or do you 
find him not guilty? 

A verdict of not guilty will not prevent my imme­
diate departure from office, but it will permit me 
to retire honourably and hold up my head among my 
fellow citizens as one whom this body of honourable 
Senators of Canada declared to be a man of honour 

19Bank of Canada, Press Statement of J. E. Coyne, 
Governor, Ottawa, July 6, 1961. 
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and i n t e g r i t y , devoted to the best i n t e r e s t s of 
the Bank of Canada and to the general welfare. 
That can only be said i f t h i s b i l l i s defea ted . 2 0 

On the next day, the Committee of the Senate, by a 

vote of sixteen to s ix , adopted a motion to the effect tha t 

the Governor had not misconducted himself in o f f ice . Mr. 

Coyne then issued h is res ignat ion, effective at f i v e - t h i r t y 

p.m. the same day. On July 14, 1961, the f u l l Senate, by a 

vote of t h i r t y - t h r ee to sixteen, confirmed the Senate Com­

m i t t e e ' s "not gu i l ty" ve rd ic t . On July 24, the Board of 

Directors of the Bank of Canada announced the appointment 

of Mr. Louis Rasminsky as the new Governor to succeed Mr. 

Coyne. The Coyne Affair had ended. 

3 . Causes 

In retrospect it is clear that the Coyne Affair did 

not originate in a vacuum. As Senator Brooks rightly pointed 

out in the debate which followed Mr. Coyne's presentation 

before the Senate: "There has been a great gulf created 

between the Bank of Canada, under the Governorship of the 

Governor of the Bank of Canada, and the Government of Canada. 

And it is not something that has come up only since May 30. 

^uCanada, Senate Proceedings of the Standing Com­
mittee on Banking and Commerce, No7 5 (Ottawa: July 13, 
1961), p. 206. 
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21 This has been accumulating over the past number of years." 

With this point in mind, the possible causes of this episode 

will be considered. 

In an attempt to delve into the possible reasons for 

the turn of events such as that surrounding the Coyne Affair 

it seems appropriate, at the outset, to examine the prevail­

ing political and economic conditions of the time. 

From the political side, the Conservative Party, 

under the leadership of the Honourable J. G. Diefenbaker, had 

gained power in 1957, although only as a minority government. 

However, in an election the following year, the Conservatives 

obtained the largest majority ever in Canada, winning 208 of 

the then 265 House of Commons seats. It should be pointed 

out, however, that senior public servants had become accus­

tomed to working with a Liberal Government, since the Con­

servatives had been out of office for over twenty years. 

Because most senior public officials retained their jobs 

when the Conservatives came to power, it can be assumed 

that a natural climate of apprehension and mistrust existed 

between these officials and the new government. It appears 

that this climate was manifested in the relationship between 

the Bank of Canada's senior officials and the Cabinet Minis­

ter, especially the Minister of Finance. 

21Ibid., p. 226. 
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Furthermore, by 1961, the popularity of the Tories 

had decreased tremendously, largely as a result of dete­

riorating economic conditions. A statistical profile of 

general economic conditions in Canada reveals that at the 

end of 1960 and in early 1961, Canada was experiencing its 

worse decline in economic activity since the years of the 

Depression, the trough of the business cycle coming in 

March of 1961. In 1960, the gross national product in cur­

rent dollars had risen by only 3.2 per cent over 1959 and 

only 2.5 per cent in constant (1957) dollars. Unemployment 

in the last quarter of 1960 had achieved a seasonally ad­

justed rate of nearly 8 per cent of the total labour force. 

The index of industrial production had advanced only 3.8 

points in 1960. Total private and public investments were 

1.9 per cent below the level of 1959, with residential con­

struction down by some $263 million. The Canadian net 

balance of international indebtedness stood at ijj>16.6 billion 

as opposed to $15.3 billion in 1959. 

In the face of such adverse economic conditions, 

the Minister of Finance espoused a policy of monetary ease 

to remedy the situation, while Mr. Coyne, on the other hand, 

was advocating a policy of restraint. Needless to say a 

policy of restraint was not seen with great enthusiasm in 

Government ranks, especially since persistent rumors of a 
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forthcoming general election were being circulated across 

the country at the time. 

Thus, it can be advanced that as a result of the 

interplay of political and economic forces, conditions were 

ripe for a clash to develop between the Governor of the Bank 

and the Minister of Finance. The outcome of the events, 

however^ should not be attributed solely to political and 

economic conditions. Other factors contributed to the Coyne 

Affair and for purpose of clarity a distinction will be made 

between possible distant and proximate causes. 

Distant Causes 

The term distant causes is taken to mean the various 

facts, events and circumstances which contributed indirectly 

to the events of mid-1961. In the light of this definition, 

the first cause and possibly the most important one can be 

found in that piece of legislation governing the Bank of 

Canada, the Bank of Canada Act.22 As of mid-1961, this Act 

omitted any reference to the precise relationship between 

the Bank of Canada and the Government. This fact led to 

vast uncertainty with regard to the ultimate responsibility 

for monetary policy in Canada. As will be seen in Chapter II, 

Section 1, the official interpretation of the concept of an 

22Canada, An Act to Incorporate the Bank of Canada, 
Chapter 13 (Ottawa: Queen's Printer, 1952), pp. 187 to 208. 
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ideal relation between the Bank of Canada and the Government 

changed significantly from 1934 and mid-1961. It was not 

until 1967 that a precise outline of the relation between 

the Bank of Canada and the Government became legally incor­

porated in the Bank of Canada Act. 

A second distant cause for the turn of events can be 

explained by the apparent lack of worthwhile communication 

between Mr. Coyne and Mr. Fleming. This problem stemmed 

possibly from their conflicting personalities and possibly 

also, as mentioned earlier, from mutual apprehension and 

mistrust. The weak line of communication between the two 

appeared to originate also in their different understanding 

of Canada's economic problems and solutions to them. Various 

events during Mr. Coyne's first five years in office brought 

to the fore their disagreement on economic matters and led 

to a strained and difficult relationship. 

One of these came in November 1957, when the Gover­

nor stated his disagreement over the Minister of Finance's 

suggestion that the chartered banks' agreed minimum liquid 

assets ratio be reduced from fifteen to thirteen per cent. 

Fleming's contention was that this action would stimulate 

an increase in bank loans and particularly loans to small 

businesses by encouraging the chartered banks to reduce 

their holdings of Treasury bills and other liquid assets. 

Coyne vehemently opposed this suggestion and in two letters 
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addressed to Mr. Fleming on November 19 and December 5, 

1957, he s t a t ed h i s r e fusa l to adhere t o Mr. F leming ' s 

idea , say ing: " I do not th ink such a p o s i t i o n would be 

sound and I do not th ink you (Mr. Fleming) should expect 

me t o sponsor a proposal which I cannot in good conscience 

agree w i t h . " 2 3 The inc iden t died out , but Mr. Fleming, 

dur ing the heat of t he Coyne Affa i r , s t a t e d wi th r e s p e c t 

to the event t h a t the Government's r e l a t i o n s h i p with the 

Governor of the Bank of Canada, i n regard to monetary p o l i c y 

and monetary o p e r a t i o n s , had been se t w i th in the framework 
24 

of the position which the Governor took in November, 1957. 

A third point of importance, which undoubtedly led 

indirectly to the request for Mr. Coyne's resignation, was 

the large and important debt management operation known as 

the Conversion Loan of July-September 1958. The Canadian 

fiscal authorities had decided that, in order to clear away 

the substantial number of Victory Bonds which were approach­

ing maturity and also to restore confidence in Government 

bonds, Victory Bonds totalling over ^6.4 billion should be 

converted into longer term issues. Mr. Coyne was one of 

the main architects behind this operation, which lengthened 
23J. E. Coyne, Letter to the Hon. D. M. Fleming, 

Minister of Finance (Ottawa, December 5, 1957), p. 2. 

24Canada, House of Commons Debates, 4th Session, 
24th Parliament (Ottawa: Cueen's Printer, June 26, 1961), 
p. 7040. 



23 

the maturity date of over $5.8 billion of Victory 3onds 

(45 per cent of the then outstanding marketable debt), 

coming due from 1959 to 1966. The operation extended the 

average maturity of the public's holdings by almost seven 

years, that is, to fourteen and three-quarters years. To 

achieve this end, the terms were made extremely attractive 

and the operation was presented as a patriotic endeavour. 

Moreover, the prices of Victory Bond issues were raised and 

fixed so that throughout the operation, the Bank of Canada 

had to support bond prices in the face of a rapid upward 

adjustment of interest rates in the United States. Wnen 

market support was withdrawn, market prices fell and rates 

increased. As a result, credit conditions tightened con­

siderably in Canada. 

Although the operation was a large success as far 

as lengthening the maturity of the debt was concerned, its 

wisdom was questioned by many, in view of the fact that it 

revealed fundamental conflicts in economic policy. For 

example, a large budgetary deficit of $1.4 billion had been 

announced in June 1958 to combat recessionary tendencies in 

the economy. Thus the Conversion Loan operation defeated 

the government's fiscal policy objectives. An hypothesis 

as to the reason for Mr- Coyne's full support of the opera­

tion was formulated by D. H. Fullerton.2^ He wrote that 

25D. H. Fullerton, The Bond Market in Canada (Toronto: 
Carswell, 1962), p. 247. 
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Governor Coyne s t rong ly disapproved of the s ize of the 

budget d e f i c i t and decided to push the Conversion Loan as 

a c o u n t e r v a i l i n g t echn ique , in order to ensure t h a t the 

economy did not p ick up steam too r a p i d l y ; as i t had from 

1955 to 1957. I t can thus be concluded t h a t the events of 

mid-1961 suggest t h a t tne long shadow of the Conversion Loan 

was p r e s e n t , al though unacknowledged. 

A fou r th d i s t a n t cause to the a f f a i r l ay in the 

f ac t t h a t the f i n a n c i a l community and some Canadian academic 

economists had g radua l ly l o s t confidence in the Bank of 

Canada's p o l i c i e s and l e a d e r s h i p . During Mr. Coyne's term 

of o f f i c e , i t appears t h a t t he re were no r egu la r c o n s u l t a ­

t i o n s between the Bank of Canada and the f i n a n c i a l community, 

for example, with the cha r t e red banks, i n order to exp la in 

the Bank's broad aims and p o l i c i e s . Furthermore, Mr- Coyne 

was accused by two economists , H. S. Gordon and L. M. 

Read2 6 of having tw i s t ed the money supply f igu res i n the 

Bank's Annual Report for 1957, so as to give the impress ion 

t h a t a t i g h t money p o l i c y never e x i s t e d from mid-1955 to 

mid-1957, when i n f a c t the Bank of Canada had pursued such 

a p o l i c y . 

^bH. S. Gordon and L. M. Read, "The P o l i t i c a l Eco­
nomics of the Bank of Canada," Canadian Journal of Economics 
and P o l i t i c a l Science, Vol. 24, No. 4 (November 1958), 
pp . 465-482. 
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Proximate Causes 

It can be said that although the above-mentioned 

distant causes contributed indirectly to the Coyne Affair, 

the real genesis of the affair appeared to lay in the fol­

lowing two proximate causes: the public speeches made by 

Mr. Coyne, and the letter from the academic economists re­

questing Governor Coyne's dismissal. 

Public speeches 

The already uneasy relationship between the Diefen­

baker Government and the Bank of Canada was aggravated in 

the fall of 1959, when Mr. Coyne launched a series of 

precedent-shattering public speeches in which he became an 

exceedingly vocal critic of the Canadian economy. From 

November 16, 1959 to March 17, 1961, the Governor delivered 

some twelve speeches across Canada. His main theme was that 

Canada had been living beyond its means, living by the pro­

ceeds of foreign capital. The reasons given by Mir. Coyne 

for making these speeches were as follows: 

(a) to encourage greater public information and public 

discussion of sound monetary policies; 

(b) to point out how monetary policy was affected by 

activities in other fields of economic policy; 

(c) to point to the growing danger to the Canadian 

economy and to the maintenance of sound money that 

lay in the continuation of very large deficits in 
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our balance of payments and in the growing domina­

tion by foreign corporations; 

(d) to emphasize that monetary policy could not do the 

whole job alone; 

(e) to bring prominently before public opinion the fact 

that unemployment, in general, was not likely to be 

overcome merely by the use of monetary policy; 

(f) to encourage widespread discussion about the economic 

problems then facing Canada. 

As will be seen in Chapter IV, Coyne's views and 

proposals put forward in these speeches created a series of 

mixed reactions from various groups, for example, the aca­

demic economists, the press, etc. Most important, these 

speeches had become embarrassing to the Government, whose 

prime objective then was to eliminate recessionary tendencies 

in the economy and no doubt, Coyne's views and proposals on 

economic matters contained therein, led to the Finance 

Minister's request for the Governor's resignation on May 30, 

1961. 

The Academic Economists 

The second major factor contributing directly to 

the Coyne Affair was a letter, sponsored by Professor H. S. 

Gordon, which was circulated to Canadian University econo­

mists in December 1960. It was addressed to the Minister 
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of Finance and urged him to take whatever action might be 

necessary for the dismissal of Mr. Coyne. The text of this 

letter is contained in Appendix II. The issue would pos­

sibly have remained unnoticed by the public if it had not 

been for a leak of the letter to the press and the subse­

quent wide publication of its content, even before many 

economists had received it. Originally the letter had been 

signed by ten economists from Carleton University and the 

University of Toronto. Despite the fact that it had been 

made public, twenty-nine economists representing nine Cana­

dian Universities signed the letter which was then forwarded 

to the Minister of Finance. 

Professor Gordon pointed out in the Preface of a 
27 

book entitled The Economists Versus the Bank of Canada, 

that these academic economists protested only because they 

believed that the seriousness of the situation demanded it. 

These economists had defied tradition by not attacking the 

policy itself, because as they said "we believed, and we had 

powerful reasons for believing, that the present Governor 

is an independent source of economic difficulty and insta-
28 

bility in Canada." The Minister of Finance simply 

27H. S. Gordon, The Economists Versus the Bank of 
Canada (Toronto: Ryerson Press, 1961), p. vii. 

28Ibid., p. viii. 
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acknowledged the letter, but no doubt this letter influenced 

his decision to request Coyne's resignation on May 30, 1961. 

In the foregoing pages, an attempt has been made to 

outline objectively the elements constituting and contri­

buting to the Coyne Affair. The next three chapters will 

be devoted to the search for a deeper understanding of the 

elements leading to the events of mid-1961. The first of 

these will be concerned with an investigation of the role 

of the Bank of Canada in the years preceding the affair. 



CHAPTER II 

THE BANK OF CANADA IN THE YEARS 

PRECEDING THE COYNE AFFAIR 

In the process of formulating and implementing public 

policy in Canada, the Bank of Canada, established in 1934, 

is one of the country's most important institutions. Its 

role is stated generally in the Preamble of the Bank of 

Canada Act, which reads: 

Whereas it is desirable to establish a central bank 
in Canada to regulate credit and currency in the 
best interests of the economic life of the nation, 
to control and protect the external value of the 
national monetary unit and to mitigate by its in­
fluences fluctuations in the general level of pro­
duction, trade, prices and employment, so far as may 
be possible within the scope of monetary action, and 
generally to promote the economic and financial wel­
fare of the Dominion.1 

During the period extending from July 3, 1934, when 

the Bank of Canada Act was passed, to mid-1961, when the 

Coyne Affair erupted, the constitutional position of the 

Bank of Canada changed considerably. Furthermore, the role 

of the Bank in the sphere of economic policy evolved signi­

ficantly. After World War II, the Bank became more and more 

concerned with the way in which monetary policy was combined 

with other economic policies in the attempt to attain the 

^Canada, An Act to Incorporate the Bank of Canada 
(Ottawa: Queen's Printer, 1952), p. 187. 
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broad economic objectives of the community. This new empha­

sis, as explained by Governor L. Rasminsky a few years ago, 

arose, 

In par t out of the continued accumulation of cen­
t r a l banking experience. In par t i t r e su l t s from 
developments in economic thinking and knowledge. 
. . . For the most par t , however, i t r e f l e c t s the 
grea t ly increased r e spons ib i l i t y tha t has been 
assumed by the governments of most countr ies , . . . 
for the attainment of specific economic goals, and 
in pa r t i cu la r for the maintenance of high l eve l s of 
employment and r i s ing standards of l i v ing of a l l 
sections of the populat ion. 2 

However, during Mr. Coyne's governorship, the Bank 

of Canada came under severe c r i t i c i sm for the manner in 

which i t employed monetary policy as a s t a b i l i z a t i o n techni ­

que. In addit ion, the Bank's autonomy and the authori ty of 

i t s management were strongly challenged. 

Thus, in order to have a be t t e r understanding of the 

events of mid-1961 and before a considerat ion of Governor 

Coyne's economic reasoning and policy proposals , i t seems 

appropriate to examine (1) the cons t i tu t iona l pos i t ion of 

the Bank of Canada from 1934 to mid-1961, (2) the c r i t i c i sms 

levied at the Bank's independence and (3) the c r i t i c i sms 

directed at the Bank's monetary policy from mid-1955 to mid-

1961. 

^L. Rasminsky, "The Role of the Central Banker Today, 
The Canadian Banker, Vol. 74, No. 1 (Spring 1967), p . 31 . 



31 

1. The Constitutional Position of the Bank 
of Canada from 1934 to mid-1961 

The constitutional position or status of the Bank 

of Canada is understood to signify the system of fundamen­

tal rules and principles governing the Bank of Canada, as it 

affects its relationship with the government. As mentioned 

in Chapter I, Section 3, the original Bank of Canada Act 

omitted any formal reference to the exact relationship bet­

ween the Bank of Canada and the government. It will become 

evident, however, that the official interpretation of this 

relationship changed significantly between 1934 and mid-1961. 

A discussion of the relationship between the Bank of 

Canada and the government during the twenty-seven years from 

1934 to mid-1961 focuses on two distinct periods: (a) the 

period mid-1934 - mid-1955; that is, from the creation of 

the Bank of Canada to the emergence of "tight money" in mid-

1955; (b) the period mid-1955 to mid-1961; more precisely, 

to the appointment of Mr. L. Rasminsky as Governor of the 

Bank on July 24, 1961. The first period will be discussed 

very briefly, as the question of the constitutional position 

of the Bank of Canada has been considered at length in various 

articles and textbooks.3 The second period, however, because 

3In this regard, see E. P. Neufeld, Bank of Canada 
Operations and Policy (University of Toronto Press, 1958), 
pp. 3 to 20; also H. S. Gordon, "The Bank of Canada in a 
System of Responsible Government," The Canadian Journal of 
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of its relevancy in examining the elements constituting the 

Coyne Affair, will be analysed in greater detail. 

Period mid-1954 to mid-1955 

Following a recommendation of the Report of the 

(Macmillan) Royal Commission on Banking and Currency (1933), 

the Bank of Canada was created in 1934 and was originally 

thought of as being subject only to the ultimate sovereignty 

of Parliament and thus "free from the fear of interference 

for political ends in operating the delicate mechanism of 

the national monetary and financial machine." Central bank 

policy was regarded as being "national policy in the sense 

that it was not dictated by the government of the day or by 

financial interests but rather was formed by directors from 

Economic and Political Science, Vol. 27, No. 1 (February, 
1961), pp. 1-22. The former distinguishes between three 
periods in the evolution of the constitutional position of 
the Bank of Canada up to 1956: (a) period mid-1933 - late 
1935, which he termed "Attempt at Independence," (b) late 
1935 to the Bank of Canada Act amendments in mid-1936, 
known as the period of "Effective Government Control" and 
(c) the period mid-1936 to 1956 "The Clarification of the 
Concept." H. S. Gordon's discussion of the same topic, but 
from 1934 to 1961, distinguished between two periods, demar­
cated by the emergence of tight money, about the middle of 
1955. Also, the recently published textbook by G. F. Bore­
ham, et al, Money and Banking, Analysis and Policy in a Cana 
dian Context (Toronto: HoltJ Rinehart and Winston, 1969), 
pp. 212-222, discusses the changing relations between the 
Bank of Canada and the government from 1934 to 1967, as well 
as the relationship between the Central Bank and the govern­
ment in other countries. 

^Canada, The Report of the Royal Commission on Bank-
ing and Currency (Ottawa: King's Printer"̂  1933), paragraph 

srt: 
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various other occupations and concurred in by the government-

approved Governor." 

The above constitutional position did not last long, 

since under a new Liberal government, the Bank of Canada Act 

was amended in 1936 and again in 1938, giving effect to a 

more direct role of the government in central banking. As a 

result, the monetary policies which the central bank decided 

to adopt were intended to be in harmony with the views of the 

government of the day. 

In 1941, Mr. Ilsley, then Minister of Finance, in a 

lengthy statement to the House of Commons6 asserted clearly 

and without equivocation the doctrine that the central bank's 

policy was subservient to that of the government and that a 

bank management that was unwilling to carry out the govern­

ment's policy would be expected to resign. Mr. Abbott, the 

next Minister of Finance, was in complete agreement with 

this position. 

In 1954, the Governor of the Bank, Mr. G. Towers, 

presenting evidence before the House of Commons Banking and 

Commerce Committee, also agreed with this official interpre­

tation of responsibility when he stated before the Committee 

^E. P. Neufeld, Bank of Canada Operations and Policy 
(University of Toronto Press, 1958), p. 8. 

^Canada, House of Commons Debates, Section 4 (Ottawa: 
Queen's Printer, 1941), p. 3936. 
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t h a t " the Bank's monetary po l i cy was the p o l i c y of the 

Government and t h a t i f the management of the Bank d i sagreed 

s e r i o u s l y with the Government's p o l i c y and was unwi l l ing t o 

implement i t , then there would have to be a change i n the 

management."''' However, the p r e c i s e s tage at which a governor 

would be expected to r e s ign i n the case of a major d i s a g r e e ­

ment was u n c e r t a i n . Never the less , i t was broadly the con­

sensus of opin ion t h a t the u l t ima t e r e s p o n s i b i l i t y for over ­

a l l monetary p o l i c y was the government 's a lone , but t h a t the 

execut ion of i t should be l e f t t o the Bank's management. This 

i n t e r p r e t a t i o n , however, did not s tand the t e s t of t ime . 

Per iod mid-1955 to mid-1961 

In December 1954, Mr. J . E. Coyne became the second 

governor of the Bank of Canada. In May 1956, appear ing as 

a wi tness before the House of Commons Standing Committee on 

Banking and Commerce, Mr. Coyne e s s e n t i a l l y r e i t e r a t e d h i s 

p r e d e c e s s o r ' s s tatement on the concept of the c o n s t i t u t i o n a l 

p o s i t i o n of the Bank. He s t a t e d : 

Mr. Towers did p o i n t out , of cour se , as anyone must, 
t h a t i f the government of the day were s u f f i c i e n t l y 
d i sp l ea sed wi th the bank or the management of the 
bank, they could put i n motion s teps which would 
b r ing a change i n the management. At some s tage i n 
t h a t p r o c e s s , i f the government were so determined 

'Canada, House of Commons, Standing Committee on 
Banking and Commerce, No. 16 (Ottawa: March 30, 1954), 
p . 883. 
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as to make a real issue of it, a public issue 
presumably, the governor would have to re sign. ° 

Mr. Coyne, however, seemed to disagree with Mr. 

Towers on the matter of government responsibility for mone­

tary policy. He stated: 

I do not think it follows ... that because the gov­
ernment can bring about the removal of the gover­
nor of the bank therefore the governor of the bank 
must do whatever the government wants him to do. 
... The bank is not in the position of daily re­
ceiving instructions or indeed receiving instruc­
tions at all from the government in those matters 
which by statute are assigned to the responsibility 
of the management of the bank... 

From this statement, Mr. Coyne seemed to imply that the Bank 

of Canada was autonomous in formulating and implementing 

monetary policy. 

In 1956, Mr. W. E. Harris, the Liberal Minister of 

Finance, disclaimed any responsibility for the current re­

strictive policies of the Bank of Canada manifested in, among 

other things, the rise in the Bank rate. Supported by Prime 

Minister L. S. St. Laurent, he suggested that the proper 

interpretation of the Bank of Canada Act was that it was 

designed to "vest in the officials of the Bank independent 

authority."10 Mr. D. M. Fleming, then financial critic for 

°Canada, House of Commons, Standing Committee on 
Banking and Commerce, 3rd Session, 22nd Parliament, No. 10 
(Ottawa: May 22, 1956), p. 373. 

9Ibid. 

lOcanada, House of Commons Debates (Ottawa: Queen's 
P r i n t e r , August 10, 1956), p . 7352. 
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the opposition, vehemently opposed this position and stated 

that the principles of responsible government were being 

undermined and threatened by the government's failure to 

accept responsibility for the Bank of Canada.H 

The same Mr. Fleming, after he had become Minister 

of Finance in 1959, in contrast to his previous position on 

the concept of responsibility for monetary policy, reversed 

his stand on the matter and asserted that the Bank of Canada, 

not the government, was responsible for monetary policy. He 

thus stated: "I wish to make it quite clear that the govern­

ment, as such, does not exercise control over the money sup-

ply or over the amount of money in circulation."x He also 

dissociated the government from any responsibility for mone­

tary policy by drawing a sharp distinction between monetary 

policy for which the Bank of Canada was exclusively respon­

sible on the one hand, and debt management policy and fiscal 

policy for which the government was solely responsible on 

the other. 

This strict division of responsibility between the 

Bank and the government was apparently acceptable to Mr. 

Coyne. Before the Canadian Club in Montreal, in 1959, he 

said: "We thought the best approach was for the Bank of 

11Ibid., p. 7457. 

l2Canada, House of Commons Debates (Ottawa: Queen's 
P r i n t e r , Sess ion of 1959), p . 3098. 
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Canada,to exercise Its responsibility for money supply ... 

while the government exercised Its responsibility for 

fiscal policy and public debt policy." 3 

Thus, according to both Mr. Fleming and Mr. Coyne, 

the Bank was autonomous in the formulation and implementa­

tion of monetary policy in Canada. In the early sixties, 

however, Mr. Fleming seemed to have realized that the demar­

cation of responsibility was unworkable, as he and Mr. Coyne 

disagreed about the country's economic objectives. Also, 

the Bank of Canada and the government were apparently at 

odds as to the monetary policy which should be conducted. 

Although he had maintained during his years in 

office that In the case of a major disagreement on policy 

matter, the governor should resign, Mr. Coyne refused to 

follow this principle when confronted with the request for 

his resignation in May of 1961. What is more surprising is 

that during the heat of the Coyne Affair, Mr. Coyne seemed 

to have radically changed his position on the question of 

the relation between the Bank and the government. In a let­

ter to the Finance Minister, on June 9, 1961 and released 

on June 13, 1961, he wrote: 

I have expressed the view frequently, and I have 
no doubt this has been reported to you, that the 

13j. E. Coyne, Speech delivered at the Meeting of 
the Canadian Club (Montreal, November 16, 1959), p. 14; 
see also, Bank of Canada, Press Release, November 16, 1959. 
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relationship of the Bank to the Government should 
be clarified and the overriding responsibility 
for monetary policy declared to rest on the Govern­
ment (as it always has done in fact) by appropriate 
provision in the statute.14 

He continued: 

I have never myself held or expressed the view that 
the Bank of Canada is a free-wheeling agency so 
independent that it can carry on monetary policy 
contrary to the wishes of the government£3and sup­
port government policy, insofar as action by the 
Bank of Canada may be relevant.15 

This latter statement was apparently in direct con­

flict with the Governor's own assertion in 1956, before the 

Commons Banking and Commerce Committee and again in 1959, 

before the Canadian Club in Montreal, where he seemed to 

agree that the Bank of Canada was autonomous in formulating 

and implementing monetary policy. 

The following conclusion of Mr. Coyne's letter bore 

close resemblance to the clarification of the concept of 

responsibility enuntiated by Mr. L. Rasminsky, when the 

latter took over as Governor. It read: 

I have long felt that the Bank of Canada Act 
should contain certain provisions similar to 
those in the Bank of England Act, Section 4(1) 
and (2) of vihich read as follows: 

4(1) The Treasury may from time to time give 
such directives to the Bank as, after 

•"•̂ J. E. Coyne, Letter to the Hon. D. M. Fleming, 
Minister of Finance (Ottawa, June 9, 1961), p, 1. 

ISlbid., p. 2. 
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consul ta t ion with the Governor of the 
Bank, they think necessary in the public 
i n t e r e s t . 

(2) Subject to any such d i rec t ives , the 
a f fa i r s of the Bank sha l l be managed by 
the Court of Directors in accordance with 
such provisions (if any) in tha t behalf 
as may be contained in any charter of the 
Bank for the time being in force and any 
by-laws made t h e r e u n d e r . 6 

I t i s d i f f i cu l t to explain why Mr. Coyne's views on 

the above matter changed subs tant ia l ly from 1959 to 1961. 

One explanation i s that an exchange of ideas on the matter 

of the cons t i tu t iona l posi t ion of cent ra l banks between 

Governor Coyne and Lord Cobbold, then Governor of the Bank 

of England, short ly before the Affair erupted, contr ibuted 

to Coyne's reversing his stand on the mat ter . 

By way of comparison, i t should be pointed out that 

in other countr ies , the re la t ionship between the cen t ra l 

bank and the government "ranged from a pos i t ion of almost 

complete independence in normal times to that of a mere 
17 bureau of the finance department." A number of cen t ra l 

bankers from the Commonwealth and other countries (Canada 

excluded), presented br ie fs and gave oral evidence to the 

Br i t i sh Committee on the Working of the Monetary System (1959) 

headed by Lord Radcliffe, and a l l the centra l bankers s ta ted 

l g I b i d . , p . 3 . 
1^G. F. Boreham, et al, Money and Banking, Analysis 

and Policy in a Canadian Context (Toronto: Holt7 Rinehart 
and Winston, 1969), p. 218. 
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that t h e i r po l i c ies were ful ly in tegra ted with those of 

the i r governments and that the government accepted f u l l 

r e spons ib i l i ty for the basic monetary po l i c i e s of the i r 

i n s t i t u t i o n s . 

Another possible reason as to why Governor Coyne 

reversed his pos i t ion on the matter of the r e l a t i o n between 

the Bank and the government may be explained by the fact 

tha t the Bank of Canada's s ta tus of independence and the 

Bank's monetary pol ic ies had come under severe c r i t i c i sm at 

the end of the f i f t i e s and ear ly s i x t i e s . Thus Mr. Coyne 

may have real ized that a c lear-cut c l a r i f i c a t i o n of the con­

cept of r e spons ib i l i ty for monetary policy along the l i ne s 

which he suggested on June 9, 1961, was warranted in order 

for the Bank to f u l f i l l i t s ro le adequately. The next two 

sections of t h i s chapter wi l l examine these c r i t i c i sms . 

2 . Crit icisms of the Bank of 
Canada's Independence 

In the changing p o l i t i c a l and economic environment 

af ter 1954, not only the Bank's po l i c i e s (to be examined in 

Section 3), but also the question of the Bank's independence 

came under close scrutiny and became subject to wide c r i t i ­

cism. Referring to such c r i t i c i sm, E. P. Neufeld then wrote: 

The force and the pers is tence of the c r i t i c i sm 
may in par t be explained by a coincidence of 
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events which included a move towards severe monetary 
restraint, a change of governor at the Bank of 
Canada, two national elections, and a change in 
government. 1 8 

One of the most severe critics no doubt was H. S. 

Gordon, who, in the book entitled The Economists Versus the 

Bank of Canada, expounded on the special and extraordinary 

constitutional status which the Bank enjoyed. He pointed 

out that partly because of the legislation and also to a 

very large degree because of the denial of the government 

responsibility for monetary policy made by Mr. W. E. Harris 

and Mr. D. M. Fleming, both Ministers of Finance, in the 

second half of the fifties, the Bank of Canada had, in his 

words, "been cut free from the chain of responsibility that 

is supposed to bind all governmental functions together in 

II 19 
a democratic parliamentary system." 

He also questioned the Bank's direct responsibility 

to Parliament on the grounds that Parliament did not have 

the opportunity to debate the policies of the Bank. The 

Annual Reports of the Governor of the Bank to the Minister 

of Finance, although tabled in the House of Commons, were 

not presented for debate. Furthermore, the Reports were 

1 8 E . P. Neufeld, "The Bank of Canada's Approach to 
Central Banking," Canadian Journal of Economics and Poli­
tical Science, Volume 24, No. 3 (August 1958), p , 332. 

1 9 H . S. Gordon, The Economists Versus the Bank of 
Canada (Toronto: Ryerson Press^ 1961), p. 3. 
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not usually referred to the Standing Committee on Banking 

and Commerce for discussion. A private member could put 

forward a bill so that a special debate be held on the 

above matters, but H. S. Gordon's contention was that this 

action would be useless when the subject under discussion 

was not part of government responsibility. 

Another point made by H. S. Gordon was that of the 

20 

Bank's f inancia l independence. The Bank, although i t r e ­

ceived a large revenue each year chiefly from in t e r e s t on 

i t s government bond holdings, did not publish a statement of 

operating expenditures, and these expenditures were not sub­

jec t to examination by the Auditor-General. Thus, the operat­

ing expenditures of the Bank were not opened to public scru­

t iny . Professor Gordon concluded that central bank indepen­

dence was unwarranted as , in h is words : 
Insuff ic ient pragmatic reasons ex is t to jus t i fy 
the signal departure from the pr inc ip le of p o l i ­
t i c a l r e spons ib i l i t y the Bank of Canada represents 
. . . I do not think i t can be shown that the pre­
servat ion of democratic government requires i t s 
indep endenc e . 2 1 

Another c r i t i c of the Bank's independence was H. G. 

Johnson. The l a t t e r wrote on t h i s subject : 

2 0H. S. Gordon, "The Bank of Canada in a System of 
Responsible Government," Canadian Journal of Economics and 
P o l i t i c a l Science (February, 1961), Vol. 27, No. 1 ) , p . 1 1 . 

Ib id . , p . 22. 
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The recent fracas over monetary policy in Canada 
suggests that some of the traditions that Canada 
has taken over from Britain may be Inappropriate 
for the efficient conduct of policy. One of 
these is clearly the tradition of central bank 
independence... 2 

While H. S. Gordon and H. G. Johnson's criticisms 

of the Bank's independence seem plausible, especially in view 

of the current inappropriate monetary policy and also because 

of the problems plaguing Canada at the time, an equally strong 

case could be made for preserving some measure of freedom for 

the Bank within government. 

The original Bank of Canada Act would seem to indi­

cate that the intention of Parliament was to set up an inde­

pendent institution, mainly to avoid political interference. 

It can also be advanced that an independent central bank is 

able perhaps to take a further reaching view of monetary 

policy and is not subject to the same pressures that might 

develop within government to be responsive to short-term 

considerations. 

There are a variety of views as to the appropriate 

legal relationship between the central bank and the govern­

ment. At one extreme, there is the view that the central 

bank is no more than a technical arm of government, thus 

requiring no significant degree of independence. At the 

22 
H. G. Johnson, Canada i n a Changing World Economy, 

Chap. IV (Univers i ty of Toronto P r e s s , 1962), p . 4 3 . 
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other, there is the view that a wide separation between the 

power of the government to spend money and the power to 

create it is necessary; thus the Bank is completely inde­

pendent of the government. Between these two extremes, 

there are a number of possible degrees of independence. Mr. 

L. Rasminsky, discussing the virtues of preserving a degree 

of autonomy, at one time stated: 

There are important advantages in arrangements 
under which a central bank has enough independence 
to insulate the management of its operations from 
the political side of government and to ensure 
that the central bank c an act as a formidable ob­
stacle to the misuse of the monetary instrument. 
So far as basic policy is concerned, however, in 
most countries, it would not be regarded as accept­
able for the central bank to be able to thwart the 
government if the latter is prepared to take a com­
plete responsibility for bringing about a change of 
monetary policy in a way that causes the issues to 
be placed before the public in a clear and open man­
ner .23 

As will be considered in Chapter V, the experience 

of the Bank of Canada since mid-1961, whereby the central 

bank preserves some measure of autonomy, on the whole seems 

to have worked out well. 

Critisisms of the Authority of the Bank 
of Canada's Management 

Associated with the criticisms of the Bank's inde­

pendence were those directed at the authority of Its 

2,5L. Rasminsky, "The Role of the Central Banker 
To-day," The Canadian Banker, Vol. 74, No. 1 (Spring, 1967), 
p. 35. 
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management. The responsibility for the affairs of the Bank 

of Canada rests with a Board of Directors, composed of the 

Governor as Chairman, the Deputy Governor and twelve direc­

tors. The Deputy Minister of Finance or a person delegated 

by him sits on the Board as an ex officio member and has no 

voting right. ̂  Professor Gordon attacked specifically the 

strong position of the Governor and the Deputy-Governor of 

the Bank when he suggested that "the Bank's senior officials 

enjoyed a security of tenure that was second to none in the 

public service"2^ as they held office during good behaviour, 

and thus could be removed only after a joint address passed 

by both the House of Commons and the Senate. Consequently, 

it was very difficult to remove a Governor or a Deputy-

Governor from office. 

Secondly, on this same matter, Professor Gordon 

charged that the Governor was free to make his own policy 

decisions, as "in actual practice, the Board of Directors 

exerted practically no influence on the management or poli­

cies of the Bank. ... The Board of Directors of the Bank 

operated, then, not as a superior body to which the Bank's 

24Further details pertaining to the management of 
the Bank of Canada are contained in Bank of Canada, Evi­
dence of the Governor Before the Royal Commission on Banking 
and Finance (Ottawa: May 1964), pp. 90-98 and 113. 

2§H. S. Gordon, The Economists Versus the Bank of 
Canada (Toronto: Ryerson Press, 1961), p. 5. 
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management was subservient but as a buffer between the mana-

26 

gement and the Minister of Finance." He further ques­

tioned the right of veto of the Governor, especially on the 

grounds that it was unlikely that the Board would succeed 

in passing a resolution that was against the wishes of the 

Governor, when the Governor was empowered by law to veto 

that decision. He concluded that it was quite clear that 

the management of the Bank was "placed in a position of al-

27 most unchallengeable power." 

Another academic economist seemed to link the diffi­

culties that Canada had with its central bank in the late 

fifties and early sixties not only to the excessive author­

ity of its management, but also to the absence of specific 

economic policy objectives in Canada. He thus reasoned as 

follows: 

It is not enough to select intelligent, responsible 
and well-trained people and to put them in charge 
of the central bank's policy operations armed only 
with general instructions to aim at some vaguely 
described desirable general objectives. Without 
concrete specification of the objectives to be 
aimed at and a clear understanding of the proce­
dures to be followed in achieving them, it is only 
too easy for the central bank to cover up its mis­
takes or disguise the fact that it is pursuing 
other objectives than those intended, and only too 

goIbid., p. 6. 
2 7 H . S. Gordon, "The Bank of Canada i n a System 

of Responsible Government," The Canadian Journa l of Econo-
mlcs and P o l i t i c a l Science, Vol . 27, No. 1 (February, 1961), 
p . 1 1 . 
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difficult for outside observers to detect these 
mistakes or convert changes in objectives.28 

These were some of the major criticisms directed 

at the Bank's management. It could be argued with respect 

to H. S. Gordon's first charge, that of the tenure of office 

of the Governor, that although it is a somewhat cumbersome 

and embarrassing procedure to remove a Governor or a Deputy 

Governor from office without valid cause, there is no reason 

why it should be easy for a government to do so. It is 

assumed, however, that a Governor who found himself in clear 

and basic disagreement with the views of the government would 

resign, whether or not a directive were used. 

The second charge levied by Professor Gordon concerned 

the relation between the Governor and the Board of Directors. 

It is true that the Bank of Canada Act provides that the for­

mulation and conduct of monetary policy is intended to be 

carried on by the Governor of the Bank, on behalf of the 

Board of the Bank. However, the Governor of the Bank, in 

reaching his decisions, knows that he will have to explain 

and justify the policies which he has followed to this group 

of men, and the meetings with the directors are frequent 

enough that the Governor is aware at all times of the general 

Hi. G. Johnson, Canada in a Changing World Economy, 
Chapter IV (University of Toronto Press, 1962), p, 42. 
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thinking of the directors with regard to monetary policy. 

With respect to the power of veto of the Governor, use of 

such action would be redundant under any directive system 

and, since it may at times inhibit Board discussion, the 

1964 Royal Commission on Banking and Finance recommended its 

abolition.29 

It is difficult to assess the relations between the 

Governor and the Board of Directors during Mr. Towers' and 

Mr. Coyne's governorships. It is certain, however, that the 

members of the Board had quite frequent opportunities to see 

the top staff of the Bank in action and form their judgments 

as to whether they were up to their responsibilities. It is 

also difficult to assess the relationship between the Gover­

nor and the Bank of Canada's senior staff. However, both 

Mr. Towers and Mr. Coyne must have recognized the need for 

all the advice they could get from the people associated per­

manently with the Bank. 

While it was true that the position of Governor from 

1934 to mid-1961 carried a fair amount of authority, the 

manner in which it has been used by Mr. Towers and Mr. Coyne 

was different. For example, Mr. Towers, during his governor­

ship extending from 1934 to the end of 1954, made infrequent 

29Canada, The Report of the Royal Commission on Bank­
ing and Finance (Ottawa: Queen's Printer, 1966), p. 551. 
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speeches, and his Annual Reports were extremely limited in 

scope and confined to the barest minimum of factual mate­

rial. Under Mr. Coyne, the Annual Reports contained the 

Governor's opinions on matters of interpretation of public 

policy as well as a great deal of factual material that was 

quite valuable for public information and discussion. Also, 

Coyne, as opposed to Towers, publicly voiced his opinion on 

economic matters. Regardless of the fact that Governor 

Coyne's economic reasoning and economic proposals were 

strongly criticized (to be considered in Chapter IV), it can 

be argued that public statements from an independent governor 

with knowledge and wisdom can do a great deal to inform the 

public and to force attention upon important economic problems. 

Thus in general, the criticisms levied at the author­

ity of the Bank of Canada's management toward the end of 

Governor Coyne's term of office, when assessed objectively 

are for the most part unjustified, as one must keep in mind 

that Canada's system of responsible conduct of policy is 

different from that of the United States, where responsibility 

for the conduct of the policies of the central banking system 

or the Federal Reserve System is vested in a Board of Gover­

nors instead of in a Governor, acting on behalf of a Board 

of Directors. 
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3. Monetary Policy of the Bank of Canada 
from mid-1955 to mid-1961: 

Under Attack 

It can be advanced that criticisms directed at the 

Bank of Canada's independence in the late fifties and early 

sixties had their genesis in the monetary policy of the 

Bank of Canada from mid-1955 to mid-1961. 

The term monetary policy is defined as the operations 

of the central bank affecting the supply, availability and 

cost of money and credit. The theories concerning how mone­

tary policy should be used, its effectiveness as a stabiliza­

tion tool, and the conduct of policy itself have undergone 

some wide changes since the Bank of Canada was formed. Partly 

because of the Keynesian theory and also because of the be­

lief that monetary policy was almost totally ineffective as 

a stabilization tool, monetary policy was, in the early years 

after World War II, virtually unused as a restraining in­

fluence to combat the postwar inflation or the exchange diffi­

culties in 1947. However, with the outbreak of the Korean 

War in June, 1950, and the limits which heavy defence expen­

ditures placed on using fiscal surpluses to combat inflation­

ary pressures, monetary policy began to be employed more 

actively in Canada for the purpose of over-all economic sta­

bilization and since then has been used in conjunction with 

other economic policies. However, although there is broad 
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agreement for the use of monetary policy as an economic 

stabilizer, there is no general agreement on just how mone­

tary policy should be conducted and also no clear-cut agree­

ment on how effective, efficient, or equitable monetary 

policy is - either as an anti-recessionary tool or as a 

restraint against price inflation. A point in case is the 

period mid-1955 to mid-1961, when monetary policy became the 

object of wide criticism. 

In this section, it is not deemed necessary to examine 

in detail the monetary policy of the Bank of Canada, as this 

topic has been developed in various textbooks. Rather it is 

intended to review and bring together major comments and 

criticisms enuntlated by some academic economists with regard 

to the monetary policy of the Bank of Canada from mid-1955 

to mid-1961. It should be pointed out that the monetary 

policy pursued by the Bank during that period can be traced 

for the most part, to Governor Coyne's economic reasoning 

and policy proposals, which will be considered in the next 

chapter. 

It seems that one major criticism directed at Bank's 

conduct of monetary policy during the period mid-1955 to mid-

1961 was that it had attached too much weight to the object­

ive of restraining inflation and too little to that of main­

taining employment. An attempt at explaining this fact was 

made by H. H. Binhammer, when he wrote: 
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During the period of the early f i f t i e s the author­
i t i e s used monetary policy with some success to 
r e s t r a i n the upward pressures on the pr ice l e v e l . 
Unfortunately, the Bank of Canada, except in a 
few instances which were generally i l l - t imed , con­
tinued a pol icy of monetary r e s t r a i n t in the second 
half of the f i f t i e s when such a policy was no 
longer appropr ia te . In re t rospec t , i t i s c lear 
that the Governor of the Bank vas t ly over-exagge­
ra ted the ev i l consequences of a moderately r i s i n g 
pr ice index and paid insuff ic ient a t t en t ion to the 
social loss of slow growth and unemployment.3^* 

Professor H. S. Gordon was also c r i t i c a l of the Bank's 

monetary pol icy. He wrote: 

The Bank has never under i t s present Governor, 
thrown i t s weight ac t ively into the b a t t l e against 
unemployment since the present Governor took off ice . 
There was a f a i r l y sharp recession in 1957-1958 
and we are now in the middle of another one. The 
Bank did not pursue an active policy of monetary 
ease and expansion in e i the r of these recess ions . 
Thus when we survey monetary policy over the past 
f ive years we find that the Bank has cons is ten t ly 
accepted only par t of i t s r e s p o n s i b i l i t i e s . I t 
has acted strongly and vigorously against i n f l a ­
t ion but i t has not acted at a l l against unemploy­
ment . 3 1 

During the period mid-1955 to mid-1957, the Bank of 

Canada pursued a t igh t money pol icy . From an economic stand­

point , the Bank's monetary policy was correc t , since i t 

helped control the inf la t ionary forces tha t were then c lear ly 

act ive in the Canadian economy. The c r i t i c i sm levied by 

3 0H. H. Binhammer, "Canada's Foreign Exchange Prob­
lems: A Review," Kyklos, Vol. 17, Cop. 4 (Switzerland, 1964), 
p . 640. 

3 lH. G. Gordon, The Economists Versus the Bank of 
Canada (Toronto: Ryerson Press, 1961), p . 13 . 
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H. S. Gordon with regard to that period was not directed at 

the policy of the Bank, but at the fact that the 1957 Annual 

Report of the Governor to the Minister of Finance denied 

that tight money had even existed; in fact, Coyne asserted 

in the Report that the Bank had followed a policy of monetary 

ease, substantiating this statement by a money supply figure 

which included the bank deposits of the Federal government, 

whereas in previous years these had been excluded from the 

definition of the money supply. This new definition showed 

that money supply in Canada had increased by the substantial 

amount of $37 6 million between August and December 1957. 

In the period 1958 to 1960, the Bank of Canada was 

again strongly criticized for its approach to monetary 

policy. One critic, H. G. Johnson, wrote: "Instead of the 

expansionary monetary policy indicated by elementary theory 

as appropriate to the circumstances, the policy actually 

adopted was one of severe monetary contraction during the 

crucial period 1958-60."32 

It should be noted that in 1958, the money supply 

rose substantially, as seen in Appendix III, Table 1 -

Currency Outside Banks and Chartered Bank Deposits - this rise 

was not the result of an active monetary policy on the part 

32H. G. Johnson, "Economic Nationalism in Canadian 
Policy," Lloyd's Bank Review, No. 74 (October 1964), pp. 
25-35. 
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of the Bank but was rather a consequence of the Conversion 

Loan program of that year. In this regard R. C. Mclvor 

wrote: 

Its Conversion Loan Operation timing was most 
unfortunate, occurring as it did with the Gov­
ernment's large deficit, disorganizing the bond 
market and contributing to still higher yields 
in a period when the government was continuing 
to urge the need for expansionist policies.33 

This last view was apparently not shared by the cen­

tral bank authorities who, in late 1958, virtually froze the 

money supply for the following two years, despite the fact 

that a short-lived economic recovery had given way to per­

sistent recessionary tendencies by mid-1959. The monetary 

authorities' behaviour may have resulted from the fact that 

they had been too late and too easy in restraining the 1955-57 

boom. Also, they were aware of the difficulties stemming 

from the high liquidity created in 1954 and were influenced 

by continuing price increases and fears of inflation. Thus, 

the policy of vigorous restraint contributed to the fact that 

the 1958-60 expansion was the weakest since World War II. 

In October 1960, the money supply rose but, as explained by 

H. S. Gordon, this rise "was due not to an active policy of 

the Bank of Canada but to congestion in the securities 

33R. C. Mclvor, "Canada," Commonwealth Banking Sys­
tems, ed. W. F. Crick (Oxford: Clarendon Press, 1965)7 
p. 444. 
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markets produced by the large issue of Canadian National 

Railways bonds at that time."34 

While in theory, the central bank directly controlled 

the quantity of money, in practice the central bank control­

led only the Bank rate and the volume of chartered banks re­

serves and the level of required reserves. The Bank's use 

of these instruments of monetary control were also criticized, 

as will now become apparent. 

The Bank Rate 

With the development of the short-term money market 

in 1954, the Bank Rate, that is the rate charged to commer­

cial banks and money market dealers for borrowing from the 

central bank, began to be used as a conscious tool of mone­

tary management. The significance of changes in the Bank 

Rate was viewed by the financial community and interpreted 

by it as the official indication of central bank intentions. 

When the Bank of Canada, as part of its tight money policy 

from February 1955 to October 1956, increased the Bank Rate 

on numerous occasions, the result was that these variations 

began to be followed periodically by changes in short-term 

interest rates. These variations in Bank Rate became the 

object of public criticism. Consequently, on November 1, 

34H. S. Gordon, The Economists Versus the Bank of 
Canada (Toronto: Ryerson Press, 1961), p. 13. 
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1956, the Bank of Canada announced that it would henceforth 

no longer alter Bank rate as an act of policy, but rather 

would set it automatically at one quarter of one percent above 

the weekly tender price of 91-day treasury bills; this it 

adopted a floating Bank rate. 

This new method of Bank rate adjustment was criti­

cized by many, especially senior officials of several char­

tered banks, since prior to November 1, 1956, they believed 

that "the main influence of the Bank rate lay in the announce­

ment effect rather than in any direct bearing on the cost of 

credit." The bankers strongly requested that the Bank rate 

be set again as an act of policy by the Bank of Canada. 

H. S. Gordon concluded in this regard: 

The urging of chartered bankers that Bank Rate be 
restored as a publicly announced signal of Bank 
of Canada policy simply represents the fact that 
relations between the chartered banks and the Bank 
of Canada have deteriorated to the point where 
confidence and trust between them has almost ceased 
to exist.36 

The Bank of Canada, with the adoption of a floating 

rate, thus disclaimed responsibility for the rising cost and 

increasing scarcity of credit, seeking rather to lay the 

blame on market forces. 

3^R. C. Mclvor, "Canada," Commonwealth Banking Sys­
tems, ed. W. F. Crick (Oxford: Clarendon Press, 1965), p. 424. 

36H. S. Gordon, The Economists Versus the Bank of 
Canada (Toronto: Ryerson Press, 1961), p. 31. 
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It should be noted, however, that even under a 

floating rate, the central bank still had some control over 

the Bank rate, as the Bank of Canada, being one of the bid­

ders for treasury bills each week, determined somewhat their 

demand. Also by its control of the cash reserves of the 

banking system, the Bank influenced, to a certain extent, 

the bids that would be made by chartered banks and the trea­

sury bill dealers. The supply of treasury bills, on the 

other hand, was determined by the Minister of Finance as he 

decided how much of the national debt would be financed by 

this particular type of government security. Thus, the mone­

tary authorities controlled the supply of and,to some extent, 

the demand for treasury bills, the treasury bill rate and 

de facto the Bank Rate. 

Another of Professor Gordon's criticism in regard 

to the floating Bank Rate was that since 1956, it "has under­

gone the same swings and gyrations as the Treasury Bill 

Rate ... These movements do not seem to make much sense 

from the economic standpoint."37 Professor Gordon's point 

is demonstrated in Figure 1 - Bank Rate and 91-day Treasury 

bill yield between 1955 and 1969. With the exchange crisis 

of 1962, the Bank of Canada returned to a "fixed" Bank rate 

policy and thus the relative merits of the two systems remain 

a subject of controversy. 

37 Ibid., pp. 28-29. 
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BANK OF CANADA, -NNUAL REPORTS OF THE GOVERNOR TO THE MINISTER OF FINANCE, 1955 TO 1969 AND BANK OF CANADA, 
STATISTICAL SUMMARY SUPPLEMENT, 1961 AND 1968. 
(a) 91-DAY TREASURYilLLS. AVERAGE RATE AT WEEKLY TENDER. 
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Cash Reserves 

The Bank of Canada's use of the instrument of char­

tered banks cash reserve requirements was also criticized 

under Coyne's governorship. Prior to 1954, the commercial 

banks were required to keep a cash reserve of not less than 

five percent of their deposit liabilities payable in Canadian 

dollars, in the form of Bank of Canada notes and deposits 

with the Bank of Canada. This retirement ensured that banks 

held cash and liquid assets in some prudent proportion to 

their deposit liabilities. 

At the revision of the Bank Act in 1954, provision 

was made for a variable minimum cash ratio for the banks and 

a change in the method of its calculation. The minimum cash 

reserve requirement was set at eight percent and the Bank of 

Canada was empowered to vary this rate anywhere between eight 

and twelve percent. The maximum rate of Increase could not 

exceed one percent per month and the banks had to be given 

one month's notice of any increase in the rate. The banks 

were no longer required to retain reserves above a stated 

minimum at all times, but only on the average over a month. 

Thus, the cash reserve requirement of the chartered banks 

served primarily as a control device by which the Bank of 

Canada could influence the quantity of bank deposits. 

In mid-1956, under a "voluntary" agreement with the 

Bank of Canada, the chartered banks began to maintain a 
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minimum secondary reserve of treasury b i l l s and day-to-day 

loans, equal to seven per cent of the i r Canadian dol lar 

depos i t s . Secondary reserves were different from other 

asse ts in that they were readi ly convertible into cash 

without a s ignif icant l o s s . 

These cash reserve requirements were regarded as a 

blunt instrument of monetary cont ro l . When the r a t i o was 

a l te red , the change effected at the same time and to the 

same extent a l l the commercial banks, regardless of the i r 

individual reserve pos i t ions . A very small change in the 

reserve requirement resul ted in a r e l a t i ve ly large change 

in the aggregate available reserves and in the l i q u i d i t y 

pos i t ion of the banking system as a whole. 

Table 2 in Appendix I I I shows the changes in the 

average cash reserve r a t i o and in the average l iqu id asset 

r a t i o , for the period 1955 to 1961. This table also shows 

the var ia t ions in the chartered banks' cash reserves and in 

t he i r l iquid assets during the same period. The manner in 

which the cent ra l bank approached th i s instrument of con­

t r o l from mid-1955 to mid-1961 was c r i t i c i zed among others 

by H. S. Gordon, who wrote: 

The weapons of monetary management actual ly 
employed by the Bank do not correspond to the 
powers that are conferred upon i t by law. Some 
of i t s legal powers . . . have not been used at 
a l l . . . . The Bank has never used i t s cash r e ­
serve power since t h i s was given to i t in 1954, 
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although there have been some occasions when i t 
would have seemed appropr ia te . 3 8 

Folloxidng his c r i t ic i sm of the Bank's inact ion in 

varying the cash reserve r a t i o , H. S. Gordon gave examples 

of the Bank's inact ion in varying the cash rese rves : v 

(a) In May or April of 1957, recessionary forces 

were gathering strength, and a decline in economic ac t iv i ty 

continued throughout the remainder of 1957 and in to 1958. 

Far from expanding cash reserves, the Bank held them through­

out the whole l a t t e r half of 1957 consis tent ly below the 

leve ls of 1956. The Bank did not expand the chartered banks' 

cash reserves at a l l un t i l early 1958 - a fu l l e ight months 

af ter the recession had begun. 

(b) The next period of recession began in the spring 

of 1960. Chartered banks cash reserves had been s teadi ly 

f a l l i ng during the l a t t e r part of 1959, though the economic 

recovery from the previous recession was not complete. 

During most of 1960, as the forces of a new recession ga­

thered impetus, reserves were held consis tent ly below the 

levels of the preceding year. In th is case, the Bank of 

Canada missed the turning point in Canadian economic ac t iv i ty 

again, at l eas t by nine months. He thus concluded that during 

the two recessions witnessed in Canada, while Mr. Coyne was 

3 8 I b l d . , p . 33. 
3 9 I b i d . , p . 35. 
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in office, the policy of the Bank of Canada was such as to 

worsen the economic situation rather than to strengthen it. 

Professor Gordon also criticized the Bank for having 

requested the chartered banks, in May 1956, to keep a fifteen 

percent minimum liquid asset ratio by saying, "the Bank appa­

rently prefers to use powers that it does not have by statute 

rather than use the one that Parliament has given it." 

This criticism however ignores the fact that the 

central bank's fifteen percent minimum liquid asset proposal 

and eventual adoption was designed to speed up and make more 

predictable the response of the commercial banks to changes 

in monetary policy and to make it more difficult for the 

banks to convert their holdings of securities into cash re­

serves, undermining thereby the restrictive credit policies 

of the central bank and dislocating the securities market 

generally. This new device proved a useful measure of mone­

tary policy and, in 1967, this arrangement was incorporated 

into the Bank Act and the Bank of Canada Act. 

In the last two sections of this chapter, we have 

considered criticisms directed at the Bank of Canada's 

independence as well as at the Bank's monetary policy. How­

ever, no matter how forceful these criticisms, it was gene­

rally recognized that the Bank was not solely responsible 

40Ibid., p. 34. 
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for Canada's economic difficulties in the late fifties and 

early sixties. Professor Gordon recognized this fact, for 

he pointed out that 

Even if the Bank were under different management 
and followed a different policy we would have 
economic difficulties in Canada at the present 
time. So far as remedial measures are concerned, 
a large part of the responsibility must fall on 
the shoulders of the Federal Government.41 

In this same line of thought, R. C. Mclvor wrote that the 

difficulties encountered by Canada seem to rest "not simply 

from the failure of the Government to integrate its mone­

tary, fiscal and debt management policies, but from the 

recurring direct conflict of objectives in these areas."42 

41lbid., p. 15. 

42R. C. Mclvor, "Canada," Commonwealth Banking Sys­
tems, ed. W. F. Crick (Oxford: Clarendon Press, 1965)7 
p. 454. 



CHAPTER I I I 

GOVERNOR COYNE'S ECONOMIC REASONING 

AND POLICY PROPOSALS 

As a l r e a d y c o n s i d e r e d , s e v e r e c r i t i c i s m s were d i r e c t e d 

a t t h e Bank of C a n a d a ' s conduc t of m o n e t a r y p o l i c y d u r i n g t h e 

l a t e f i f t i e s and e a r l y s i x t i e s . I n view of t h e f a c t t h a t t h e 

Governor of t h e Bank of Canada i s t h e " c h i e f e x e c u t i v e o f f i ­

c e r and on b e h a l f of t h e Board h a s t h e d i r e c t i o n and c o n t r o l 

of t h e b u s i n e s s of t h e B a n k , " 1 u n d e r s t a n d i n g Governor C o y n e ' s 

economic r e a s o n i n g as w e l l a s h i s p o l i c y r ecommenda t ions i s 

o f major i m p o r t a n c e when c o n s i d e r i n g t h e e l e m e n t s l e a d i n g t o 

t h e s o - c a l l e d Coyne A f f a i r . Thus, t h e p u r p o s e of t h i s c h a p t e r 

w i l l be ( l ) t o o u t l i n e Mr. C oyne ' s views c o n c e r n i n g Canad ian 

economic c o n d i t i o n s and c o n s i d e r h i s u n d e r s t a n d i n g of t h e 

p r o b l e m s f a c i n g t h e Canadian economy d u r i n g h i s g o v e r n o r s h i p , 

and (2) t o o u t l i n e Mr. Coyne ' s p o l i c y p r o p o s a l s . 

1 . C o y n e ' s Views Conce rn ing Canad ian 
Economic C o n d i t i o n s and P rob lems 

D u r i n g t h e f i r s t h a l f of the f i f t i e s , C a n a d a ' s Gross 

N a t i o n a l P r o d u c t , measured i n c u r r e n t d o l l a r s , showed a n 

a v e r a g e annua l r a t e of i n c r e a s e of 8 . 5 p e r c e n t , w h i l e t h a t 

l C a n a d a , An Act t o I n c o r p o r a t e t h e Bank of Canada 
( O t t a w a : Q u e e n ' s P r i n t e r , IV&'d), p . 3 . 
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for the second half demonstrated only an average annual rate 

of increase of 6.0 per cent. By the second quarter of 1960, 

there were some indications that the economy had entered a 

period of very slow growth. These led to a formidable exer­

cise in economic analysis on the part of public officials, 

academic economists and many others as to what had gone 

wrong in Canada. The Governor of the Bank of Canada was no 

exception as, in the words of The Economist, he assumed the 

role of the "Grand Inquisitor of the Canadian Economy."2 

For example, in a speech delivered on March 17, 

1961, Mr. Coyne remarked: 

A review of developments during the so-called "fabulous 
fifties" (in Canada) leads to the question, "What 
went wrong?" With one-third more capital investment 
each year in proportion to gross national product 
than in the United States, why did our gross national 
product not increase significantly more than in the 
United States? Why did our unemployment rise from a 
level below that of the United States to a level a-
bove that of the United States? Why did we have a 
continuing balance of payments deficit on a scale no 
other country in the world has ever experienced? 
Why did net foreign Investment in Canada quadruple 
from four billion dollars at the end of 1949 to 
seventeen billion dollars at the end of 1960? Why 
did our costs of production in secondary industry 
rise more than costs of production in secondary in­
dustry in the United States? Why has secondary in­
dustry in Canada producing for domestic consumption 
languished while a tremendous increase occurred in 
our Imports of the products of secondary industry 
abroad?"3 

2The Economist, May 27, 1961, p. 915. 

3j. E. Coyne, Speech Number 10, March 17, 1961, p. 12; 
Mr. Coyne's public speeches from December 1959 to June 1961 
are numbered in chronological order. Complete references to 
these speeches may be found in Appendix IV. 
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Mr. Coyne had voiced h i s concern some time ago over 

Canadian economic problems. In fact , on various occasions 

during h is governorship, he had attempted to answer many of 

the above quest ions . In contrast to his predecessor, Gover­

nor Coyne, beginning in 1956, expressed h is views on Cana­

dian economic conditions and problems through r e l a t i v e l y 

more comprehensive Annual Reports to the Minister of Finance. 

Furthermore, Coyne's public speeches across Canada from la t e 

1959 to mid-1961, ra ised various issues and contained nume­

rous warnings and challenges for Canada. Unfortunately, the 

Governor's points were not always brought forward in a l o ­

gica l enough fashion to permit one to grasp immediately the 

source of h i s concern about the s ta te of the Canadian eco­

nomy. A careful consideration of Governor Coyne's Annual 

Reports to the Minister of Finance, as well as of the texts 

of some twelve speeches delivered by him,while Governor, 

wi l l reveal the substance of h i s views on economic conditions 

and problems then facing Canada. 

I t should be noted that between 1955 and mid-1961, 

Governor Coyne's views on Canada's major economic problems 

did not seem to change s ign i f i can t ly . From the ear ly years 

of h i s governorship, one of Coyne's major concerns appeared 

to have been t h a t of the ever-present danger of in f la t ion , 

not only in Canada, but throughout the western world. In 

the 1956 Annual Report, he wrote: "In re t rospect i t i s 
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clear that throughout the western world since the end of 

the second world war the dangers of inflation have been 

undere stimated."4 

I t seemed, according to Mr. Coyne, tha t Canada was 

no exception. Even though the Bank had, since August 1955, 

applied a policy of monetary r e s t r a i n t , intended to dampen 

in f la t ionary pressures tha t had developed af ter inld-1955, 

he expressed concern over r i s i ng pr ices and cos t s . In the 

1956 Annual Report, he also pointed to other disturbing 

elements in the Canadian economy, such as excessive capi ta l 

expenditures, a large Increase in imports and a de f i c i t in 

the balance of in te rna t iona l payments; problems which, in 

Coyne's view, were a t t r i bu t ab l e largely to an attempt a t 

too rapid a ra te of growth. These problems could, according 

to the Governor, lead to serious d i f f i c u l t i e s if unchecked. 

In th i s connection, he noted that 

A hect ic attempt to expand too f a s t i s Inconsistent 
with these objectives (high leve ls of economic 
a c t i v i t y and employment with s t a b i l i t y of pr ices) 
and i s also se l f -defea t ing . In addit ion to pro­
moting in f l a t ion , i t i s bound to crea te excesses 
and d i s t o r t i ons , overcapacity in some f i e ld s and 
def ic iencies in others , and to end in a recession 
or depression which brings expansion for a time 
to an end. The grea ter the excess of attempted 
expansion over tha t reasonably a t t a inab le , the 
sooner wi l l the recession a r r ive and the worse wi l l 
be i t s r igours and d i f f i c u l t i e s in adjustments.5 

^ a n k of Canada, Annual Report for the Year 1956 
(Ottawa, 1957), p . 23 . ' 

5 Ib id . , p . 10. 
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Further, he wrote: 

I believe that total spending of all kinds in 1956 -
the combination of capital expenditures, personal 
consumption expenditures and government expenditures, 
domestic expenditures as well as expenditures for 
imports - (at approximately $29.7 billion) was at 
least $1 billion greater than would have been desi­
rable from the point of view of general stability 
and sound economic growth.* 

He also warned about the danger of a continued cur­

rent account imbalance when he advanced the view that 

An import surplus or balance of payments deficit 
of the present size is the product and sympton of 
an excessive rate of spending in the economy, not 
just of a reasonable rate of real growth. It 
would be di sturbing to think of an import surplus 
of such magnitude continuing for an indefinite pe­
riod.7 

In the Annual Report for 1957, having commented on 

the easier monetary conditions which had occurred as infla­

tionary pressures had moderated in the latter part of 1957, 

he again expressed concern over the ill-effects of infla­

tionary pressures in these words: 

It is not surprising that the recent period of 
severe inflationary pressures should be followed 
in Canada, as in other countries, by a period of 
adjustment or recession; inflationary pressures 
inevitably create the kind of distortions which 
lead to some degree of reaction or recession. ... 
Surges of economic growth give rise to excessive 
optimism, and plans for physical expansion of 
industrial plant and equipment, of resource devel­
opment and utilities, and of inventions, accelerate 
to a pace which far exceed the current capacity to 

6Ibid., p. 14. 

7Ibid., p. 20. 
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save. Unless adequate preventive measures can be 
taken, the r e s u l t i s r i s ing pr ices and cos t s , 
and an increase in spending financed by credi t 
on a seal© which cannot continue on i n d e f i n i t e l y . 8 

The recession, which had begun in the thi rd-quar ter 

of 1957, reached i t s low point short ly af ter the end of the 

f i r s t quarter of 1958. As i t turned out, the subsequent 

upsurge in economic a c t i v i t y in Canada was not long- las t ing , 

and by the second quarter of 1960, tn i s r i s e in economic 

ac t i v i t y had ceased. The following excerpt from Mr. Coyne's 

Annual Report for 1958 seems to support the Bank's actions 

to maintain the money supply on a v i r tua l plateau from Octo­

ber 1958 u n t i l August 1960, despite the fact that by mid-

1959, there were pe rs i s t en t recessionary tendencies in the 

economy. Mr. Coyne wrote: 

Looking back over the course of development in 
western countr ies during the past ten years or so, 
I cannot escape the conclusion tha t we could have 
achieved as great an increase in output and employ­
ment, and at the same time avoided many d i f f i c u l t i e s 
and hardships caused by i n f l a t i on or fear of i n f l a ­
t ion, i f governments and cen t ra l banks had given 
higher p r i o r i t y to maintaining the value of money... 

I believe tha t monetary policy must strengthen and 
re-aff i rm i t s determination to remain true to the 
basic pr inc ip le of sound money. Perhaps the greates t 
obstacle to the proper use of monetary policy i s the 
spread of the theory that democracies cannot have 
both high employment and stable pr ices , tha t they 
must inevi tably choose between unemployment and in ­
f l a t i on , that high employment can only be achieved 
by the acceptance or even the de l ibe ra te creat ion of 

BBank of Canada, Annual Report for the Year 1957 
(Ottawa, 1958), p . 14. 
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some degree of i n f l a t ion . I am ce r t a in that these 
views are fundamentally wrong. 

Thus, Mr. Coyne's concern over economic developments 

in Canada was not of recent da t e . Late in 1959, imbued with 

a fee l ing of r e spons ib i l i t y to point out on a grand scale 

to the Canadian public the gloomy fate reserved for Canada 

i f i t did not solve i t s economic problems, such as r i s i ng 

pr ices and cos t s , large balance of payments d e f i c i t s , slow­

down in economic ac t i v i t y , e t c . , Governor Coyne embarked on 

a public speech-making campaign, where he advanced some 

ra ther alarming views concerning the s ta te of the Canadian 

economy. Coyne's main theme for these speeches was epi to­

mized in the phrase "Living Within Our Means." In these 

speeches, he e s sen t i a l ly repeated the admonitions contained 

in the Bank's Annual Reports from 1956 to 1958. Before a 

del ineat ion and analysis of the number of d i f ferent , though 

re la ted , issues which Coyne brought out in these speeches 

and also in the Annual Reports for 1959 and 1960 the follow­

ing excerpts seem to serve as further summaries or syntheses 

of his views. 

On the matter of in f l a t ion , the Governor s tated 

tha t 

The prevention of i n f l a t i on i s e s sen t i a l for the 
maintenance of steady growth at the maximum ra t e 

9Bank of Canada, Annual Report for the Year 1958 
(Ottawa, 1959), pp. 9-10. 
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tha t can be sustained without the excesses that 
lead down the path to d i s s ipa t ion of foreign 
currency reserves , and the incurring of such a 
degree of foreign debt as to produce in the end 
a foreign exchange and a foreign trade c r i s i s 
which would ser iously harm a country 's economic 
s t ructure for years f o i l owing. 10 

I t should be pointed out in th i s regard, that Mr. 

Coyne did not seem to define exactly what he meant by the 

term in f l a t i on . Rather, Mr. Coyne seemed to s ta te generally 

or warn against the inherent dangers of in f l a t ion and to 

maintain that the Bank of Canada should, at a l l times, com­

bat i n f l a t i on . 

In r e l a t i o n to Coyne's views on in f la t ion , i t can 

be said that undoubtedly there was an increase in pr ices 

during the period between 1950 and 1960, but l e s s than the 

p r ices indices would ind ica te . As shown in Table 1, the 

consumer price Index-using 1949 as a base-increased by 25.1 

percentage points between 1950 and 1960, that i s from 102.9 

in 1950 to 128.0 in 1960, an average annual ra te of increase 

of 2.2 per cent . The wholesale pr ice index - using 1935-39 

as a base - increased from 211.2 in 1950 to 230.9 in 1960, 

an average annual r a t e of increase of 1.0 per cent . Although 

price indices do not r e f l e c t accurately or completely a l l 

the changes in qual i ty and service tha t are now included 

1°J . E. Coyne, Speech Number 2, January 18, 1960, 
p . 4 . (See Appendix iVT-
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TABLE 1 

Consumer and Wholesale Price Indexes in Canada, 
1950-1969 

Consumer Price Index Wholesale Price Index 
1949 - 100 1961 = 100a 1935-39 = 100 

1950 
1951 
1952 
1953 
1954 

1955 
1956 
1957 
1958 
1959 

1960 
1961 
1962 
1963 
1964 

1965 
1966 
1967 
1968, 
1969° 

102.9 
113.7 
116.5 
115.5 
116.2 

116.4 
118.1 
121.9 
125.1 
126.5 

128.0 
129.2 
130.7 
133.0 
135.4 

138.7 
143.9 
149.0 
155.2 
165.2C 

79.6 
88.0 
90.2 
89.4 
89.9 

90.1 
91.4 
94.3 
96.8 
97.9 

99.1 
100.0 
101.2 
103.0 
104.8 

107.4 
111.4 
115.4 
120.1 
125.5 

211.2 
240.2 
226.0 
220.7 
217.0 

218.9 
225.6 
227.4 
227.8 
230.6 

230.9 
233.3 
240.0 
244.6 
245.4 

250.4 
259.5 
264.1 
269.9 
282.3 

aAs of January 1961, the 1957 weights replaced the 1947-48 
weights, and a system of variable weights for seasonal 
foods was introduced. 

bIndexes for 1969 are subject to revision. 

cFigure for December 1969. 

SOURCE: D.B.S., Prices and Price Indexes, Monthly, Cat. 
62-002 (Ottawa: Queen's Printer). 
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in the things bought to-day, it should be noted that the 

increase in prices during the period 1950-1960 was much 

less than the increase in net output per capita or in per­

sonal incomes. While there was an increase in the cost of 

living during that period, the standard of living, as mea­

sured by Gross National Product, was improving at a faster 

rate. 

Concerning the causes of Canada's economic problems, 

Mr. Coyne maintained that total demand in Canada in the late 

fifties had exceeded total domestic supply. He expressed 

the view that 

In Canada, we have not only the usual cyclical 
problems which are not entirely within our own 
control because of our high degree of dependence 
on conditions in foreign markets, but a further 
problem or cause of instability, namely that total 
demand on the part of all elements in the community 
for goods and services for all purposes, both for 
consumption and for the creation of new production 
facilities and government works and housing com­
bined has for some years been considerably greater 
than the amount which our own production capacity 
can satisfy.11 

He then pointed out that this excess in total demand 

for goods and services had been covered by imports of goods 

and services, made possible through foreign borrowing: 

To a considerable extent inflationary pressures have 
been temporarily suppressed or diverted through 
the medium of foreign borrowing by Canadian govern­
ments and enterprises and the securing of capital 
from other forms of foreign investment in Canada, 

11Ibid., p. 9. 
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which have made possible from other countries of 
a volume of goods and services greatly in excess 
of our exports of goods and services, to such 
degree as to fill most of the excessive demand in 
Canada for such goods and services. 

Put more bluntly, we have for at least five years 
been living beyond our means on a grand scale.I2 

He elaborated this point further in his Annual Report 

for 1959, when he wrote: 

For some years, as I see it, the Canadian economy 
has been under the influence of excessive overall 
spending, which even in periods of relatively high 
unemployment resulted in an inflow of Imports from 
other countries.13 

In this same report, Mr. Coyne repeated similar war­

nings as those contained in his 1956 Report. This time how­

ever, being more explicit concerning the serious economic 

problems in Canada, he explained that 

Attempts to induce growth for a short time at rates 
which in the aggregate cannot be expected to con­
tinue, bring set-backs and unemployment in their 
train. Such conditions of excessive demand create 
inflationary pressures which distort the structure 
of the economy and handicap the development of more 
stable economic sectors. The attempt to accomplish 
too much too fast has given rise to huge deficits 
in our international balance of payments on current 
account ... to a large and growing volume of foreign 
debt incurred by Canadian governments and businesses 
... and has gone hand in hand with a growing degree 
of foreign predominance in Canadian business.i4 

18Ibid.t p. 9. 

l^Bank of Canada, Annual Report for the Year 1959 
(Ottawa, 1960), p . 7 . 

1 4 t I b i d . , pp . 7 - 8 . Mr. Coyne developed a s i m i l a r 
theme i n Speech Number 3 , p . 5 ; a l so i n Speech Number 2, p . 5 
and i n Speech Number 5, p p . 8 and 14 . (For complete r e fe rence 
t o these speeches , see Appendix IV) . 
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In a speech on November 14, 1960, noting Canada's 

pe r s i s t en t balance of payments problems, he expressed with 

alarm the view that 

We have reached a c r i t i c a l juncture in our a f fa i r s , 
when we can see more c lear ly than before the dan­
ger to the Canadian economy, and the urgent need to 
prevent further damage to the Canadian economy in 
the future, a r i s ing from the persis tence of large 
d e f i c i t s in our balance of payments, the great size 
and continuing rapid increase of foreign debt, the 
spread of foreign economic domination over much of 
our indus t r i a l l i f e , and the d i s to r t ions in our 
economic pa t te rn and in our price and cost s t ruc­
ture resu l t ing from attempts in the past decade to 
do too much too fas t , which caused over expansion 
in some f ie lds of development and retarded growth 
of o t h e r s . 1 5 

These passages, which were used to summarize Mr. 

Coyne's views, obviously r a i s e a number of di f ferent though 

re l a t ed issues per ta ining to Canada's economic problems. 

These wi l l now be considered individual ly . 

I t seems that Mr. Coyne regarded the d i f f i c u l t i e s 

facing the Canadian economy as being due to a desire to have 

a r a t e of growth in excess to that which was "sustainable" 

or "appropriate" to the economy. Attempts at too rapid a 

r a t e of growth was undesirable because i t produced s t ructura l 

maladjustments in the economy and consequent i n s t a b i l i t i e s . 

Too rapid a r a t e of growth would, in Governor Coyne's view, 

lead to economic contract ion and subsequent unemployment. 

On January 18, 1960, he s tated t h a t : 

J . E. Coyne, Speech Number 6, p . 9. 
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To d i s t o r t a l l economic re la t ionships in order 
to pursue the single objective of an ex t raord i ­
nary and unsustainable ra te of growth for a 
short time may be necessary in war-time. In 
peace-time i t i s an aberration which has led and 
must lead to inefficiency, misdirection of effort , 
and waste of resources in projects which prove to 
contr ibute l i t t l e or nothing to ef f ic ient produc­
t i on or growth. Moreover attempts at excessive 
or misdirected growth are always followed by a 
period of contract ion or much reduced growth, 
with consequent unemployment among those whose 
l ivel ihood has become dependent upon construction 
and the production of capi ta l goods, as for many 
others who have been drawn into employment in 
a c t i v i t i e s which could not continue on a scale 
previously achieved.1Q 

Unfortunately, i t seems that Mr. Coyne never defined 

exact ly what he meant by too rapid a ra te of growth. Bet­

ween 1950 and 1960, as seen in Table 2, and using the "pre­

viously published" ser ies of D.B.S. f i g u r e s , ! 7 Gross Na­

t ional Product in current dol lars increased over 100 per 

cent from $18,006 mil l ion to $36,287 mi l l ion . In constant 

(1957) do l l a r s , i t increased from $23,114 mil l ion to $34,144, 

thus an increase of some 48 per cent . As shown in Table 3, 

1 6 j . E. Coyne, Speech Number 2, pp. 2 -3 . (See Appen­
dix IV). 

l7Dominion Bureau of S t a t i s t i c s , National Income and 
Expenditure Accounts, 1926-68 (Ottawa: Queen's P r in te r , 1969), 
p . 6. The D.B.S., in 1969, published a revis ion of the Cana­
dian National Income and Expenditure Accounts covering the 
period 1926-68. The new accounts incorporated major s t a t i s ­
t i c a l rev is ions and changes in def in i t ions and s t ruc tu ra l pre­
senta t ion . The "previously published" G.N.P. f igures d i f fer 
somewhat from the "revised" f igures . Although only the "pre­
viously published" f igures were available at the time of the 
Coyne controversy, Table 2 includes both the "previously pub­
l ished" and the "revised" G.N.P. f igures . 



TABLE 2 

Gross Nat ional Product i n Current and Constant Dol la rs i n Canada. 1950 - 1969 

YEAR 

1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
I960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968, 
1969b 

" 

Previous^ 
Current 
Dollars 
(mill. $) 

18006 
21170 
23995 
25020 
24871 
27132 
30585 
31909 
32894 
34915 
36287 
37471 
40575 
43424 
47393 
52203 
58104 
62068 
67368 
73612 

Gross National Product 

T Published 
Constant 
Dollars3, 

(mill. $) 

23114 
24531 
26514 
27525 
26714 
29018 
31508 
31909 
32284 
33398 
34144 
35023 
37195 
39352 
41876 
44768 
47670 
49007 
51451 
53949 

Revi 
Current 
Dollars 
(mill. $) 

17955 
21060 
24042 
25327 
25233 
27895 
31374 
32907 
34094 
36266 
37775 
39080 
42353 
45465 
49783 
54897 
61421 
65608 
71454 
78100 

sed 
Constant 
Dollars3, 

(mill. $) 

23809 
25004 
27398 
28862 
28283 
31079 
33780 
34710 
35462 
36929 
37994 
39080 
41778 
43996 
47050 
50149 
53650 
55407 
58041 
60900 

Annual Percentage Change 
in Gross National Product 

Previously Published 
Current 
Dollars 

17.6 
13.3 
4.3 

- 0.6 
9.1 
12.7 
4.3 
3.1 
6.1 
3.9 
3.3 
8.2 
7.0 
9.1 
10.1 
11.3 
6.8 
8.4 
9.3 

Constant 
Dollarsa 

6.1 
8.1 
3.8 

- 2.5 
8.6 
8.6 
1.3 
1.2 
3.5 
2.2 
2.5 
6.2 
5.7 
6.4 
6.9 
6.4 
2.8 
5.0 
4.8 

Revised 
Current 
Dollars 

. 

17.3 
14.2 
5.3 

- 0.4 
10.5 
12.4 
4.8 
3.6 
6.3 
4.1 
3.4 
8.3 
7.3 
9.4 

10.2 
11.8 
6.8 
8.9 
9.3 

Constant 
Dollars* 

5.0 
9.6 
5.3 

-2.0 
9.8 
8.6 
2.7 
2.1 
4.1 
2.8 
2.8 
6.9 
5,3 
6.9 
6.5 
6.9 
3.3 
4.8 
4.9 

a The "Prev ious ly PubLshed" f igures a r e i n constant (1957) d o l l a r s whereas t h e "Revised" f igures a r e i n constant (1961) d o l l a r s . < 

The f igu res for 196 a r e Department of Finance e s t i m a t e s . 

SOURCE: D.B.S. , Natijtal Income and Expenditure Accounts, 1926-1956 and 1926-1968 (Ottawa: Queen's P r i n t e r ) . 
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TABLE 3 

Average Annual Rates of Growth of Gross 
Nat iona l Product in Canada, 

1950-1969 

Year 

1950-1955 

1955-1960 

1950-1960 

1960-1965 

1965-1969* 

1960-1969b 

Prev ious ly 

Current 
D o l l a r s 

8 .5 

6 . 0 

7 . 2 

7 . 6 

9 . 0 

8 . 1 

Published 

Constant 
D o l l a r s a 

Per 

4 . 1 

3 . 3 

4 . 0 

5 . 5 

4 . 8 

5 .2 

Revi 

Current 
Do l l a r s 

cent 

9 .2 

6 .2 

7 . 7 

7 . 7 

9 . 2 

8 . 3 

sed 

Constant 
Dollars 5 1 

5 . 4 

4 . 1 

4 . 7 

5 . 7 

4 . 9 

5 . 4 

a See foo tnote a, Table 2, Supra, p . 77. 

*>See foo tnote b , Table 2, Supra, p . 77. 

Source : D .B.S . , Nat ional Income and Expenditure Accounts, 
1926-1956 and 1926-1968 (Ottawa: Queen's P r i n ­
t e r ) , 
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the average annual rate of growth of the Gross National 

Product in Canada, between 1950 and 1960, as measured In 

constant dollars, stood at 4.0 per cent. In the first half 

of the 1950's, it had shown a 4.1 per cent average annual 

rate of increase, as compared to only 3.3 per cent in the 

period 1955 to 1960. In current dollars, "previously pub­

lished" G.N.P. showed an average annual rate of increase of 

8.5 per cent during the period 1950 to 1955, and only 6.0 

per cent between 1955 and 1960. Thus the rate of growth of 

G.N.P. was slower in the second half of the fifties than in 

the first half. It should be pointed out that this pheno­

menon of slower growth was common in North America in the 

latter part of the 1950's, and was due to some extent to the 

weakened competitive position of the North American produ­

cers. 

The Fifth Annual Review of the Economic Council of 

Canada, contained an analysis of the growth of incomes in 

ten western industrialized countries, for the period 1950-62. 
18 

The measure used was National Income, and with regard to 

the average annual rates of increase of National Income in 

Canada, the Review stated: 

l^The measure used was National Income, a statistical 
grouping of the various kinds of income (wages, salaries, 
profits, rents, dividends, interest) which in Canada are 
equivalent to about three-quarters of GNP. 
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Canada's growth performance in 1950-62 appears 
to have been "about average" among the 10 coun-
i?tet-"' ~ l o w e r t h a n l n s o m e European countr ies , 
but higher than in others, and not much different 
than in the United States.19 

Thus, i t i s d i f f i cu l t to show that Canada was 

attempting to achieve too rapid a ra te of growth, as Mr. 

Coyne had believed, and i t can be assumed that Canada's 

average annual r a t e of growth in the 1950's and early 1960's 

was comparable to that of other indus t r ia l ized western coun­

t r i e s . 

The same Economic Council of Canada Review agreed 

with Governor Coyne's contention that the underlying sources 

of economic growth revealed that growth in Canada was not 

achieved very e f f i c i en t ly . In a public speech, Coyne at one 

time s t a t ed : "We have absorbed, consumed or put to use a 

much greater volume of cap i t a l , without get t ing a commen-

surately greater r a t e of increase in production." The 

Economic Council Review, in conclusion to an analysis of 

product ivi ty in Canada between 1950 and 1962, indicated tha t 

"roughly two-thirds of Canada's ra te of growth in National 

Income from 1950 to 1962 can be a t t r ibu ted to massive infusions 

l9Economic Council of Canada, "The Challenge of Growth 
and Change," F i f th Annual Review (Ottawa: Queen's P r in te r , 
September 1968), p . 9. 

2 0 J . E. Coyne, Speech Number 2, pp. 11-12. (See 
Appendix IV). 
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of labour and cap i t a l ; only about one-third can be a t t r ibu ted 

to factor productivity - that i s , to gains in the eff iciency 

with which labour and capi ta l were combined in production 

p rocesses . " 2 ! As can be seen from Table 4, G.N.P. per capi ta 

and G.N.P. per person working slowed down considerably be t ­

ween 1957 and 1961. 

Related to Mr. Coyne's bel ief that Canada was attempt­

ing to achieve too rapid a ra te of growth was h is contention 

that Canada had suffered for many years from a serious prob­

lem of excessive spending on consumer and cap i t a l goods in 

Canada and abroad. Table 5 shows the annual value and per­

centage changes in to ta l domestic demand in Canada from 1950 

to 1968. I t should be noted that the average annual r a t e of 
22 increase of t o t a l domestic demand, according to "previously 

published" figures stood at 9.1 per cent for the period 

1950-1955, as compared to 6.2 per cent for the period 1955-

1960. Thus, contrary to Coyne's belief , t o t a l domestic 

demand, as can be seen, slowed down considerably in the 

^Economic Council of Canada, Fifth Annual Review 
(Ottawa: Queen's Pr in te r , September 1968), p . 9. " 

2 2 Tota l domestic demand i s taken to mean personal 
expenditures and government current expenditures on consu­
mer goods and services and gross fixed capi ta l formation. 
I t excludes value of physical change in inventor ies . 

^Dominion Bureau of S t a t i s t i c s , National Income and 
Expenditure Accounts, 1926-68 (Ottawa: Queen's Pr in te r , 
1969), p . 7. (See footnote 17, supra, p .76 . 



TABLE 4 

Gross N a t i o n a l P r o d u c t Pe r C a p i t a and Gross N a t i o n a l P r o d u c t 
p e r P e r s o n Working i n Canada, 1950-1969 

G.N.P. Per Capita 

Year 

1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 

Prev. Published 

Current 
Dollars 

1323 
1526 
1681 
1704 
1646 
1746 
1921 
1951 
1945 
2016 
2049 
2071 
2200 
2311 
2476 
2677 
2926 
3067 
3265 
3515 

Constant 
Dollars 

1691 
1769 
1857 
1875 
1768 
1868 
1979 
1951 
1909 
1928 
1928 
1936 
2017 
2095 
2188 
2296 
2401 
2420 
2494 
2576 

Revised 

Current 
Dollars 

1319 
1515 
1684 
1725 
1670 
1796 
1971 
2012 
2016 
2094 
2133 
2160 
2296 
2420 
2601 
2815 
3093 
3239 
3463 
3729 

Constant 
Dollars 

1750 
1803 
1919 
1966 
1872 
2000 
2122 
2123 
2097 
2132 
2145 
2160 
2265 
2342 
2458 
2572 
2702 
2736 
2813 
2908 

G. N.P. Per P< 

Prev. Published 

Current 
Dollars 

3618 
4153 
4642 
4779 
4743 
5058 
5476 
5567 
5764 
5948 
6083 
6188 
6518 
6811 
7170 
7607 
8124 
8416 
8938 
9461 

Constant 
Dollars 

4645 
4812 
5129 
5257 
5095 
5409 
5641 
5567 
5657 
5689 
5724 
5784 
5975 
6172 
6336 
6524 
6665 
6641 
6876 
6934 

arson Working 

Revi 

Current 
Dollars 

3608 
4123 
4651 
4838 
4812 
5200 
5617 
5741 
5975 
6178 
6332 
6454 
6803 
7131 
7532 
8000 
8587 
8891 
9480 

10038 

sed 

Constant 
Dollars 

4784 
4905 
5300 
5513 
5394 
5793 
6048 
6056 
6214 
6291 
6369 
6454 
6711 
6901 
7119 
7308 
7501 
7508 
7700 
7827 

SOURCE: D . B . S . , N a t i o n a l Income and E x p e n d i t u r e Accoun t s , 1926-1956 and 
1 9 2 6 - 1 9 6 8 ; D . B . S . , V i t a l S t a t i s t i c s , c a t . 84-201 and D . B . S . , The 
Labour F o r c e , 1950-1969 , Monthly , c a t . 71 -001 (O t t awa : Q u e e n ' s 
P r i n t e r ) . 
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TABLE 5 

Tota l Domestic Demand in Canada, 1950-1968 

( in mi l l i ons of d o l l a r s ) 

Year 

1950 
1951 
1952 
1953 
1954 

1955 
1956 
1957 
1958 
1959 

1960 
1961 
1962 
1963 
1964 

1965 
1966 
1967 
1968 

Total Domest 
(curre 

Previously 
Published 

17718 
20690 
23511 
25022 
25415 

27391 
30996 
33129 
34400 
35975 

37001 
38337 
40603 
43153 
47423 

52326 
58627 
62456 
66998 

ic Demand 
nt) 

Revised 

17781 
20634 
23534 
25274 
26100 

28360 
31892 
34148 
35600 
37243 

38459 
39787 
42229 
45035 
49504 

54692 
61282 
65392 
70473 

Percentage Annual 
Increase 

Previously 
Published 

16.7 
13.6 
6.4 
1.5 

7.7 
13.1 
6.8 
3.8 
4.5 

2.8 
3.6 
5.9 
6.2 
9.8 

10.3 
12.0 
6.5 
7.3 

Revised 

16.0 
14.0 
7.3 
3.2 

8.6 
12.4 
7.0 
4.2 
4.6 

3.2 
3.4 
6.1 
6.6 
9.9 

10.4 
12.0 
6.7 
7.7 

Source: D .B.S . , Nat ional Income and Expenditure 
Accounts, 1926-1956, 1926-1968 and Quar-
t e r l y I s sues (Ottawa: Queen's P r i n t e r ) . 
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second half of the fifties. However, as shown in Table 6, 

total public and private investment in Canada between 1950 

and i960 increased by approximately 110 per cent. It is 

important to note the large increase in public investments, 

that is, outlays by various levels of governments, which in­

creased by some 150 per cent between 1950 and 1960. 

Mr. Coyne seemed to believe that a greater evil 

than spending in Canada was spending on consumer and capital 

goods produced abroad. In this respect, the Governor seemed 

to differentiate between imports of consumer goods and imports 

of capital goods. He made this distinction when he stated : 

In the field of merchandise trade an important item 
in our trade deficit has been the volume of investment-
type goods imported; that is, machinery and equipment 
for use in construction or for expansion of physical 
facilities in Canada... 

In addition to such imports of capital goods, a fur­
ther consequence of the excessive aggregate pressure 
on Canadian resources has been a rapid expansion in 
the importation of consumer goods, including, of 
course, parts and materials for further assembly or 
manufacture in Canada... 

In other words, we are incurring foreign debt to pay 
for both a level of capital spending and a standard 
of comfort which are higher tt£an w o u l d b e justified 
in our own earning capacity. 

Governor Coyne apparently believed that the problem 

of excessive spending on all goods and service produced 

abroad was the main cause for unemployment in Canada. 

24J. E. Coyne, Speech Number 2, pp. 14-15. (See 
Appendix IV). 



TABLE 6 

Tota l Public and Pr iva te Investment i n Canada, 1950-1968 

Total Public* 
of which: 
Federal 
Provincial 
Municipal 

Total Private 
of which: 
Bus. Enterprises 
Instit. and Hous. 

Total Public and 
Private Investment 

1950 

1026 

243 
491 
292 

2910 

1952 
953 

3936 

951 

286 

399 
540 
347 

453 

468 
985 

739 

1952 

1635 

595 
617 
423 

3856 

2383 
1023 

5491 

1953 

1650 

560 
650 
440 

4326 

3049 
1277 

5976 

1954 

1613 

479 
659 
475 

4108 

2743 
1365 

5721 

1955 

1660 

447 
712 
501 

4585 

3039 
1545 

6244 

1956 

2229 

677 
992 
560 

5805 

4126 
1679 

8034 

1957 

mi 

2618 

846 
1150 
622 

6099 

4524 
1575 

8717 

1958 

11 ions 

2679 

872 
1137 
670 

5685 

3713 
1972 

8364 

1959 I960 

of dollars 

2568 

785 
1066 
717 

5849 

3906 
1943 

8417 

2569 

688 
1124 
757 

5693 

4029 
1664 

8262 

1961 

2483 

605 
1107 
771 

5689 

3957 
1732 

8172 

1962 

2692 

549 
1196 
947 

6023 

4166 
1857 

8715 

1963 

2889 

516 
1321 
1052 

6504 

4513 
1991 

9393 

1964 

3138 

543 
1584 
1011 

7806 

5459 
2347 

10944 

1965 

3888 

656 
1954 
1278 

8977 

6468 
2509 

12865 

1966 

4749 

923 
2364 
1462 

10341 

7773 
2568 

15090 

1967 1968 

4906 

887 
2562 
1457 

10416 

7688 
2728 

15322 

5074 

900 
2605 
1569 

10604 

7365 
3239 

15678 

a I n c l u d e s government b u i l t u s ing , government gross fixed c a p i t a l formation and public business fixed c a p i t a l formation. 

Includes p r i v a t e housing a p r i v a t e business fixed c a p i t a l formation. 

SOURCE: J . B . S . Pr iva t e and Public Investment i n Canada. Annual (Ottawa: Queen's P r i n t e r ) . 

CD 
0 1 
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(Table 7 contains data on the labour force and on unemploy­

ment in Canada between 1950 and 1969). Between 1958 and 

1961, the number of unemployed as a percentage of labour 

force varied between 7.0 per cent and 7.1 per cent on an 

annual basis. Coyne did not apparently regard the post-war 

recessions and unemployment as being due to a deficiency of 

aggregate effective demand in the Keynesian sense; that is, 

he believed that aggregate demand during those years was 

sufficient to sustain an increase in employment since there 

was an increase in real investment equal to the gap between 

income and the consumption demand out of that income. Accord­

ing to him, recessions and unemployment were due rather to 

structural dislocations caused by excessive investment and 

expenditures in general, which had been misdirected towards 

the importation of goods and services produced outside of 

Canada. He explained his reasoning as follows: 

Notwithstanding this scale of total spending, there 
has been unemployment of persons and underemploy­
ment of plant and equipment in particular localities 
and particular lines of industry in Canada, and 
failure of employment in the aggregate to expand com-
mensurately with the increase in the labour force. 

In other words, for some years total demand and 
total spending in Canada have been excessive rather 
than deficient, and have been misdirected from the 
point of view of maintaining balanced economic devel­
opment and the lowest possible degree of unemployment 
in Canada.2^ 

25j. E. Coyne, Speech Number 11, pp. 5-6. (See 
Appendix IV). 



TABLE 7 

Main Components of the Canadian Labour Market, 1950 - 1969 

1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
I960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 

Populat 
(thousa 

136C 
1381 
142? 

I* 

0 

1468 
151C 
1553 
1591 
1633 
1693 
1731 
17711 
1809/ 
1844 
18781 
1914 
195Cj 
1985) 
2023 
2063 
2094 

Civilian Labour 
Force 

(thousands) 

5162 
5223 
5324 
5397 
5493 
5610 
5782 
6008 
6137 
6242 
6411 
6521 
6615 
6748 
6933 
7141 
7420 
7694 
7919 
8163 

Civilian Labour 
Force as a Percent 

of Population 

37.9 
37.6 
37.2 
36.7 
36.3 
36.1 
36.3 
36.7 
36.2 
36.0 
36.1 
36.0 
35.8 
35.9 
36.2 
36.6 
37.3 
37.9 
38.3 
39.0 

Employed 
(thousands) 

4976 
5097 
5169 
5235 
5243 
5364 
5585 
5731 
5706 
5870 
5965 
6055 
6225 
6375 
6609 
6802 
7152 
7379 
7537 
7780 

Unemployed 
(thousands) 

186 
126 
155 
162 
250 
245 
197 
278 
432 
372 
446 
466 
390 
374 
324 
280 
267 
315 
382 
383 

Unemployed 
as a Percent 
of Labour Force 

3.6 
2.4 
2.9 
3.0 
4.6 
4.4 
3.4 
4.6 
7.0 
6.0 
7.0 
7.1 
5.9 
5.5 
4.7 
3.9 
3.6 
4.1 
4.8 
4.7 

Population at the sta of the period 
CD 

SOURCE: i/.B.S. The Tahor Force. Monthly, Cat. 71-001 and D.B.S., Vital S t a t i s t i c s . Annual, Cat. 84-201 (Ottawa: Queen's P r i n t e r ) . "^ 
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In order to solve the problem of unemployment, Coyne 

seemed to favor a reorientation of production in Canada in 

order to reduce the volume of imports, as in early 1960, he 

advanced the argument that: 

If so much of our own productive resources were not 
devoted to construction, more could be utilized in 
production for export and more could be devoted to 
production of various kinds of goods for the domes­
tic market at competitive costs and thereby bring 
a further reduction in the volume of imports.26 

In the Annual Report for 1960, Mr. Coyne again de­

plored the fact that so much spending was done on foreign 

goods and services as opposed to goods and services produced 

in Canada : 

If appreciably more of total spending by Canadian 
had on balance been on goods and services produced 
in Canada the level of unemployment would have been 
much less than that which has actually been expres­
sed.2''' 

In addition to creating unemployment in Canada, Mr. 

Coyne believed that Canada's excessive level of imports of 

goods and services contributed to its excessive balance of 

payments deficits in the 1950's. This latter point was of 

major concern to Governor Coyne as he elaborated on these 

large deficits in nearly all of his public speeches. His 

views on Canada's international balance of paymentswill now 

26J. E. Coyne, Speech Number 2, p. 15 (See Appen­
dix IV). 

2>7Bank of Canada, Annual Report for the Year 1960 
(Ottawa, 1961), p. 15. Coyne also made similar remarks in 
Speech Number 10, p. 15 (See Appendix IV). 
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be considered. He attributed Canada's problems in this re­

spect to excessive capital expenditures. A representative 

expression of his position is as follows: 

In our country, pursuit of an excessive and unsustain­
able rate of capital expenditure since the war has 
not only contributed to the unstable cycle of short­
lived boom followed by recession but has also been 
responsible for a growing deficit in our interna­
tional balance of payments, a large excess of imports 
of goods and services over our exports, increasing 
reliance on foreign resources to finance (directly 
or indirectly) both capital projects and consumption, 
and a great increase in our foreign debt and in the 
annual burden of debt charges.28 

With regard to Canada's commodity or merchandise 

trade, Mr. Coyne noted that while merchandise exports had 

increased between 1950 and 1960, merchandise imports had in­

creased more rapidly. As can be seen from Table 8, merchan­

dise exports increased from $3.1 billion in 1950 to nearly 

$5.4 billion in 1960, an increase of some 71 per cent. On 

the other hand, merchandise imports increased from $3.1 bil­

lion in 1950 to some ̂ 5.5 billion in 1960, an increase of 

close to 77 per cent. Coyne also deplored in many speeches 

Canada's growing net deficit in non-merchandise or invisible 

items, that is, freight and shipping expenditures, tourist 

28J. E. Coyne, Speech Number 2, p. 3. The subject 
of Canadian balance of payments deficits was covered in 
many other Coyne speeches among which Speech Number 3, p. 7 
and p. 16; Speech Number 5, p. 3; Speech Number 6, pp. 6-9; 
Speech Number 7, pp. 'l-'d; Speech Number y, pp. 3-16; before 
the Senate Committee on Manpower end Employment (Ottawa. 
April 26, 1961), pp. 12-14; and in Speech Number 10, pp. 15-17. 
(For complete references to these Speeches, see Appendix IV). 



TABLE 8 

Balance of Payments on Current Account in Canada, 1950 - 1968 
( in mil l ions of dol la rs ) 

Year 

1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 

SJC 

. 
i 

i 

i 
L 

L 
L 
i 

i 

t 

t 

i 
t 
K 
1] 
i ; 

'•̂ rchandise 

;s 

? 
) 
i 
I 
W 
I 
7 
4 
t) 
L 
? 

9 
7 
2 
3 
5 
& 
3 
i 

Imports 

3132 
4101» 
3854 
4212 
3916 
4543 
5565 
5438 
5066 
5572 
5540 
5716 
6203 
6579 
7537 
8627 
10102 
10772 
12162 

Merchandise 
Trade 
Balance 

7 
-151 
485 
- 60 
18 

-211 
-728 
-594 
-176 
-421 
-148 
173 
184 
503 
701 
118 
224 
566 
1376 

Non-Merchandise 

Receipts 

1091 
1197 
1334 
1341 
1314 
1527 
1638 
1635 
1562 
1662 
1744 
1899 
2036 
2207 
2509 
2736 
3070 
3747 
3582 

Payments 

1417 
1558 
1632 
1729 
1756 
2003 
2282 
2492 
2523 
2728 
2829 
3000 
3050 
3231 
3634 
3984 
4456 
4812 
5069 

Non-Merchandise 
Balance 

-326 
-361 
-298 
-388 
-442 
-476 
-644 
-857 
-961 
-1066 
-1085 
-1101 
-1014 
-1024 
-1125 
-1248 
-1386 
-1065 
-1487 

Current 
Account 
Balance 

-319 
-512 
187 
-448 
-424 
-687 
-1372 
-1451 
-1137 
-1487 
-1233 
-928 
-830 
-521 
-424 
-1130 
-1162 
-499 
-111 

a j , i :Luding «^old pact ion ava i lab le for exports . 
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expenditures and interest and dividends on foreign borrow­

ings among others. Table 8 also shows that wnile Canada's 

receipts from non-merchandise trade increased from $1.1 

billion in 1950 to $1.7 billion in I960, or by some 52 per 

cent, its non-merchandise payments increased from$L.4 

billion in 1950 to §2.8 billion in 1960, thus an increase 

of approximately 92 per cent. Between 1950 and 1960, with 

the exception of 1952, Canada incurred deficits in its cur­

rent account and between 1956 and 1960, the deficits varied 

between $1.1 billion and $1.5 billion annually. Coyne also 

noted on various occasions that Canada's unfavourable ba­

lance of payments on current accounts since 1950 resulted 

from trade with the United States. 

Furthermore, in most of his speeches and in his 

Annual Reports, Governor Coyne considered the "alarming" 

problem of large and growing volume of foreign borrowing 

29 

incurred by Canadian governments and businesses. 

Table 9 indicates Canadian long-term and short-term 

capital movements for selected years from 1950 to 1968. 

The only outflow of capital from Canada during that period 
2 % r . Coyne considered the topic of Canadian exces­

sive foreign borrowing on several occasions, among which, 
in Speech Number 1, p. 17; Speech Number 2, pp. 3 and 22; 
Speech Number 5, p. 7; Speech Number 5, pp. 1, 3, 8, 13 and 
14; Speech Number 6, pp. 1, 3j 4, 7, 9 and 10; Speech Number 
10, pp. 17-18; and before the Senate Committee on Manpower 
and Employment (Ottawa, April 26, 1961), pp. 13-14. (Com­
plete references to tne above speeches are contained In Appen­
dix IV). 



TABLE 9 

Long-Term and Short-Term Cap i t a l Movementsain Canada fo r Se lec ted Years from 1950 t o 1968 

Total Capital 
Movements in Long-
Term Forms 

Total Capital 
Movements in Short-
Term Forms 

Net Capital 
Movements^ 

50 

10 

'31 

41 

1952 

455 

-605 

-150 

1954 

599 

- 51 

548 

1956 

1490 

- 70 

1420 

1957 

1320 

26 

1346 

1958 1959 I960 

millions of dollars 

1153 

93 

1246 

1179 

297 

1476 

929 

265 

1194 

1961 

930 

288 

1218 

1962 

688 

297 

985 

1964 

820 

- 33 

787 

1966 

1061 

-258 

803 

1968 

1544 

-1010 

534 

aA minus s ign indication outflow of c a p i t a l from Canada. 

Excluding changes inserves and I .M.F. p o s i t i o n 

SOURCE: O.B.S. , •.'un.rt.e Es t imates of t he Canadian Balance of I n t e r n a t i o n a l Payments^ ca t . 67-001, occasional c a t . 67-505 (Ottawa: 
Queen's P r in t e 

to 
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occurred in 1952. During the period 1955 to 1960, net 

capital movements averaged +$1,221 million annually. These 

inflows of foreign capital were mainly in the form of 

direct investments. 

In a speech, On March 17, 1961, Governor Coyne, 

having reviewed the balance of payments of the United States, 

turned to Canada's balance of payments and the balance of 

net indebtedness, that is, the amount by which the claims of 

non-residents against the Canadian economy exceed the claims 

of Canadian against other countries. He stated in this re­

gard: 

In our case the capital flow has been inward - "our 
net international indebtedness," in the official 
phrase, has greatly increased. The deficit In our 
current account has been balanced by the capital 
inflow ... The outstanding amount of net foreign 
investment in Canada has, therefore, more than qua­
drupled in these eleven years, from $4 billion at 
the end of 1949 to $17 billion in 1960.30 

Table 10 demonstrates Coyne's above-mentioned point. 

It is interesting to note however that, throughout his dis­

cussions on Canada's excessive foreign borrowing, Governor 

Coyne realized that the rate of saving in Canada was nearly 

the largest in the world. Table 11 shows some elements of 

saving and gross accumulation in Canada from 1950 to 1968. 

However, he urged that a reasonable increase in personal, 

30J. E. Coyne, Speech Number 9, pp. 3-4. (See 
Appendix IV). 



TABLE 10 

Canadian Balance of International Indebtedness for Selected Years from 1950 to 1965 
(in millions of dollars) 

A. 

B. 

LIABILITIES ( fore i j 
c a p i t a l i nves t ed i anada ) 

Di rec t investmenl 
Gov ' t , munic. boi and o the r 

long- term invesents 
Other investment! 

To t a l Gross Liabi l :es 

ASSETS (Canadian c*al 
i nves t ed abroad) 

Di rec t investmenl 
P o r t f o l i o inves t r ts and 

o t h e r l o n g - t e n 
Other investmenti 

To ta l Gross Assets 

Canadian Net Indebtednef 

1951 

4.5 

4.9 
1.8 

11.3 

1.2 

2.5 
2.2 

6.0 

5.3 

1953 

6.0 

5.5 
1.4 

12.7 

1.5 

2 .7 
2.5 

6.6 

6 .1 

1955 

7.7 

5.7 
1.6 

15 .1 

1.7 

2.6 
2 .7 

7.1 

8.0 

1956 

8.9 

6.6 
1.9 

17.5 

1.9 

2 .7 
3.0 

7.5 

10.0 

1957 

10.1 

7.3 
2.2 

19.6 

2 .1 

2.7 
3.2 

7.9 

11.8 

1958 

10.9 

8.1 
2.5 

21.5 

2.1 

2.6 
3.5 

8.2 

13.3 

1959 

U . 9 

9.0 
2.9 

23.8 

2 .3 

2 .8 
3.4 

8.5 

15.3 

1960 

12.9 

9.3 
3 .3 

25.6 

2.5 

2 .9 
3.7 

9.0 

16.6 

1961 

13 .7 

9.8 
3.7 

27.3 

2.6 

3 .1 
4 .0 

9.7 

17.6 

1963 

15.4 

10.7 
4 .3 

30.4 

3 .1 

3.5 
4.5 

11 .1 

19.4 

1965 

17.2 

12 .4 
5.6 

35.2 

3.5 

4 .3 
5.3 

13 .1 

22 .1 



TABLE 11 

SELECTED ELEMENTS OF SAVING & GROSS ACCUMULATION, 1950-1968 

1950 

1951 

1952 

1953 

1954 

1955 

1956 

1957 

1958 

1959 

1960 

1961 

1962 

1963 

1964 

1965 

1966 

1967 

1968 

Personal 
Saving 

New 

647 

1,325 

1,319 

1,271 

465 

590 

954 

950 

1,124 

882 

909 

792 

1,565 

1,749 

1,379 

2,249 

2,999 

3,295 

3,516 

Old 

662 

1,334 

1,291 

1,312 

809 

850 

1,320 

1,202 

1,635 

1,357 

1,535 

1,545 

2,317 

2,531 

2,059 

3,088 

3,731 

3,995 

4,048 

Corporations 
Retained 
Earnings 

New 

727 

671 

669 

819 

675 

1,151 

1,373 

1,094 

1,204 

1,422 

1,322 

1,314 

1,618 

1,836 

2,420 

2,676 

2,624 

2,488 

2,657 

Old 

C C A 

New 

millions of 
752 

662 

618 

729 

571 

962 

1,131 

854 

876 

986 

837 

757 

937 

1,066 

1,292 

1,354 

1,142 

1,030 

1,517 

705 

815 

919 

1,070 

1,281 

1,461 

1,709 

1,913 

1,899 

2,081 

2,184 

2,255 

2,451 

2,589 

2,752 

2,958 

3,233 

3,554 

3,765 

a 
Old 

dollars 
705 

824 

936 

1,107 

1,336 

1,566 

1,774 

1,963 

1,974 

2,190 

2,326 

2,420 

2,645 

2,807 

3,077 

3,416 

3,713 

3,994 

4,242 

Gro ss 
Saving 

New 

1,432 

1,486 

1,588 

1,889 

1,956 

2,612 

3,082 

3,007 

3,103 

3,503 

3,506 

3,569 

4,069 

4,425 

5,172 

5,634 

5,857 

6,042 

6,422 

Old 

1,457 

1,486 

1,554 

1,836 

1,907 

2,528 

2,905 

2,817 

2,850 

3,176 

3,163 

3,177 

3,582 

3,873 

4,369 

4,770 

4,855 

5,024 

5,759 

Gross 
Accumulation b 

New 

4,370 

5,378 

5,405 

6,212 

5,253 

6,598 

8,796 

8,836 

8,021 

9,024 

8,877 

8,439 

9,727 

10,412 

11,827 

14,576 

16,716 

16,307 

17,320 

Old 

4,554 

5,743 

5,802 

6,417 

5,604 

6,664 

8,976 

8,919 

7,941 

8,805 

8,712 

8,217 

9,510 

10,171 

11,306 

13,877 

15,799 

15,398 

16,380 

Personal 
Saving 

New 

14.8 

24.6 

24.4 

20.5 

8.9 

8.9 

10.8 

10.8 

14.0 

9.8 

10.2 

9.4 

16.1 

16.8 

11.7 

15.4 

17.9 

20.2 

20.3 

Old 

Retained 
Earnings 

New 

Per cent of 
14.5 

23.2 

22.3 

20.4 

14.4 

12.8 

14.7 

13.5 

20.6 

15.4 

17.6 

18.8 

24.4 

24.9 

18.2 

22.3 

23.6 

25.9 

24.7 

16.6 

12.5 

12.4 

13.2 

12.8 

17.4 

15.6 

12.4 

15.0 

15.8 

14.9 

15.6 

16.6 

17.6 

20.5 

18.4 

15.7 

15.3 

15.3 

Old 

gross 
16.5 

11.5 

10.7 

11.4 

10.2 

14.4 

12.6 

9.6 

11.0 

11.2 

9.6 

9.2 

9.9 

10.5 

11.4 

9.8 

7.2 

6.7 

9.3 

Corporations 

CCA. a 

New Old 

accumulation 
16.1 

15.2 

17.0 

17.2 

24.4 

22.1 

19.4 

21.7 

23.7 

23.1 

24.6 

26.7 

25.2 

» 24.9 

23.3 

20.3 

19.3 

21.8 

21.7 

15.5 

14.3 

16.1 

17.3 

23.8 

23.5 

19.8 

22.0 

24.9 

24.9 

26.7 

29.5 

27.8 

27.6 

27.2 

24.6 

23.5 

25.9 

25.9 

Gro 
Savi 

New 

32.8 

27.6 

29.4 

30.4 

37.2 

39.6 

35.0 

34.0 

38.7 

38.8 

39.5 

42.3 

41.8 

42.5 

43.7 

38.7 

35.0 

37.1 

37.1 

ss 
ng 

Old 

32.0 

25.9 

26.8 

28.6 

34.0 

37.9 

32.4 

31.6 

35.9 

36.1. 

36.3 

38.7 

37.7 

38.1 

38.6 

34.4 

30.7 

32.6 

35.2 

a Capital Consumption Allowances 

b Gross accumulation is equal to total domestic investment; the corresponding saving is equal to national saving plus saving 
made available by non-residents. To make the new and old series comparable, the unrevised series has been made to include 
the old estimates of government capital spending. 

Source: D.B.S., National Income and Expenditure Accounts, 1926-1968,(Ottawa: Queen's Printer, August 1969), 
p. 22 
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governmental or other saving in Canada would obviously be a 

step in the right direction as when on January 17, 1S61, he 

urged that 

a programme for making ourselves independent of 
future imports of the savings of foreigners should 
include measures to increase our own r a t e of 
saving, with par t icu la r emphasis on whatever in ­
crease can be achieved in the r a t e of personal 
savings by Canadians.^l 

Associated with Mr. Coyne's view of excessive foreign 

borrowing in Canada was the closely linked problem of exces­

sive foreign ownership. Coyne's concern seemed to resemble, 

in some respects , the observations on foreign ownership and 

control made in the Pinal Report of the Royal Commission on 

Canada's Economic Prospect to the effect tha t 

Many Canadians are worried about such a large degree 
of economic decision-making being in the hands of 
non-residents or in the hands of Canadian companies 
control led by non-residents . This concern has a r i sen 
because of the concentration of foreign ownership in 
ce r t a in indus t r ies , because of the fact tha t most of 
i t i s centred in one country, the United S t a t e s . . . 

We bel ieve Canadians should have more tangible assu­
rance than they now have that people who are respon­
s ib le for the management of such foreign-owned con­
cerns wi l l , whenever reasonably possible , make deci-
cions that are in the best i n t e r e s t s of Canada; that 
such concerns in effect become more "Canadian" in 
outlook. * 

31J. E. Coyne, Speech Number 7, pp. 9-10; he also 
developed t h i s aspect in Speech Number 2, p . 10. (For com­
ple te references, see Appendix IV). 

^Canada, Royal Commission on Canada's Economic Pros­
pec t s , Pinal Report (Ottawa: Queen's P r in te r , November 1957), 
pp. 389, 392 and 393. 
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Mr. Coyne, for his part, deplored the high level of 

foreign control of Canadian industry when he said: "No other 

nation so highly industrialized as Canada has such a large 

proportion of its industry controlled by non-resident compa­

nies."33 

Later on in New York City, he obviously opted in 

favour of larger equity participation by Canadians in their 

industries which had become foreign-owned, when he said that: 

Ownership and control of Canadian industries by 
United States industries is in some ways less 
desirable than would similar ownership and control 
by European interests.... European and especially 
English parent companies show a greater willingness 
to allow and even encourage Canadian participation 
in share ownership of business in Canada, either by 
public sale of stock or by going into partnership 
with native Canadian companies.34 

As a consequence of these views on excessive Canadian 

foreign borrowing and foreign ownership of Canadian manufac­

turing and resource industry, Mr. Coyne invoked in some of 

his speeches strong nationalistic arguments. For example, 

in March, 1961, he concluded a speech by claiming that 

Most Canadians are firm believers in the adage of 
Abraham Lincoln that self-government is better than 
good government. In economic and social terms, 
self-development is better for rounded life and con­
tinued vigour of a nation like Canada, and will do 
more to satisfy national aspirations of every kind 

33J. E. Coyne, Speech Number 5, p. 22. (See Appen­
dix IV). 

34j. E. Coyne, Speech Number 9, pp. 12-13. (See 
Appendix IV). 
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than the most ideal kind of purely economic develop­
ment, if the latter involves perpetuation of large 
deficits in our balance of payments, continued re­
liance on endlessly growing foreign debt, and a 
continuously shrinking proportion of industry under 
domestic ownership and control. To achieve our 
goals we must solve our balance of payments problem 
with the outside world, and especially with the 
United States, and rely on our own resources, not 
only material factors, but resources of the human 
mind and spirit, in order to build our own economic 
future and our own expression of national indepen­
dence . ̂  

Finally, in this section, Mr. Coyne's views on 

Canadian exchange rates and on the use of monetary policy 

will be outlined. Firstly, on the topic of exchange rates, 

Governor Coyne attributed the premium rate on the Canadian 

dollar to an excess of foreign borrowing over imports. In 

1960, Coyne developed his views on this subject, when he 

stated: 

The fact is that at times the amount of foreign bor­
rowing done by Canadians has exceeded even the large 
volume of Imports then requiring to be financed and 
has led to a strengthening of the Canadian exchange 
rate ... I have no doubt that the marginal factor ..., 
has been the unnecessary and ill-advised borrowing 
in foreign currencies on the part of some provincial 
governments and municipalities and their agencies, 
whose operations have no connection with foreign 
exchange or foreign trade on which to base the ser­
vicing of foreign currency obligations. ° 

In the latter part of the above statement, Governor 

Coyne seems to argue as if there were no foreign exchange 

35J, E. Coyne, Speech Number 10, p. 25. 

36j. E. Coyne, Speech Number 5, pp. 10-11. (See 
Appendix IV). 
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market and that only enterprises that earned foreign exchange 

directly were justified in incurring foreign debt. 

Purther; having implied that a premium exchange rate 

in Canada was undesirable, he warned that 

If the Canadian dollar ever starts down the slip­
pery slope of currency depreciation, as has been 
urged already by some, and as can happen to any 
nation that looks for apparently easy short-run 
gains without regard to the future, no one can say 
what the ultimate price may be at which these 
foreign debts will have to be redeemed.3' 

While believing in the undesirability of a premium 

exchange rate, it seems that Mr. Coyne failed to specify in 

his public speeches, his exact position with regard to a 

desirable exchange value of the Canadian dollar. However, 

during a presentation before the Senate Committee on Manpower 

and Employment, on April 26, 1961, Coyne appeared to be some­

what more specific on this topic. He asserted that the deva­

luation of the currency or the depreciation of the interna­

tional exchange value of the Canadian dollar, was definitely 

within the group of inflationary or "something for nothing" 

proposals. 

This brought him to the conclusion that 

'We would do great damage to the Canadian economy 
as a whole and to many persons and enterprises in 
Canada by engaging in deliberate exchange devaluation 
or by utilizing the presumed powers of monetary 
policy with the definite object of putting the 
Canadian dollar to a discount. I do not suggest 

37Ibid., pp. 11-12. 
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that it is desirable to maintain a premium on 
the Canadian dollar, and indeed would hope to 
see such a change in our economic arrangement 
as would prevent a premium from developing 
again, but it is quite a different matter from 
attempting to bring about the inflation of all 
prices and all costs which is the chief effect 
and avowed objective of deliberate depreciation 
of the national currency.38 

Secondly, Mr. Coyne's views on the use of monetary 

policy will be reviewed. It is an accepted fact in western 

economies that monetary policy is only one tool of public 

economic policy and must be used in conjunction with other 

economic policies in order to filfill its role as a stabili­

zing tool. Governor Coyne seemed to be in agreement with 

this general principle. Speaking on the need for Canada to 

strive for the goal of balanced economic growth with price 

stability, he stated: 

Monetary policy cannot possibly do the whole job 
itself, and would be severely handicapped if left 
in sole possession of such responsibility. To 
say this is not to say that monetary policy cannot 
make an important contribution.39 

However, Coyne apparently believed that monetary 

policy was of limited use in combatting a recession. Before 

the Senate Committee on Manpower and Employment, he men­

tioned: 

3®J. E. Coyne, Remarks Before the Senate Special 
Committee on Manpower and Employment (Ottawa, Aoril 26, 
1961), pp. 11-12. 

39j. E. Coyne, Speech Number 1, p. 2. (See Appen­
dix IV). 
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The danger is that too much magic power may be 
thought to reside in monetary expansion and 
deficit finance and too little attention be paid 
to other fields of policy or other kinds of 
measures which in combination I believe are con­
siderably more important.^0 

On numerous occasions prior to his remarks before the 

Senate Committee, he had voiced his belief that "easy money" 

or large scale monetary expansion would not solve the problem 

of unemployment in Canada. On November 14, 1960, he noted 

that 

Suggestions for large scale expansion and for cen­
tral bank action designed deliberately to reduce 
interest rates or to reduce the value of the Cana­
dian dollar, seem to me to be acts of defeatism, a 
despairing effort to find an indirect way, a magic 
way, an effortless and costless way to do something 
which can only be done by methods which involve real 
effort and a recognition of real costs, the burden 
of which can be shifted or shared by more employment 
and more production.^1 

Thus, essentially, these were Mr. Coyne's views on 

economic conditions In Canada as well as on various economic 

problems then facing Canada. 

40j# E. Coyne, Remarks Before the Senate Committee 
on Manpower and Employment (Ottawa, April 26, I"961), 
pp. 6-7. 

41j. E. Coyne, Speech Number 6, pp. 23-24. Mr. 
Coyne also repeated his views against large-scale monetary 
expansion on various occasions, among which, in Speech Num­
ber 9, p. 8; and Speech Number 7, pp. 14-15. (For complete 
references to the above Soeeches, see Appendix IV). 
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2 . Mr. Coyne's Po l icy Proposa ls 

I n h i s va r ious pub l ic speeches as we l l as i n h i s r e ­

marks before the Senate Committee on Manpower and Employment 

on Apr i l 26, 1961, and also i n h i s Annual Reports to the 

Min i s t e r of Finance, Mr. Coyne seemed t o avoid making any 

" s p e c i f i c " or "concre te" p o l i c y p roposa l s i n an at tempt to 

solve Canada's then economic problems. Rather , Coyne's p r o ­

p o s a l s , on those occas ions , remained e s s e n t i a l l y i n the realm 

of genera l sugges t i ons . Governor Coyne may have employed such 

a genera l approach i n view of the d i v e r s i t y of backgrounds of 

h i s audiences , and perhaps a lso because of h i s b e l i e f t h a t 

" s p e c i f i c " p o l i c y proposa l s should be made d i r e c t l y to the 

Minis te r of Finance . I t was only in a c o n f i d e n t i a l memoran­

dum to Mr. D. M. Fleming, da ted February 15, 1 9 6 1 , 4 2 t h a t 

the Governor put forward " s p e c i f i c " p o l i c y recommendations 

as a means to remedy the then major Canadian economic p rob­

lems. Those " s p e c i f i c " po l i cy proposa ls w i l l be o u t l i n e d 

i n t h i s s e c t i o n . F i r s t , however ; Governor Coyne's "gene ra l " 

and pub l i c p roposa l s to help solve Canada's economic prob­

lems w i l l be d i scussed b r i e f l y . In some speeches , Coyne 

i n d i c a t e d "genera l " measures to improve Canadian economic 

4^J . E. Coyne, The Requirements of Economic Po l i cy 
Today, Memorandum t o D. M. Fleming, Min is te r of Finance 
(Ottawa: February 15, 1961), 24 p . 
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conditions. The following excerpt exemplifies the scope of 

those "general" proposals: 

There are not one but several major requirements 
for the prevention of inflation, the maintenance 
of sound and steady growth and the prevention or 
mitigation of fluctuations in the level of unem­
ployment. One requirement, certainly, is the 
maintenance of a sound monetary policy, which 
means restraint in the process of expanding the 
stock of money. Another is moderation in spending 
and borrowing by governments and public bodies. 
A third is the development and maintenance of 
appropriate fiscal policies and public policies 
of various other kinds designed to promote sound 
expansion in private business but to discourage 
excessive spending throughout the economy.43 

With regard to the first requirement, that of a 

sound monetary policy, it has been pointed out in Section 1 

of this chapter that, according to Mr. Coyne, large-scale 

monetary expansion to combat unemployment was to be avoided 

at all costs. 

Concerning the second general requirement - that of 

moderation in spending and borrowing by governments and 

public bodies - he stated: "Under present conditions, general 

measures involving larger government deficits would not con­

tribute significantly to an increase in employment in Canada. 

However, before the Senate Manpower Committee, on 

April 26, 1961, having quoted Professor Samuelson's special 

4,5J. E. Coyne, Speech Number 2, p. 4. (See Appen­
dix IV). 

44J. E. Coyne, Speech Number 5, p. 14. (See Appen­
dix IV). 
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task force report on economic conditions in the United States 

and more specifically as it related to planned deficits, 

Governor Coyne qtmalified his earlier position as follows: 

I do not quote these words in order to indicate 
opposition to government spending as such, and 
indeed I believe some degree of increased spending 
in some categories of expenditures is desirable. 
To rely on deficit finance for such expenditures, 
however, is to use a very dangerous drug, and I 
believe its use should be held to a minimum.^ 

In early 1960, Mr. Coyne apparently pointed out in 

what areas moderation in spending should take place when he 

suggested that the best areas were in social capital invest­

ment and resource development investment. On that occasion, 

he asked: 

Supposing we had been living within our means during 
the past five or six years, what would the difference 
in capital expenditures have been? ... It would have 
meant that we would have built fewer houses and per­
haps lower cost houses .... This would have meant 
a smaller consequential expenditure on streets, 
sewers, etc., by municipalities. We would have 
built fewer miles of new high-cost highways, and 
would have tried to finance more on various expen­
ditures by governments and government enterprises 
out of revenue instead of out of borrowing. We 
would have had somewhat less in the way of national 
resource development... would have needed less 
hydro electric development ... and would of course 
have had somewhat less spending on public buildings 
and other public facilities.4^ 

*3j. E. Coyne, Remarks Before the Senate Committee 
on Manpower and Employment (Ottawa, April 26, 1961), p. 7. 

46J. E. Coyne, Speech Number 2, pp. 16-17. (See 
Appendix IV). 
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In relation to the third requirement for steady 

growth and the prevention of inflation and unemployment, 

Mr. Coyne advocated the development and maintenance of appro­

priate fiscal policies designed to promote sound expansion 

in private business, while at the same time discouraging 

excessive spending throughout the economy. However, in his 

speeches, Coyne did not seem to elaborate on specific fiscal 

policy measures to promote sound expansion in private busi­

ness. On this subject of expansion, the Governor was in 

fact quite vague, as he seemed to favor expansion of second­

ary industries and also export-producing industries. He 

stated: 

In addition to whatever expansion of employment-
increasing export industries may reasonably be ex­
pected, a large expansion of domestic secondary 
industry in various parts of the country is essen­
tial if we are to re-establish economic equilibrium 
between Canada and the rest of the world and also 
in order to provide for equilibrium in employment 
opportunities inside Canada itself. ' 

While considering the subject of expansion of second­

ary industry, Governor Coyne singled out the problem of re­

gional disparity in investment, when he expressed the view 

that 

Canada can only be strong and meaningful in terms 
of national identity if each of its main economic 
regions is likewise enabled to develop and main-
tain a healthy economic structure. ° 

4'J. E. Coyne, Speech Number 3, pp. 17-18. (See 
Appendix IV). 

48ibid., p. 18. 
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Finally, in his public speeches, it seems that the 

closest Mr. Coyne came to suggest "specific" proposals, was 

on the subject of the adoption of controls. In order to 

solve Canada's problem of unemployment and its balance of 

payment deficits, Coyne, on one occasion in 1960, implied 

that the only non-inflationary way of dealing with such 

problems was through the protection of domestic industry. 

This action, he seemed to believe, would increase domestic 

employment and lower the Canadian propensity to import and 

thus reduce the current account deficit. He stated in this 

connection that 

The cost of unemployment and of measures to promote 
increased employment are real and must be borne by 
someone. There are non-inflationary methods to 
deal with this, if the people of Canada are prepared 
to share the cost. ... In one way or another, those 
of us who are employed must contribute out of our 
resources to help share the cost of unemployment 
and to help create conditions in which greater 
employment opportunities will be available within 
Canada. ... We need to develop our domestic indus­
try in such a way as to reduce our propensity to 
import .... 

In contrast to the above-mentioned "general" propo­

sals put forward in his public speeches, Governor Coyne's 

proposals contained in the memorandum of February 15, 1961, 

to Finance Minister Fleming, were far more "specific". 

At the outset of this memorandum, Coyne pointed out 

that major changes in Canadian economic policy were required 

49Ibid., pp. 15 and 17. 
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if Canada was to achieve full employment and steady growth 

at a satisfactory rate. He agreed that monetary policy had 

a part to play in any anti-recession economic programme and 

also in fostering long-term economic growth. However, he 

maintained that the whole range of economic policy should be 

focused on the goals of promoting full employment and a 

satisfactory rate of economic growth without inflation, and 

restoring equilibrium in the balance of payments. Thus, 

Coyne's programme of action was aimed at the achievement of 

these goals and he accordingly outlined the following 

"specific" measures or fields of action: 

(1) To reduce imports : 

(a) Introduce a temporary tariff surcharge of ten per 

cent on the value of imported goods, applicable on 

all goods except a limited list not produced in 

Canada. The result expected was an immediate stimu­

lus to increased production of various goods in 

C anada. 

(b) Announce immediately the repeal of the provisions of 

the Customs Tariff, whereby motor car manufacturers 

in Canada may Import parts, free of duty, from the 

U.S. up to forty per cent of the value of their cars. 

The aim was to give greater encouragement to the 

expansion of production of parts in Canada and to the 

setting up of facilities in Canada to produce such 

parts. 
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(c) Reduce the exemptions from pale tax and customs 

duties applicable to tourists' purchases by 

(i) removing permanently the exemption from the 

Canadian sales tax on goods imported by re­

turning Canadian travellers. 

(ii) removing for two years the corresponding 

exemption from customs duties in the case of 

goods imported by returning Canadian travel­

lers. 

(2) To mobilize the supply of Canadian savings in Canadian 

industries: 

(a) Establish a National Development Corporation with 

the power to raise funds by sale of its securities 

to the government or to the public, without govern­

ment guarantee. The aim was to retain Canadian owner­

ship and control in Canadian enterprises. 

(b) Expand the lending power of the Industrial Develop­

ment Bank. 

(c) Establish a Local Government Finance Corporation. 

The aim was to ensure that provincial and municipal 

governments would be able to obtain financing on a 

sound basis in Canada. 

(3) To ensure uniformity in regional development: 

Set up a special Department of government, charged with 

studying and promoting Increased development in depressed 
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or slow-growth areas. This department would simply make 

recommendations to the Federal Government or to the 

provincial governments concerned. 

(4) To increase personal saving by Canadians: 

Encourage the creation of small savings institutions 

and also credit unions, local savings banks, etc. 

(5) To relieve provincial government budgets: 

Establish a National Highways System and a Federal Roads 

Administration, with a permanent staff responsible for 

the construction and the maintenance of all international 

and interprovincial highways in Canada. Federal expen­

ditures on highways should be financed by a federal 

sales tax on gasoline and diesel fuel oil as well as by 

toll charges. 

(6) To offset cyclical unemployment: 

Provide the permanent nucleus for a Resource Development 

Agency which, in order to offset cyclical changes in 

employment in the private sector of the economy, would 

expand or reduce the number of its temporary staff. 

(7) To alleviate the direct impact of a recession: 

Increase the incomes of the unemployed, for example, 

through the payment of a special supplement of 25 per 

cent of regular unemployment insurance benefits, until 

the seasonally adjusted rate of unemployment remained 
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below four per cent of the labour force for three succes­

sive months. 

(8) To produce over-all growth and prevent further foreign 

indebtedness: 

Adopt new and higher taxes on luxury items of consump­

tion and on personal income as part of the cost of a full-

employment policy; also increase taxes on liquor and 

tobacco and implement a three-year temporary increase in 

personal and corporate income tax of three per cent, 

called a National Development Tax. 

(9) To minimize deficit finance: 

Without making "specific" proposals in the field, Coyne 

simply suggested that various revenue measures and 

various expenditures should be chosen as to secure the 

maximum impact with the minimum deficit or additional 

borrowing. The Governor further advanced that a deficit 

occasioned by a general reduction in personal income 

taxes or in corporation taxes would not make a worth­

while contribution, under the circumstances prevailing 

at the time to production and employment in Canada, as 

most of this general reduction in tax rates would go to 

increase net income of these who were not unemployed. 

Some part, probably a fairly large part, would be spent 

on imported goods and services, which would add to the 

balance of payments deficit and thus not increase 
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production and employment in Canada. 

(10) To reduce the national debt: 

Establish a Board of Commissioners for the National 

debt, empowered to seek professional advice, and con­

sult with committees of investors to determine the term, 

interest rate and price of new issues of Government of 

Canada securities, and to operate a Sinking Fund which 

would receive (as a statutory charge on budget) an 

annual amount equal to one per cent of the total out­

standing debt, to be employed for the purchase, in the 

market, of Government securities having a maturity at 

the time of purchase of more than five years. 

(11) To reduce the volume of borrowing by the Government: 

Establish a selling agency independent of the Central 

Mortgage and Housing Corporation, empowered to requisi­

tion mortgages from C.M.H.C. for resale on attractive 

terms to ensure a large continuing sale and actively 

promote the development of a mortgage market in Canada 

and institutions designed to operate in such a market. 

(12) To prevent burdening of the market by large sales of 

securities by the Unemployment Insurance Fund: 

(a) Increase the rates of contribution. 

(b) Remove from the Fund the responsibility for non-

insurable risks. 
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(c) In time of surplus, have the Fund invest in special 

non-marketable issues of Government securities of 

no fixed term, which would be redeemed by the Govern­

ment whenever necessary to meet a drain on the Fund. 

(13) To reduce heavy inflow of foreign capital: 

Employ taxation measures (outlined further) and use the 

resources of the Exchange Fund to stabilize the value 

of the Canadian dollar at parity with the United States 

and, avoid the inflation, windfall gains and structural 

distortions of the economy involved in exchange depre­

ciation or devaluation of the currency. 

(14) To restrain consumer credit: 

Give power, by a permanent statute, to the Governor-in-

Council to set limits on and vary from time to time as 

to the term the minimum down payment, the finance char­

ges etc., in the whole field of consumer credit and 

personal loans. This proposed measure would minimize 

waste in Canadian savings. 

(15) Governor Coyne, in this same memorandum, gave a long 

description of uses of fiscal policy for economic pur­

poses. The major fiscal policy measures which he pro­

posed were as follows: 

(a) (i) grant several years exemption from income 

tax to new business enterprises and partic-
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ularly those engaged in the production of 

goods which would replace imports, 

(ii) examine the indiscriminate exemption from 

income tax for three years in the case of new 

mining operations, as it seemed possible for 

large profitable mines (often foreign-owned) 

to operate for years while paying little or 

no tax by simply opening up new ore bodies 

every three years as separate mines, 

(b) Coyne also suggested various ways of varying the 

amount of depreciation allowances that could be 

charged against current income before tax, espe­

cially in those cases which seemed to serve a na­

tional purpose. For example: 

(i) grant to small businesses the right to set 

their own depreciation allowances so that, if 

adequate profits were earned, the entire amount 

of the cost of new equipment, buildings, etc., 

could be charged to profits in the same year 

as the capital expenditure was made. 

(ii) grant accelerated depreciation to companies 

expanding their operations in depressed areas 

or underdeveloped regions. 

(iii) where valuable purpose was served, grant 

"initial allowances" or "special allowance" -
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allowing depreciation charges to exceed 100 per 

cent of the value of the capital asset; the 

benefit of such provision should not go to 

large foreign-owned enterprises. 

(iv) give generous depreciation allowances for the 

acquisition of capital equipment for use in 

research in Canada and in connection with the 

acquisition of Canadian capital equipment made 

in Canada. 

(v) re-examine standard depreciation schedule which 

was too high, except in the case of smaller 

businesses. 

(c) Re-examine depletion allowance permitted in the 

field of mining and oil production so as to limit 

such allowances to smaller enterprises or to those 

owned and controlled by Canadians. 

(d) Counteract the special inducement afforded by the 

United States tax laws to American investors in 

Canadian resource development by levying a special 

tax on profits of companies they own or dividends 

paid to such investors equal to the amount of any 

special depletion allowances or tax exemption which 

they receive under United States tax law. 

(e) Adjust corporation income tax and related taxes so 

as to encourage more saving and investment by 
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Canadians, for example, by extending the present 

rate of twenty per cent now applying on the first 

$35,000 of profits to the first $100,000 profits; 

by reducing the rate of corporate income tax to 

forty per cent in relation to all profits distribu­

ted as dividends, and increase the rate to sixty per 

cent on undistributed profits, in order to encou­

rage greater distribution of corporate profits to 

Canadian shareholders; by terminating all agree­

ments with other countries which limit the ability 

of the Canadian Parliament to legislate with re­

spect to the withholding tax on income received by 

non-residents from Canadian sources, and raise the 

present rate of fifteen per cent to a new rate of 

twenty per cent and ultimately to thirty per cent. 

(f) In order to encourage domestic industry and discou­

rage imports, re-examine excise taxes. For example, 

impose excise taxes on larger and more expensive 

categories of consumer goods such as on automobiles, 

where the seven and one half per cent excise tax 

on smaller and less expensive cars could be removed, 

and a much higher scale of rates be applied to more 

expensive cars. 

Mr*- Coyne also believed that the imposition of a 

Federal sales tax on gasoline would not only bring in 
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substantial revenue but would to some extent discourage con­

sumption and thus ease our foreign exchange difficulties, 

and would also encourage the use of smaller cars, rather 

than larger cars which have a high U.S. dollar content. 

Finally, apart from general or selective action in 

the field of tariffs or import restrictions, Governor Coyne 

suggested an examination of major categories of imports in 

order to find approaches or methods with or without tax 

incentives, which would help bring a substantial increase 

in Canadian production. 

These in essence, were Mr. Coyne's "specific" policy 

proposals. It is interesting to note that a number of 

similar proposals to those suggested by Coyne were adopted 

in the years following his resignation. Chapter V of this 

thesis, while considering the aftermath of the Coyne Affair 

will examine the implications of some of Governor Coyne's 

"specific" proposals. 



CHAPTER IV 

VARIOUS REACTIONS TO GOVERNOR COYNE'S ECONOMIC 

VIEWS AND POLICY PROPOSALS 

Mr. C o y n e ' s economic v iews and the p o l i c y p r o p o s a l s 

advanced i n h i s Annual R e p o r t s be tween 1955 and 1960, a s 

w e l l a s i n h i s p u b l i c s p e e c h e s , r e s u l t e d i n a v a r i e t y of 

o p i n i o n s a s t o t h e i r s o u n d n e s s . At one e x t r e m e , t h e r e were 

t h o s e who d i s a g r e e d i n l a r g e p a r t w i t h t h e G o v e r n o r ' s v iews 

and p o l i c y p r o p o s a l s and who o p e n l y m a n i f e s t e d t h e i r o p p o s i ­

t i o n . Among t h e s e were t h e M i n i s t e r of F i n a n c e and numerous 

academic e c o n o m i s t s . At t h e o t h e r e x t r e m e , t h e r e were t h o s e 

who s y m p a t h i z e d w i t h some of C o y n e ' s economic i d e a s , m a i n l y 

newspaper e d i t o r i a l i s t s . A l though Governor C o y n e ' s c r i t i c s 

d i d n o t r e j e c t h i s v iews and p r o p o s a l s a l t o g e t h e r , i t seems 

t h a t t h e i r c r i t i c i s m s f a r outnumbered t h e s y m p a t h e t i c com­

ments p u t f o r w a r d i n c o n n e c t i o n w i t h h i s economic v iews and 

p r o p o s a l s . The f i r s t two s e c t i o n s of t h i s c h a p t e r w i l l 

r e v i e w some of Governor Coyne ' s c r i t i c s ' v iews and, when 

p o s s i b l e , t h e i r c o u n t e r p r o p o s a l s . A l though such a r e v i e w 

does n o t c l a i m t o be a l l - i n c l u s i v e , t h e c r i t i c a l v i e w p o i n t s 

wh ich w i l l be c o n s i d e r e d a p p e a r t o summarize t he c o r e of 

t h e o p p o s i t i o n t o h i s v iews and p r o p o s a l s . The Honourab le 

D. M. F l e m i n g ' s c r i t i c i s m s , i n v iew of h i s p r e d o m i n a n t r o l e 

i n t h e Coyne A f f a i r , w i l l be c o n s i d e r e d i n t h e f i r s t s e c t i o n 
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of this chapter, while the views of a number of academic 

economists will be discussed in the second section. The 

third section will examine the reactions of the press to 

Governor Coyne's economic ideas. 

1. Honourable D. M. Fleming's Criticisms 
and Counterproposals 

In retrospect, it is clear that Finance Minister 

Fleming and Governor Coyne did not always agree on certain 

matters pertaining to economics. For example, as noted in 

Chapter I, in 1956 Mr. Fleming had requested that the Gover­

nor persuade the banks to reduce their minimum liquid asset 

ratio from fifteen to thirteen per cent; Mr. Coyne was to-

tptally opposed to this idea. As it turned out, the matter 

did not develop into an open disagreement then. Later, how­

ever, when Mr. Coyne began his public speeches - during the 

latter part of 1959 - Mr. Fleming publicly criticized the 

Governor's economic views, in various speeches and partic­

ularly in the budget addresses of March 30, 1960, and of 

June 20, 1961. 

It should be pointed out, nevertheless, that on 

occasions, Finance Minister Fleming gave some indication 

that he did not disagree altogether with the Governor's 

economic views. For example, on the subject of inflation 

per se and of the inherent dangers of inflation, it can be 
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shown that Mr. Fleming and Mr. Coyne held similar views. 

As we have seen, Coyne regarded inflation as an evil to be 

avoided at all costs and at all times. Mr. Fleming appa­

rently also recognized the dangers of inflation, for, on 

October 8, 1959, he made the following point: 

There is a prevalent belief that a measure of 
inflation, called "creeping inflation" con­
tributes to growth. ... There can be no com­
promise with inflation in any of its forms, in­
cluding its insidious creeping form . ... 
Inflation is the enemy of growth. tfe should not 
be deceived when it for a time dons the disguise 
of growth. Rather, both inflation and the anti­
cipation of inflation increase instability in 
business. ... Both inflation and the anticipation 
of inflation destroy the basic processes of saving 
and investment. They dilute the purchasing power 
of accumulated money savings. 

We have not lightly taken up the battle against 
inflation.1 

Furthermore, in closing some of his speeches, Mr. 

Fleming proposed to the Canadian people, as had Mr. Coyne, 

similar qualities of character necessary to prevent infla­

tion. For example, Finance Minister Fleming's remarks con­

tained such expressions as "enterprise and initiative", "self-

discipline", "self-reliance and forebearance", "working and 

saving together"; he also concluded one of his speeches by 

saying, "we must be vigilant, realistic and determined in 

^D. M. Fleming, Expansion Ytfithout Inflation, Speech 
to the Empire Club of Canada (Toronto: October 8, 1959), 
pp. 16-17. 



120 

our ef for ts to r e s i s t the p e r i l s of i n f l a t i o n . " 2 Governor 

Coyne, on the other hand, used the following descr ipt ive 

terms: "hard work", " se l f -d i sc ip l ine" , "independent", 

" indust r ious" , "se l f - respect ing" , "anything that can encou­

rage increased saving in Canada." 

Thus, both Mr. Coyne and Mr. Fleming seem to have 

held similar views with regard to in f l a t ion per seand i t s 

dangers. Their agreement ends there , however, and a con­

s idera t ion of the i r respective assessments of economic con­

d i t ions and prospects for Canada in the l a t e f i f t i e s and 

ear ly s ix t i e s shows them to be very far apar t . For example, 

Fleming, in h i s budget speech of March 30, 1960, elaborated 

on specific points ra ised by Coyne in many of h is speeches. 

One of these was concerned with economic growth in Canada 

in I960. Contrary to Coyne's statements on the matter, 

Finance Minister Fleming made the point in t h i s budget speech 

that "We can look opt imis t ica l ly to another year of sol id 

expansion and balanced growth." Later on he voiced h i s be­

l i e f t h a t : "The balanced nature of our economic growth has 

contributed to pr ice s t a b i l i t y and pr ice s t a b i l i t y in turn, 

to balanced growth."4 

2 I b i d . , p . 18. 

3canada, House of Commons Debates, 3rd Session, 24th 
Parliament, Vol. TIT (Ottawa: Queen's Pr in te r , 1960), 
p . 2669. 

4 I b i d . , p . 2670. 
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Furthermore, Mr. Fleming made i t c lear that he did 

not share Mr. Coyne's views on Canadian in te rna t iona l econ­

omic re la t ionsh ips and the alleged danger that they repre­

sented for Canada's balanced growth, s t a b i l i t y and indepen­

dence. Fleming noted that Canada had incurred a f a i r l y large 

de f i c i t on merchandise and on current account during the 

year 1959 but, in contrast to Coyne, tne Finance Minister 

looked at these de f i c i t s in an optimist ic manner, that i s , 

as the natural r e s u l t of foreign explo i ta t ion of genuine 

investment opportunit ies in Canada. In th i s connection, he 

remarked that 

In the goods sector our de f i c i t amounted to about 
half the size of the record de f i c i t of 1956. This 
improvement r e f l ec t s the fact tha t imports were 
more affected by the intervening recession than 
were exports, while the recovery of 1959 saw s ize­
able increase in b o t h . . . . Our de f i c i t on account 
of services nas s teadi ly increased, re f lec t ing 
higher dividend payments on successful investments 
by non-residents in Canada, higher i n t e r e s t pay­
ments, business fees of one kind and another, and 
increased t rave l and expenditure by Canadians 
abroad.5 

Then, during the same address to the House, the 

Minister of Finance placed tne balance of payments s i tua­

t ion in the context of Canada's whole pa t te rn of economic 

a c t i v i t y , i n t e rna l and external , when he said: 

What i s s ignif icant is the use we make of a l l our 
resources, including the product of our own labour 
and equipment, and what we obtain as a resu l t of 

5 I b i d . , p . 2 6 7 1 . 
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our foreign transactions. What is important is 
that a substantial portion of these resources 
should be put into new capital investment, rather 
than into consumption, and that this new invest­
ment should be of a character that will promote 
the efficiency and productivity of our country.6 

On another occasion, Mr. Fleming made a point of 

denying the relevance of Mr. Coyne's distinction between 

Canadian imports of physical capital goods and of physical 

consumer goods, when he remarked that 

It has sometimes been suggested that because we 
are now importing rather more consumer goods and 
fewer capital goods, this would indicate an ina­
dequate use of our capital from abroad. This, of 
course, Is quite wrong. There are two points I 
should like to make in this connection. First, as 
a nation we are becoming relatively less dependent 
on imports, and a high proportion of the goods we 
need is being produced in our own factories. 
Second, in respect to the basket of goods we ac­
quire with the capital from abroad, what really 
matters is not whether they are consumer goods or 
capital goods, but that of the goods and services 
available to Canada an adequate proportion should 
be devoted to sound investments which contribute 
to a strengthening of the overall Canadian economy.7 

Governor Coyne held the view that Canada had used 

excessive foreign investment in achieving its growth. 

Mr. Fleming summarized his own position on the matter in 

the budget address of March 30, 1960, outlining the pattern 

of Canada's net foreign indebtedness and the cost of ser­

vicing its external debt. He claimed that 

6Ibid. 
7D. M. Fleming, Speech to the Manufacturers' Asso­

ciation (Toronto: April 19, 1960), p. 17. 
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Since 1950 we have been expanding very rapidly in 
resource development, in secondary industries, and 
in augmenting and modernizing our social capital, 
at rates considerably in excess of our domestic 
rate of saving. In this period the rate of in­
crease in our net foreign indebtedness has exceeded 
the growth in national output, and the ratio of 
net foreign debt to gross national product is cur­
rently about 45 per cent. Thus in relation to our 
national product our net foreign indebtedness is 
to-day less than that what it was before the war 
and our ability to service it correspondingly 
greater. The net cost of servicing out external 
debt in 1926-1930 represented more than 4 per cent 
of our gross national product; in 1950 it was just 
over 2 per cent, and in 1959 it was just under 1 l/2 
per cent. I do not anticipate that, if we manage 
our affairs prudently and properly, Canada will 
indefinitely continue to rely on capital from abroad 
as heavily as in the last few years.^ 

Table 12 elucidates Mr. Fleming's views by showing, 

among other things, the Canadian balance of international 

indebtedness as a percentage of G.N.P. for the selected 

years from 1930 to 1967. Table 13 depicts the cost of 

foreign investment in Canada in terms of interest and divi­

dends paid to and received from foreigners for selected 

years from 1926 to 1969. 

Governor Coyne had further made the point that Cana­

dians were "Living Beyond Their Means," and in effect bor­

rowing abroad in order to make possible too high a level of 

expenditures. Mr. Fleming, however, believed that 

The initiative for this inflow has come in part 
from our own people who have borrowed abroad, and 
in part from foreign investors attracted by the 

°Canada, House of Commons Debates, Vol. Ill, 1960, 
p. 2672. 
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TABLE 12 

Canadian Balance of International Indebtedness 
as a Percent of Gross National Product* 
for Selected Years from 1930 to 1967 

(in billions of dollars) 

Canadian Canadian Balance of Percent 
Liabilities Assets Abroad Indebtedness of G.N.P. 
to Foreigners 

1930 

1939 

1945 

1949 

1953 

1957 

1961 

1963 

1965 

1967 

8.0 

7.4 

7.6 

8.9 

12.7 

19.6 

27.3 

30.4 

35.2 

39.0 

1.5 

1.9 

3.8 

5.2 

6.6 

7.9 

9.7 

11.0 

13.1 

15.0 

6.5 

5.5 

3.8 

3.7 

6.1 

11.8 

17.6 

19.4 

22.1 

24.0b 

113.4 

97.5 

32.1 

22.6 

24.3 

36.9 

46.9 

44.6 

42.3 

38.6 

aUsing "Previously Published" figures of G.N.P. at 
current prices; see footnote 17, Chapter III, Supra, 
p. 76. 

^Preliminary estimate. 

Source: D.B.S., Canada's In te rna t iona l Investment Pos i ­
t ion , 1926-1954; D.B.S., The Canadian Balance 
or in te rna t iona l PsymentaT~A Compendium of Sta­
t i s t i c s , 1946-1965 and D.B.S., Quarterly E s t i ­
mates of the Canadian Balance of In te rna t iona l 
Payments, Cat. 67-001 (Ottawa: Queen's P r i n t e r ) . 
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TABLE 13 

Cost of Foreign Investment as a Percent of 
Gross Nat ional ? r o d u c t a i n Canada, for 

Se lec ted Years from 1926 to 1969 

1 
1 Year 

1926 
1930 
1939 
1945 
1949 

1951 
1953 
1955 
1957 
1959 

1961 
1963 
1965 
1967 
1969 

Interest 

Paid to 
Foreigners 

Mill 

240 
348 
306 
251 
390 

450 
404 
473 
594 
671 

764 
860 
1086 
1211 
1320 

and Div 

Received 

ion 

idend 

from 
Foreigners 

s of Dollars 

32 
59 
51 
80 
83 

115 
165 
161 
153 
180 

213 
230 
322 
295 
390 

s 

Balance 
Paid 

208 
289 
249 
171 
307 

335 
239 
312 
441 
491 

551 
630 
764 
916 
930b 

Net 

P 
of 

Payment 
as a 
srcent 
G.N.P. 

4.0 
5.0 
4.4 
1.5 
1.8 

1.5 
1.0 
1.1 
1.3 
1.4 

1.4 
1.4 
1.4 
1.4 
1.2 

aUsing "Prev ious ly Published" f i gu re s of G.N.P. a t 
c u r r e n t p r i c e s ; see footnote 17, Chapter I I I , Supra, 
p . 76. 

^Pre l iminary e s t i m a t e . 

Source: D .B .S . , Canada's I n t e r n a t i o n a l Investment P o s i ­
t i o n , 1926-1954; The Canadian Balance of I n t e r ­
n a t i o n a l ^Payments, A Compendium of _ S t a t i s t i c s , 
1946-1965 and Quar te r ly Es t imates of_the Cana­
d ian Balance _of^Int«*rn_atio_nal Payments, Cat . 
67-001 {"Ottawa: Queen's Fr i n t e r )\~ 
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nature and the d ivers i ty of our resources . This 
d i rec t investment . . . i s a r e f l ec t ion of strong 
confidence in our economic prospects and brings 
in to Canada not only capi ta l funds, but also tech­
n ica l know-how, and often also brings with i t an 
assurance of export market s . 9 

With regard to Governor Coyne's bel ief that borrow­

ing by provincial and municipal governments for socia l capi­

t a l purposes as harmful, Mr. Fleming expressed a d i f ferent 

view, when, in 1960, he asserted the following: 

I t i s sometimes argued tha t borrowing abroad i s 
unjus t i f ied . The argument appears to be tha t 
social capi ta l does not generate export income. 
However, upon analysis the argument loses i t s v a l i ­
d i t y . I t i s not necessary that each project for 
which funds are borrowed should i t s e l f earn export 
income, as long as i t forms part of an overal l 
pa t t e rn of development that strengthens our economy 
and our capacity to earn foreign exchange.10 

On the re la ted point of foreign control of Canadian 

indus t r i e s , Mr. Fleming, in contras t to Mr. Coyne's conten­

t ion , said in h i s March 1960 budget address, tha t 

We welcome capi ta l into Canada if, when here, i t 
i s wil l ing to act as if i t were Canadian and not 
as i f i t were foreign. During the past two years 
there has been increasing evidence in many quar­
t e r s , that foreign cap i ta l in th i s country i s be­
coming increasingly conscious of i t s Canadian 
r e s p o n s i b i l i t i e s . ! 1 

9 I b i d . , p . 2671. 
10D. M. Fleming, Speech to the Canadian Manufactu­

rers1 Association (Torontol April 19, 1960), p. 18. 

Canada, House of Commons, Debates, Vol. Ill, 
1960, p. 2671. 
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On the matter of proposals to solve Canada's econ­

omic problems, as considered in Chapter I I I , Mr. Coyne had 

Implied in h i s public speeches tha t the flow of foreign 

investment should be cur ta i l ed by means of d i r ec t regu la t ion 

of foreign exchange and investment. Apparently, Mr. Fleming 

drew such an inference, for he spoke out forceful ly against 

government controls i n h i s budget speech of 1960, claiming 

tha t 

They may be j u s t i f i ab l e in the midst of a nat ional 
c r i s i s . In peace and prosper i ty , i n a free society, 
they are not warranted. Indeed, some of them would 
be uncons t i tu t iona l . Moreover, I believe that some 
of these so-cal led remedies would ac tua l ly cause 
the disease that they are supposed to prevent or 
cure . Government controls by in te r fe r ing with f r ee ­
dom, cause confidence to f a l t e r , i n i t i a t i v e to freeze 
and cap i t a l to take f l i gh t .12 

I t i s apparent that Mr. Fleming's views on Canadian 

growth prospects, on the Canadian balance of payments as 

well as on the use of controls , differed sharply from those 

of Mr. Coyne. During the heat of the Coyne Affair , Fleming 

spelled out even more c lear ly the basis of h is disagreement 

with Coyne's economic views and proposals . On the occasion 

of the budget speech of June 20, 1961, the Minister of 

Finance stated that Governor Coyne disagreed with the four 

foundation-stones of the budget which contained the govern­

ment's steps for a comprehensive, sound and responsible 

l 2 I b i d . , p . 2676. 
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economic programme designed to r a i s e the l e v e l s of employ­

ment and p roduc t ion i n Canada . 1 3 

Mr. Fleming to ld the House of Commons t h a t e s s e n ­

t i a l l y , the Government and the Governor d i sagreed on the 

fo l lowing p o i n t s : 

(a) While the Government be l i eved t h a t Canada should r e ­

main a law-abid ing member of the i n t e r n a t i o n a l f i n a n ­

c i a l and commercial community, Governor Coyne's 

speeches exuded u l t r a - p r o t e c t i o n i s m and i s o l a t i o n i s m . 

(b) While the Government be l ieved t h a t f l e x i b i l i t y i n 

the s t r u c t u r e of i n t e r e s t r a t e s was of importance 

to the pace of economic expansion and the l e v e l of 

employment, Coyne, in h i s Annual Report to the Min i s ­

t e r of Finance for 1960 and i n o the r s t a tements , 

argued t h a t the Cent ra l Bank had l i t t l e in f luence on 

i n t e r e s t r a t e s and the balance of payments. 

(c) While the Government was of the opin ion t h a t the 

exchange r a t e s , l i k e the r a t e s of i n t e r e s t should be 

f l e x i b l e , and t h a t monetary p o l i c y and i n t e r e s t 

r a t e s had an important r o l e to p lay i n r e l a t i o n to 

a f l e x i b l e exchange r a t e , Coyne was t o t a l l y opposed 

to a d e p r e c i a t i o n of the i n t e r n a t i o n a l exchange value 

l 3Canada, House of Commons Debates , Vol. 105, No. 137 
(Ottawa: Queen's P r i n t e r , June 20, 1961), pp . 6666-6667. 
With regard to point(b)below, i t should be noted that Coyne, in many 
speeches, clearly outlined his views on the near ineffectiveness of 
monetary policy as a stabilization tool. 
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of the Canadian dol la r and to the use of monetary 

policy in t h i s connection, 

(d) While the government was of the opinion that a sub­

s t a n t i a l budget de f i c i t , accompanied by appropriate 

f l e x i b i l i t y of i n t e r e s t r a t e s and exchange r a t e s , 

would promote economic expansion, Coyne, on the other 

hand, had been preaching a l l across the country a 

far more austere and r i g i d doc t r ine . 

These points seemed to summarize Fleming's opposition 

to Coyne's economic views and proposals. 

2. Academic Economists' Major Crit icisms of Coyne's 
Economic Views and Policy Proposals 

and Their Counterproposals 

The academic economists represented the core of the 

c r i t i c i sms directed at Mr. Coyne's economic ideas . The fo l ­

lowing two excerpts r e f l ec t the general tone of the i r oppo­

s i t i on to the Governor's views on Canadian economic condi­

t ions as well as to his policy proposals. H. S. Gordon 

wrote in ear ly 1961 that 

His [Coyne's] in te rpre ta t ions of current Canadian 
economic conditions and problems appear to suffer 
considerably from th i s lack of general competence 
in economic analysis as well as from the lack of 
knowledge or considerat ion of important f a c t s . 
The r e su l t i ng policy prescr ip t ions are extremely 
worrying to any economists, and they should be 
jus t as worrying to anyone else who i s concerned 
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for the long-run welfare and progress of 
Canada.14 

Another economist, H. E. English, in a l e t t e r to the 

edi tor of the Toronto Globe and Mail, on July 15, 1961, 

wrote the following: 

I am one of those who l a s t November cal led on 
the government to asser t i t s r e spons ib i l i ty for 
monetary pol icy. I have f e l t for some time tha t 
Mr. J . E. Coyne's administrat ion of monetary 
pol icy has been unse t t l ing the f inancia l markets 
to a degree which would make i t d i f f i c u l t to lower 
i n t e r e s t r a t e s even If he wanted t o . I also con­
sider that h is prescr ip t ion for economic policy 
i s misguided and impractical in i t s most essen­
t i a l elements. Furthermore, I am confident that 
most economists wil l agree with these views.15 

These and other economists however, were more spe­

c i f i c in the i r c r i t i c i sms , as wi l l now become apparent. 

Economists' Opposition to Coyne's Economic Views 

Governor Coyne's economic views were c r i t i c i z e d by 

economists long before the Coyne Affair erupted in 1961. In 

fac t , in an attempt to understand the reasoning behind the 

Governor's act ions in the conduct of monetary a f fa i r s , 

economist Harry C. Eastman, early in 1958, undertook an 

1 4H. S. Gordon, The Economists Versus the Bank of 
Canada (Toronto: Ryerson Press, 1961), p . 37. Grordon, In 
s imilar terms, also c r i t i c i z ed Mr. Coyne's economic views 
in an a r t i c l e e n t i t l e d "Central Banking and Responsible 
Government," in The Canadian Journal of Economics and Pol i ­
t i c a l Science, Vol. 27, No. 1, February, 1961, p . 20. 

1 5H. E. English, Let ter to the Editor , "The Govern­
ment and Mr. Coyne," Globe and Mail, July 15, 1961. 
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examination of the Annual Reports of the Governor to the 

Minister of Finance, for the years 1955 to 1957. He con­

cluded that Coyne's views of how monetary policy worked was 

unorthodox in tha t Coyne had modified the orthodox doctrine 

of monetary policy by introducing an upper as well as a lower 

l imi t to f luc tua t ions in the price of money, t ha t i s , in 

the ra te of i n t e r e s t . According to Eastman, the Governor's 

logic was as follows: 

During periods of inf la t ionary pressure , i n t e r e s t 
ra tes cannot be raised suf f ic ien t ly to check price 
inc reases , hence, in periods of recession ra tes 
cannot be lowered to the fu l l extent to f a c i l i t a t e 
a r e v i v a l , for such a lowering might produce i n f l a ­
t ionary conditions at a l a t e r da t e . In f la t ion can­
not be checked, and i f unchecked wi l l produce a 
recess ion , according to Mr- Coyne's business-cycle 
theory. The implied paradox then i s tha t we must 
have a recession now in order to avoid i t l a t e r . ! 6 

The author went on to give examples of the consequen­

ces of Mr. Coyne's d isbel ief in the functioning of p r i c e s . 

He c i ted f i r s t l y , the Governor's fa i lu re to expand appre­

ciably the quanti ty of money; in Coyne's view, th i s 

fa i lu re would lead to Inf la t ion followed by a renewed r e ­

cession. Secondly, he noted Governor Coyne's pers is tence in 

keeping the long-term r a t e s of i n t e r e s t high. A Universi ty 

of Manitoba economist, Clarence L. Barber, also s ta ted in 

t h i s regard that 

1 % a r r y C. Eastman, "The Economic Consequences of 
Mr- Coyne," The Canadian Forum, Vol. 38 (May 1958), pp. 
31-32. 
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When unemployment began to inc rease i n 1957, t he re 
should have been a concer ted e f f o r t on the p a r t of 
the Bank of Canada to reduce i n t e r e s t r a t e s i n 
o rder to e l im ina t e the i n c e n t i v e t h a t e x i s t e d for 
borrowing in the New York and o the r fore ign m a r k e t s . 1 7 

In h i s examination of the Bank' s Annual Reports from 

1955 to 1957, Eastman concluded t h a t 

The r e p o r t s of the Governor show him to be con­
s i s t e n t , independent and fo rce fu l i n the f u l f i l l ­
ment of h i s d u t i e s . These are high v i r t u e s i n a 
pub l i c se rvan t TJ&LO bears g rea t r e s p o n s i b i l i t y fo r 
the economic welfare of the coun t ry , provided t h a t 
he b r i ngs to the exe rc i s e of h i s func t ions a grasp of 
the problems with which he must d e a l . 1 " 

When Mr. Coyne began h i s publ ic speeches i n l a t e 1959, 

many more of h i s views were chal lenged by a number of academic 

economis t s . With r e s p e c t to Canadian economic o b j e c t i v e s i n 

the l a t e 1950 's and e a r l y I 9 6 0 ' s , Coyne voiced h i s b e l i e f 

t h a t monetary and o t h e r government p o l i c i e s should be d i r e c t e d 

towards the a t ta inment of t h ree s p e c i f i c o b j e c t i v e s , namely 

f u l l employment, s t a b i l i t y i n p r i c e s and a maximum r a t e of 

s u s t a i n a b l e economic growth. A c r i t i c i s m from H. S. Gordon 

on the above view was t h a t Coyne had a t t ached undue impor­

tance to the ob j ec t i ve of p r i ce s t a b i l i t y . Commenting on 

the Governor ' s remark in a speech in January I 9 6 0 , to the 

e f f e c t t h a t a sound currency and p r i c e s t a b i l i t y were 

1 7 Cla rence L. Barbe r . "Wrong Cures Used on Economy," 
Montreal Gazet te , June 9 , 1961 • 

-'•"Harry C. Eastman, "The Economic Consequences of 
Mr. Coyne," The Canadian Forum, Vol. 38 (May, 1958) , p . Ibi3. 
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essential to the maintenance over a long period of fruitful 

economic growth and a consistently high level of employment, 

Gordon remarked critically: 

What Mr- Coyne is saying is that not only is price 
stability one of the major economic objectives of 
a modern state but that it must be recognized as 
the paramount objective. He is saying that we can­
not have sustained growth without price stability 
and we cannot have full employment without price 
stability. We must regard the prevention of infla­
tion as essential to the achievement of all other 
objectives.... Mr. Coyne never develops this 
argument in any way. He advances no evidence to 
support it, but seems to be content simply to 
assert it as if it were economic dogma.19 

In order to substantiate his point, Professor Gordon 

cited the study which had just been carried out by the I.M.F. 

on the relation between price changes and economic growth 

in several countries over long periods of time. The conclu­

sion reached by this study was that there did not seem to be 

any distinct general relationship between price changes and 

economic growth, since periods of rapid growth had been 

accomplished sometimes by rising prices, sometimes by fal­

ling prices, and sometimes by stable prices. There was no 

evidence that growth had been sustained for a longer time 

when it had been accompanied by stable or falling prices. 

Thus, like Finance Minister Fleming, on the matter 

of economic objectives, Gordon concluded that "inflation 

19H. S. Gordon, The Economists Versus the Bank of 
Canada (Toronto: Ryerson Press, 1961), p. 38. 
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control and price stability is merely one of the economic 

objectives of the modern state and we must make choices 

20 among the various objectives..." 

Concerning Canada's economic situation in the late 

1950's and early 1960's, it has been shown previously that 

Governor Coyne deplored the preventing economic conditions 

and viewed the difficulties facing the economy as being due 

to a desire to have a rate of growth in excess to that which 

was "sustainable" or "appropriate". Canada, according to 

Coyne, was suffering from structural maladjustments resulting 

from excessive spending in Canada and abroad, which had lead 

to economic contraction and subsequent unemployment, as well 

as balance of payment problems. He believed that total 

demand for goods and services in Canada had exceeded total 

supply and had been covered by imports of goods and services. 

He also contended that a very large part of private and 

public investment in Canada in the second half of the fif­

ties was premature, wasteful, speculative and unproductive. 

Canada's problems, according to Coyne, were essentially 

inflationary in origin. 

On the point that Canada had been attempting too 

rapid a rate of economic growth, Professors English and 

Gordon advanced that 

20Ibld., p. 39. 
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His [Mr. Coyne 's] sugges t ion t h a t such high growth 
r a t e s are not s u s t a i n a b l e b r ings to mind the con­
c l u s i o n s of the Harrod-Domar growth models, and 
i t may be t h a t Mr. Coyne i s t h i n k i n g along these 
l i n e s . These models have assumed a c losed economy 
and an argument along such l i n e s would not enable 
Mr. Coyne to l i n k the growth problems d i r e c t l y 
w i t h the balance of payments problems as he i s 
anxious to do. A 26 per cent of G.N.P. i n v e s t ­
ment r a t e f inanced exc lu s ive ly by domestic savings 
would be j u s t as "unsus t a inab l e " as the same r a t e 
made p o s s i b l e by f o r e i g n inves tment . Such an 
investment r a t e would be uns tab le per se and Mr-
Coyne's e x h o r t a t i o n t o h igher domestic savings as 
a remedy would be i n v a l i d in t h i s con t ex t . We 
must t h e r e f o r e conclude t h a t e i t h e r Mr. Coyne i s 
not t h ink ing i n terms of dynamic models such as 
Ha r rod ' s and Domar's. or e l s e he has not under­
stood these m o d e l s . 2 1 

Many economists agreed with Governor Coyne's b e l i e f 

t h a t Canada was su f f e r ing from s t r u c t u r a l maladjus tments . 

However, most of them d isagreed with Coyne's views as to 

the causes for Canada's s t r u c t u r a l problems. For example, 

academic economists D. Smith and D. S l a t e r wro te : 

W© agree wi th Mr. Coyne t h a t t he re i s a l a r g e e l e ­
ment of s t r u c t u r a l d i s e q u i l i b r i u m in the Canadian 
ba lance of payments and unemployment s i t u a t i o n s . 
. . . But we do not b e l i e v e t ha t Canada's s t r u c t u r a l 
problems are mainly i n f l a t i o n a r y i n o r i g i n , nor 
t h a t the Canadian economy i s poised on the edge 
of runaway i n f l a t i o n . 2 2 

2 1 H. E. Engl i sh and H. S. Gordon, Some Notes on the 
Di scuss ion of the S ta t e of the Canadian Economy and the 
Balance of Payments, I n i t i a t e d by Recent Sta tements of Mr. 
J . E. Coyne (no d a t e ) , p . 24 . 

2 2David Smith and David W. S l a t e r , "The Economic 
Po l i cy Proposa ls of the Governor of the Bank of Canada," 
Queen's Q u a r t e r l y , Vol . 68, No. 1 (Spring 1960), appearing 
i n E. P. Neufeld, Money and Banking i n Canada (Toronto: 
McLelland and Stewar t , 1964), p . 322. 
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To substant ia te the i r point , the authors examined 

changes in price levels and wage earnings in the United 

S ta tes , the United Kingdom, Canada, Austra l ia , and a number 

of Western European countries in recent years, and found some 

support for Mr. Coyne's contention of r e l a t i v e l y la rger i n f l a ­

t ion in Canada, but not suff ic ient to indicate excessive 

in f l a t ion in Canada. Rather, according to Smith and Sla te r , 

Canada's s t ruc tu ra l disturbances were: 

Mainly of the " rea l" var ie ty , due to a (non-cyclical) 
decrease in the external demand for Canadian exports, 
a sh i f t in Canadian demands towards some imports, 
and a de te r io ra t ion in the competitive cost pos i t ion 
of a number of import-competing i n d u s t r i e s . 2 3 

These economists further s t ressed the point that the 

most important symptom of Canada's r ea l s t ruc tu ra l dis turban­

ces had been the unusually low level of Canadian exports 

r e l a t i v e to Canadian productive capacity during the l a s t 

few yea r s . They remarked that 

'Whereas Mr. Coyne puts the main emphasis on an un­
usual ly high level of imports, we s t ress the fact 
that Canadian exports have been unusually sma l l . . . 
We a t t r i b u t e the recent changes in Canada's exter­
nal trade to r e a l changes, whereas Mr- Coyne r e l i e s 
mainly on a r e l a t i v e l y large in f l a t i on in Canada 
as an explanat ion . 2 4 

They also disagreed with Governor Coyne's views on 

excessive public investment expenditures in Canada. They 

wrote, in t h i s regard: 

2 3 I b i d . 
2 4 I b i d . , p . 323. 
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We are more inclined to the view that Canada 
suffers from under-investment ra ther than over­
investment in the public sector and in human 
beings, p a r t i c u l a r l y when we r e c a l l the long 
period of neglect of investment in the public 
sector in the 1930's and during the war, the 
extremely high ra te of growth of the Canadian 
urban population during the l a s t twenty years, 
and the rapid technological changes tha t are 
taking place in the world.25 

On the same matter, namely the causes for Canada's 

s t ruc tu ra l problems, Professor W. C. Hood, in a presenta t ion 

before the Senate Special Committee on Manpower and Employ­

ment l a t e in 1960, seemed to reach similar conclusions as 

those arrived at by Smith and S la t e r . Having noted that the 

r a t e s of growth of the two prime sources of increased demand 

in the post-war period, that i s , foreign demand for Canadian 

raw and semi-fini?hed materials and Canada's population, had 

decreased, he concluded that 

The decline in the r a t e s of growth of demand from 
these two prime sources with the consequent slowing 
down of the demands which they induce ind i rec t ly , 
has l e f t us in the posi t ion of having large amounts 
of excess capacity in various sectors of the economy. 

The emergence of excess capacity in the face of the 
decline in the r a t e of growth of our primary expan­
sive factors must be held to be responsible for tne 
great weakness in cap i t a l spending . . . which i s the 
proximate cause of the decline in the r a t e of growth 
of our nat ional output and employment.26 

g ° I b i d . , p . 324. 
26Canada, Proceedings of the Senate Special Committee 

on Manpower and Employment, No. 2, (December 8, 1960), pp. 
84-85. 
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Furthermore, Professor Hood, without referring to 

Governor Coyne by name, disagreed with the latter's apparent 

contention that Canada's difficulties were in part attri­

butable to an increase in imports. He reasoned: 

It is sometimes argued that our present difficul­
ties are to be attributed to the increase in our 
imports. This argument has two facets. On the 
one hand it has been contended that over the 
past several years Canadians have overindulged 
themselves by importing too heavily and in so 
doing, by some unexplained mechanism have brought 
on the slowing down in the rate of economic ad­
vance which we are now experiencing. This argu­
ment, to my mind, loses all significance when it 
is recalled that imports as a proportion of G.N.E. 
have, on the average, shown a modest downward 
trend since 1951. ... On the other hand, it is 
argued that recently there has been an increase 
in our imports of goods and that this is a major 
cause of our difficulty. It is true that in 
1959 imports of goods were higher than they were 
in 1958. It is also undoubtedly true that cer­
tain of our industries have been subjected to 
stronger competition from imports in the past 
year or so than they were prior to this. But 
standing against these facts are the further 
facts that imports in 1959 were only a minutely 
larger proportion of national income than in 
1958, and that in 1960, to date, imports of goods 
are running at approximately the same level as in 
1959. The opposing considerations lead me to the 
conclusion that while certain industries have 
been faced with problems of adjusting that have 
been rendered more difficult by the decline in 
the economy's rate of growth, the decline in the 
rate of growth itself cannot be explained by these 
examples of import competition.27 

Mr. Coyne was also criticized by some economists 

for his approach to the problem of foreign borrowing by 

27Canada, Senate Special Committee on Manpower and 
Employment (Ottawa! April 26, 1961), p. 86. 
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Canadians and investments by foreigners in Canadian indust ry . 

One of these was Professor Gordon, who reserved strong c r i ­

t icisms for Governor Coyne's views on foreign borrowing. He 

pointed out the contradict ion in Coyne's statements dealing 

with excessive Canadian foreign borrowing and i t s effects 

on the Canadian economy in the following terms: 

On one occasion he [Mr. Coyne] . . . said tha t th is 
foreign borrowing was one of the causes as well 
as a symptom of in f la t ion because i t financed 
investment expenditures that could not other­
wise be made. Later in the year, however, as 
public concern for unemployment grew, he turned 
t h i s argument on i t s head and began saying tha t 
the inflow of foreign funds was a main c ause of 
unemployment. . . . This i s quite c lear ly a case 
of inconsis tent reasoning, but I am not sure that 
Mr. Coyne would recognize i t as such.2° 

In addit ion, Gordon believed, as did Mr. Fleming, 

tha t Canada's foreign borrowing should be placed in perspec­

t ive by comparing the country 's net foreign indebtedness and 

the cost of servicing i t s external debt to the Gross National 

Product. Gordon concluded tha t Canada had not been l iv ing 

beyond i t s means, in other words, from foreign borrowing, 

since foreign cap i ta l had been used to increase the output 

capacity of the economy so that both Canada and i t s foreign 

lenders were able to reap economic benef i t s . 

Professor Hood appeared somewhat more sympathetic 

than Gordon to Coyne's idea that the r a t e of cap i ta l inflow 

2^H. S. Gordon, The Economists Versus the Bank of 
Canada (Toronto: Ryerson Press, 1961), p . 41 . 
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in the late fifties and early sixties had been a major cause 

of Canada's difficulties. In this regard, he stated: 

I am not so inclined to resist this argument, 
though I should express it in quite this way. 
I have contended that a major cause of the 
decline in our rate of growth has been the de­
cline in the rate of growth of our exports of 
certain classes of goods. The falling off of 
this growth rate has meant, given other prevail­
ing economic conditions, that our import of 
capital has been larger than it would otherwise 
have been, but it is the falling off of these 
exports rather than the import of capital per se 
to which I should attach major significance. 
While in my opinion the present rate of capital 
inflow is not a factor of primary significance 
in explaining the source of our present difficulty, 
certain policies which I would deem appropriate 
in the present circumstances would have the 
effect of reducing the capital inflow.2^ 

Later in his presentation, he advanced the opinion 

that the primary emphasis in economic policy should be upon 

measures that would most readily and effectively stimulate 

the demand of residents and non-residents aliKe for Cana­

dian output. 

Associated with the criticisms of the inflow of 

capital in Canada were those dealing with foreign ownership 

of Canadian industry. On this point, Professor Gordon seemed 

to agree with Governor Coyne's concern over the excessive 

foreign ownership in Canada. He qualified his concern when 

he said: 

29canada, Senate Special Committee on Manpower and 
Employment (Ottawa! April 26, 1961), p. 87. 
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It will, however, do us no good to go into an 
emotional bender over "foreign domination" of 
our industry 
Mr. Coyne speaks on this question in emotion-
charged terms and in the process has given 
voice to some of the least rational elements 
in Canadian politics at the present time.3*-' 

Professor Gordon believed that ownershio in itself 

was of little importance, since from the economic standpoint 

what mattered were the policies which foreign firms followed 

in their actual operations rather than who owned the indus­

tries. In the process, he disagreed with Governor Coyne's 

31 

nationalism, which he termed "narrow parochialism." 

With regard to Coyne's nationalistic pronouncements 

and proposals, Professors Smith and Slater wrote: 
Programs to promote economic nationalism have all 
too often resulted in the promotion or support of 
national mediocrity and reduced standard of living. 
We are prepared to believe that Mr. Coyne seeks 
an economic nationalism of excellence rather than 
of mediocrity, but we believe that many of his 
policy recommendations would really sustain and 
promote third rate economic performance, when 
judged by world standards.32 

Another of Governor Coyne's economic views criticized 

by the academic economists was that pertaining to the exchange 

rates. The most adamant critic on this point was Professor 

30H. S. Gordon, The Economists Versus the Bank of 
Canada (Toronto: Ryerson Press, 1961), pp. 45-47. 

31Ibld., p. 47. 

32Smith and Slater, op. cit., p. 320. 
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Clarence L. Barber, who advocated put t ing the Canadian dol la r 

to a discount. This view was contrary to Coyne's bel ief 

that a de l ibera te exchange devaluation brought about by the 

powers of monetary policy, in order to bring the Canadian 

dol lar to a discount would do great damage to the economy. 

Professor Barber, holding the opposite view, wrote: 

Because Canada's unemployment problems have become 
so serious I think the best solut ion to our pre­
sent d i f f i c u l t i e s would be to abandon our f reely 
f luc tua t ing exchange r a t e and r e tu rn to a fixed 
exchange ra te at a depreciated value. . . . Resto­
r a t i o n of a fixed exchange ra te would have the 
major advantage that business firms could imme­
d ia te ly begin planning on th i s b a s i s . And since 
t h i s change would make imports appreciably more 
expensive i t should give a considerable boost to 
employment in Canada. This change should also 
greatly reduce the pressure for higher t a r i f f s 
or other forms of protect ion against which so much 
has been heard in recent months.33 

Professor Barber rea l ized, however, tha t his propo­

sal carr ied with i t danger signs of i n f l a t ion . But he 

pointed out that 

Depreciating the Canadian dol la rs wil l have a 
once-for-a l l impact on prices in Canada. But 
with the id le plant and unemployed labor that Is 
present in Canada there is no reason to suppose 
tha t the r e su l t i ng price r i s e should amount to 
more than 2 or 3 per c e n t . 3 4 

33ciarence L. Barber, "Nail Down Our Dollar Rate 
to Solve Canada's Troubles," Financial Post (October 22, 
1960). 

3 4 j b i d . 
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Economists' Main Crit icisms of Governor Coyne's 
Policy Proposals 

I t i s very d i f f i cu l t to grasp the nature of Coyne's 

policy proposals, since throughout his speeches and in h is 

Annual Reports, h is recommendations remained in the realm 

of the general . This fact was c lear ly pointed out in an 

e d i t o r i a l of the Winnipeg Tribune, which read: 

Everyone who l i s tened to Mr. Coyne's speeches 
during the past two years wished he would be 
more spec i f ic . The bank governor was ready 
enough to get down to cases in h i s diagnosis 
of what was wrong with the economy, but he be­
came vague as a cloud when he s t a r t ed ta lking 
about remedies . 3 3 

The academic economists, no doubt, also found i t 

d i f f i c u l t to understand the nature of Governor Coyne's 

policy proposals . Only on the matters per ta ining to Coyne's 

views on the use of Canadian economic po l ic ies and to h i s 

p ro t ec t ion i s t proposals were they able to launch the i r c r i ­

t icisms . 

Professors Smith and Slater seemed to present the 

economists' general consensus of opinion in the i r opposit ion 

to Governor Coyne's views on economic po l i c i e s and also on 

the use of monetary policy in achieving economic objectives 

when they wrote that 

We believe tha t Mr. Coyne's economic policy pres­
c r ip t ions are wrong, pa r t ly because of e r ro rs in 

35Winnipeg Tribune Ed i to r i a l (June 21, 1961). 
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his diagnosis of Canada's current economic cir­
cumstances and partly because of errors in judg­
ments about how the economic system works and 
responds to various policies.36 

Although these authors agreed with Governor Coyne 

that monetary policy could play only a limited role in 

achieving economic objectives, they believed, in contrast 

to the Governor, that an easier monetary and fiscal policy 

would substantially increase the level of output and employ­

ment in Canada. 

In addition to the above views, strong criticisms 

were directed at Governor Coyne's apparent protectionist 

proposals. In some of his speeches, Coyne seemed to advo­

cate the adoption of immediate policies of protection 

(higher tariffs or some other form of import restrictions 

or controls), in order to solve the problem of excessive 

foreign imports and foreign indebtedness. These proposals 

were strongly condemned by a number of academic economists. 

For example, Professor Gordon wrote that 

We have achieved one of the highest standards of 
living in the world by taking advantage of our 
natural riches and making use of the great oppor­
tunities of the modern world for international 
trade and international specialization. The pre­
servation of this high standard of living and the 
promotion of its steady rise still depends greatly 
upon this international specialization of trade.37 

36Smith and Slater, op. cit., p. 318. 

37H. S. Gordon, The Economists Versus the Bank of 
Canada (Toronto: Ryerson press, 1961), p. 50. 



145 

Professor Harry G. Johnson, following th i s l ine of 

thought, pointed out the possible in f la t ionary effects of 

protectionism, when he voiced th i s opinion: 

There i s perhaps some scope for arguing ser ious­
ly tha t i t i s des i rable to prolong and intensify 
a severe recession in order to r e s t r a i n an ex­
tremely mild upward movement in p r i ces . But i t 
i s incredible that while basing h i s [Mr. Coyne's] 
policy on the overriding need to prevent i n f l a ­
t ion , he should appear to endorse p ro t ec t ion i s t 
methods of r a i s ing employment which, i f applied, 
would in a l l probabi l i ty have a more inf la t ionary 
effect than would monetary expansion.3^ 

Another professor, Peter S inc la i r ; considered a dif­

ferent dimension to Governor Coyne's suggested p ro t ec t ion i s t 

po l i c i e s , when he queried: 

Does h i s study of world economic development these 
l a s t 50 years suggest that nationalism and protec­
tionism are the roads to peace and prosperity? -
I suggest, No.39 

These were some of the economists' c r i t i c i sms ema­

nating from Mr. Coyne's "general policy" recommendations. 

In June 1961, when Governor Coyne made public h is 

"posi t ive action" programme of February 15, 1961, which was 

aimed at achieving increased production and employment in 

Canada, some academic economists' comments appeared in a 

Canadian dai ly newspaper. Their comments displayed a mixed 

reac t ion to Coyne's "specif ic" proposals contained there in . 

38Harry G. Johnson, Interview, Montreal Daily Star 
(April 27, 1961). 

39peter S inc la i r , "Economist Disputes Coyne's Thesis, 
Montreal Daily Star (March 29, 1961). 
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Professor Plater was quoted as saying with regard to 

these "specific" proposals: 

It is a comprehensive package of policies that 
appears to reflect a great deal of thought and 
consideration ... They are directed toward 
the immediate unemployment problem as well as 
the longer term questions of foreign ownership 
and control and economic growth. They appear to 
have a fairly strong "beggar thy neighbour" tone. 
There is little doubt that they would have short 
run effects of stimulating employment. The 
longer term effects are more uncertain.4'-' 

Professor Neufeld was not so sympathetic to Governor 

Coyne's proposals, for he offered the following opinion: 

It seems to me that the proposals reflect one 
characteristic of Mr. Coyne. This is to ignore 
or fail to understand the subtleties of econo­
mic processes. It is just not possible in my 
view to bring about great changes in our trade 
relations with other countries, in our tax struc­
ture and in our industrial complex through the 
means of a crash program.... To raise tariffs 
10 per cent is a superficial approach and a 
direct protectionist device which will subsi­
dize all Canadian producers whether efficient 
or inefficient.41 

Professor Gordon also voiced his strong opposition 

to the proposals wnen he stated that 

The entire memorandum is a hodge podge.... The 
main theme of Mr. Coyne's thesis is the elimin­
ation of all foreign imports and investment. 
The program might reduce unemployment but at 
the cost of making us all poor. Our present 
difficulties can only be solved by strictly 

4U,,Economists Reaction Mixed: Coyne Modern Robin 
Hood," Toronto Daily Star Editorial (June 20, 1961. 

41Ibid. 
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domestic measures - lower In t e re s t r a t e s , looser 
money, lower taxes and more government spending.4 2 

3 . Reactions of the Press to Governor Coyne's 
Views and Policy Proposals 

In addi t ion to drawing out numerous comments from the 

academic economists, Governor Coyne's public speeches r e ­

ceived wide a t t en t ion from yet another group, the p ress . In 

fac t , the press coverage of Coyne's speeches was quite 

extensive. P rac t i ca l ly a l l major d a i l i e s carr ied lengthy 

excerpts from his speeches and many contained e d i t o r i a l com­

ments as wel l . 

Upon scanning these newspaper comments, the reader 

r e a l i z e s tha t the repor te rs and e d i t o r i a l i s t s found i t dif­

f i c u l t to put the i r f inger on the exact point of Mr- Coyne's 

concern. Their repor t s r e l i ed heavily on d i rec t quotations 

from his speeches while the comments found in e d i t o r i a l s 

and in f inancia l pages lacked sophist icated economic analy­

s i s . Notwithstanding t h i s fact , i t i s i n t e r e s t i ng to note 

that the comments of the press concerning Coyne's economic 

views seemed to change somewhat between l a t e 1959, when the 

Governor began his public speeches, and mid-1961. At the 

outset of Coyne's speeches, the newspaper comments and 

4 2 I b i d . 
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e d i t o r i a l s appeared qu i t e r e c e p t i v e to h i s views, e spe ­

c i a l l y t o those r e l a t i n g to the o v e r a l l theme of "Living 

Within Our Means." At t imes , i t appeared t h a t some com­

ments were more emotional than r a t i o n a l . The fo l lowing 

exce rp t s demonstrate some of these favourable comments. An 

e d i t o r i a l on January 22, 1960, a s s e r t e d t h a t 

The t i m e l i n e s s and soundness of Mr. Coyne's 
advice cannot be doubted. The ques t ion i s : 
w i l l i t be heeded by governments a t a l l l e v e l s , 
by bus ines s and indus t ry and by i n d i v i d u a l s 
and f a m i l i e s . F a i l u r e to do so w i l l b r i ng a 
day of account ing which may have se r ious and 
p a i n f u l consequences to Canada and i t s p e o p l e . 4 3 

Another d a i l y offered the fo l lowing g e n e r a l , unsub­

s t a n t i a t e d comment t h a t "no thoughtfu l Canadian w i l l quar­

r e l wi th Mr. Coyne's o b j e c t i v e s - a s t a b l e d o l l a r and econo­

mic s e l f - r e l i a n c e r'or Canada ." 4 4 

The Vancouver Sun s t a t ed wi th r ega rd to Mr. Coyne's 

warnings of the need for Canadians to l i v e w i th in t h e i r 

means: " I t I s the f i r s t f o rce fu l cha l lenge t h a t has been 

made from so h igh a l e v e l to cu r ren t complacency, and i t 
45 

was overdue ." 

43Regina Leader Post, Editorial, "Living Beyond Our 
Means," (January 22, 1960). 

44Toronto Daily Star, Editorial, "Coyne Offers Harsh 
Advice," (December 16, 1959). 

45Vancouver Sun, "Coyne at Long Last Refreshing, 
Fortright," (March 28, 1960). 
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Wnile these and other e d i t o r i a l comments and 

r e p o r t s appeared sympatnetic to the genera l theme of Gover­

nor Coyne's speeches, a few newspapers quoted the views of 

i n d i v i d u a l s who were somewhat more e x p l i c i t i n sympathizing 

wi th some of Coyne's economic i d e a s . For example, Mr- Arnold 

Har t , the P r e s i d e n t of the Bank of Montreal , was quoted as 

saying t h a t 

Mr. Coyne deserved the h ighes t p r a i s e for h i s 
r ecen t speeches which brought before tne coun­
t r y the r e a l f ac t s of the c a s e . . . . Recent o f f i ­
c i a l monetary s t r ingency i s in my view an essen­
t i a l and unavoidable means towards p r e s e r v i n g 
the purchas ing power of our money and our com­
p e t i t i v e p o s i t i o n in world t r a d e . 4 7 

On the mat ter of l a rge c a p i t a l inflows in Canada, a 

nev/spaper quoted economist E. 1,1. Berns te in , former d i r e c t o r 

of the I n t e r n a t i o n a l Monetary Fund, as agreeing, with the 

Governor 's view t h a t Canada's l a r g e inflows of f o r e ign c a p i ­

t a l and massive d e f i c i t s in the balance of payments must be 

reduced. Be rns t e in reasoned as fo l l ows : 

Because of the excess ive inflow of f o r e i g n c a p i t a l 
(and tne consequent d e f i c i t i n the balance of 
payments on cu r ren t account ) , output and employment 

4 b Other a r t i c l e s sympatnetic to Mr. Coyne's s t a t e ­
ments appeared, among o the r s , in the Saskatoon S ta r Phoe­
n i x , "Living Beyond Our Means" (January 20, 1960); Chro­
n i c l e Telegraph (Que.) , "Mountainous Foreign Debt a t Root 
of Unemployment" (November 18, 1960); an e d i t o r i a l in the 
Peterborough Examiner e n t i t l e d "Tne Binge , " (no da te a v a i l -
ab le ) and In Tne F i n a n c i a l Times, "Coyne's ? a rn ing Barely 
i n Time," (no date a v a i l a b l e ) . 

4 7 " S t a b l e Money Supply Only P o l i c y , " Montreal Gazet te 
(February 23, 1960) . ~ ~ 
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in Canada are far below the level tha t would be 
j u s t i f i e d by home demand. 

The balance of payments de f i c i t on current account 
i s probably one of the pr inc ipa l fac tors that has 
kept unemployment in Canada at a p e r s i s t e n t l y 
high r a t e in recent years - 6 per cent to 7 per 
cent from 1958 to 1960. . . 

Under a system of f lexible exchange r a t e s , a 
large cap i t a l inflow causes an appreciat ion of 
the do l la r , induces a decline in exports and a 
r i s e in imports ( re la t ive to what they would 
otherwise be) and forces a balance of payments 
de f ic i t equivalent to the cap i ta l inflow.4^ 

Bernstein, in h i s defense of Coyne on the above 

points , found himself i so la ted for, as shown in Section 2 

of t h i s chapter, most other economists a t t r i bu ted Canada's 

economic problems in the l a t e f i f t i e s and ear ly s i x t i e s to 

a fa l l ing-of f of exports ra ther than to an import of c a p i t a l 

per se . 

In ea r ly 1961 and l a t e r , during the heat of the 

Coyne Affair, while some newspaper comments remained sympa­

the t i c to Governor Coyne's overal l economic views, i t 

appears that a large number of ed i tors and repor te r s became 

somewhat more c r i t i c a l of Coyne's ideas . A point in case 

was an e d i t o r i a l in March 1961 which s ta ted tha t 

Mr. Coyne should be combatting def la t ion, a con­
t inuing and increasingly high level of unemploy­
ment. One deterrent to sound expansion of t h i s 
kind i s the Bank of Canada's policy of high i n t e ­
r e s t r a t e s . Mr. Coyne's dead hand has res ted 

4 b The Financial Post, "E. M. Bernstein, Top World 
Economist Says Coyne i s Bight ," Vol. 55 (June 10, 1961), 
p . 1. 
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too long on the Department of Finance. It is 
time Mr. Fleming shook it off.49 

Another critical point was made, this time to the 

effect that 

At a time when more than 8 per cent of Canada's 
labour force i s out of work, the Governor of 
the Bank of Canada i s going about the country 
r a i s ing the spectre of i n f l a t i o n . 5 0 

Concerning Mr. Coyne's "general" proposals to solve 

Canada's problems, again the press comments and repor t s 

were quite vague. However, some edi tors indicated the i r 

strong opposition to Coyne's "general" proposals . Among 

these was an e d i t o r i a l in l a t e 1960, which resembled the 

c r i t i c i sms of some academic economists concerning Coyne's 

implied proposal for the use of controls in order to help 

solve Canada's problems. This e d i t o r i a l view read as 

follows: 

We have been living beyond our means .... The 
direction we should be heading to solve our 
present difficulties is clear. Instead of 
considering restrictions, tariffs, quotas and 
the like, as the protectionists are advocating, 
or making threatening gestures which can only 
have the effect of restricting or scaring off 
development capital, we should be devoting all 
our energy to expanding the whole range of our 
trade, more particularly our export industries, 

^Toronto Telegram, Editorial, "Mr. Coyne is Out 
of Touch," (February 2, 196L). 

50Fredericton Daily Gleaner, Editorial, (March 7, 
1961). 
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striving to keep our costs competitive, striving 
to be more efficient in every part of the pro­
ductive process.31 

Although another newspaper report argued on the 

matter of Coyne's "general" policy proposals: 

It is to the credit of Mr. Coyne that he opened 
people's eyes to the dangers in the present 
economic situation, but it is regrettable that 
he limited himself to generalities and did not 
suggest concrete remedies.32 

When the Coyne Affair per se erupted in June 1961, 

the Canadian newspapers accorded prime importance to the 

events. It appears that many major Canadian newspapers 

believed that Governor Coyne's economic views and proposals 

did not constitute an important issue. In this connection 

a newspaper editor commented: 

The immediate issue in the dispute between Finance 
Minister Fleming and Governor Coyne of the Bank 
of Canada is not whether Mr. Fleming is right in 
his economic theories, but whether or not an 
agency set up by government can be permitted to 
conceive itself as being more powerful than govern­
ment itself. 

The charge against Mr. Coyne is not lack of inte­
grity or lack of ability, but open rebellion 
against the wishes of a formal majority of the 
Canadian people. 

SlWinnipeg Free Press, Editorial, "Expand the Base" 
(December 7, 1960). 

52A. W. Schippers, "The Man on the Sidelines: The 
Reconstruction of Canada," De Nederlandse Courant Voor 
Canada (Scarboro: February 11, 1961). 

53weir, Harold, Vancouver Sun, Editorial (June 19, 
1961). 
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Nevertheless, of those edi tors and repor te rs who did 

believe that Governor Coyne's economic views and proposals 

were of major importance in the a f fa i r , most did so without 

supporting the i r views in any way. One example was the 

following favourable comment to Coyne's "spec i f ic" policy 

proposals, which simply stated, without further elabora­

t i o n : 

Another great service Mr. Coyne performed by h i s 
res is tance was to draw to the a t t en t ion of Cana­
dians some of the serious economic problems 
facing Canada. Especially valuable in th i s r e ­
spect was h is publ icat ion of the economic reco­
very program which he presented to Mr. Fleming 
l a s t February.54 

In conclusion, if Mr. Coyne's public speeches were 

intended, among others , to stimulate enlightened and wel l -

informed public discussion, i t seems tha t the newspaper r e ­

ports and comments, while extensive, did not achieve the 

r e s u l t s expected. In the words of Professors English and 

Gordon, "Mr. Coyne's remarks have ce r ta in ly increased the 

quantity of public discussion of economic matters but they 
55 

seem to have done little for its quality." 

54Toronto Daily Star (July 14, 1961). 

33H. E. English and H. S. Gordon, Some Notes on the 
Discussion of the State of the Canadian Economy and the 
Balance of Payments (no date), p. 37. 



CHAPTER V 

THE AFTERMATH OP THE COYNE AFFAIR 

N e a r l y a decade h a s p a s s e d s i n c e t h e Coyne A f f a i r 

p e r s e came t o an e n d . Dur ing t h i s p e r i o d , t h e d u b i o u s 

q u e s t i o n of t h e r e l a t i o n s h i p be tween the Bank of Canada 

and t h e Government of Canada a p p e a r s t o have b e e n r e s o l v e d ; 

t h e Canadian economy h a s w i t n e s s e d i t s g r e a t e s t p e r i o d of 

c o n t i n u o u s economic e x p a n s i o n s i n c e World War I I ; and t h e 

Coyne G o v e r n o r s h i p and t h e e p i s o d e of May 30 - J u l y 1 3 , 

1 9 6 1 , f o r a l l p r a c t i c a l p u r p o s e s , have p a s s e d i n t o h i s t o r y . 

Wi th t h e b e n e f i t of h i n d s i g h t , i t i s i n t e n d e d i n 

t h i s c h a p t e r t o examine and a s s e s s t h e a f t e r m a t h of C o y n e ' s 

y e a r s i n o f f i c e , p a r t i c u l a r l y a s i t r e l a t e s t o (1) t h e 

c o n s t i t u t i o n a l p o s i t i o n of t h e Bank of Canada from m i d - 1 9 6 1 

t o t h e p r e s e n t , (2) t h e economic e f f e c t s of mone t a ry p o l i c y 

under C o y n e ' s g o v e r n o r s h i p and of t h e a f f a i r p e r s e , and 

(3) t h e i m p l i c a t i o n s of some of Governor C o y n e ' s " s p e c i f i c " 

p o l i c y p r o p o s a l s aimed a t s o l v i n g C a n a d a ' s economic p r o b ­

l e m s . 

1 . The C o n s t i t u t i o n a l P o s i t i o n of t h e Bank of 
Canada from Mid-1961 t o t h e P r e s e n t 

When Mr. Rasminsky was a p p o i n t e d Governor of t h e 

Bank of Canada on J u l y 24 , 1 9 6 1 , r e p l a c i n g Mr. Coyne, he 
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no doubt realized that the concept of the constitutional 

position of the Bank of Canada needed immediate clarifica­

tion in the public mind and in the legislation. On August 1, 

1961, he outlined his understanding of the basic relation­

ship that should exist between the Government and the cen­

tral bank with regard to their respective responsibilities 

in relation to monetary policy, in the following fashion: 

I do not suggest a precise formula but have In 
mind two main principles to be established: 
(1) in the ordinary course of events, the Bank 
has the responsibility for monetary policy, and 
(2) if the Government disapproves of the mone­
tary policy being carried out by the Bank it has 
the right and the responsibility to direct the 
Bank as to the policy which the Bank is to carry 
out. 

The first principle is designed to ensure that 
the Bank has the degree of independence and re­
sponsibility necessary if it is, in the language 
of the Bank of Canada Act, "to regulate credit 
and currency in the best interests of the econo­
mic life of the nation". To discharge this duty 
the Bank must be sufficiently independent and 
responsible in its operations to be able to with­
stand day-to-day pressures from any source. But 
in the longer run, if there should develop a 
serious and persistent conflict between the views 
of the Government and the views of the central 
bank with regard to monetary policy which, after 
prolonged and conscientious efforts on both sides, 
cannot be resolved, the Government should be able 
formally to instruct the Bank what monetary policy 
it wishes carried out and the Bank should have 
the duty to comply with these instructions. The 
exercise of this policy, as communicated to the 
Bank, was one which the Governor felt he could not 
in good conscience carry out, his duty would be to 
resign and to make way for someone who took a dif­
ferent view.l 

iL. Rasminsky, Public Statement (Ottawa, August 1, 
1961). 
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Such a relationship was apparently acceptable to 

the Government, for on August 1, 1961, the Honourable 

D. M. Fleming, Minister of Finance, issued the following 

statement: 

The views expressed by the Governor of the Bank 
of Canada in h is statement today regarding the 
re la t ionsh ips between the monetary and f i s ca l 
au thor i t i e s are in harmony with those of the 
Government and were known to the Government 
pr ior to his appointment. I also share the 
Governor's views respecting the i n t e r - r e l a t i o n ­
ship between monetary, f i s c a l and debt manage­
ment policy and the need for a judicious and 
co-ordinated combination of measures in a l l 
three f ie lds in the promotion of nat ional eco­
nomic p o l i c y . . . . I t follows, therefore , tha t 
regular and close consul ta t ion between the 
Governor and the Minister of Finance i s of the 
essence and Mr. Rasminsky's views In t h i s regard 
are warmly welcomed. In fac t , such consul ta t ion 
between myself and the Governor i s already taking 
p l a c e . 2 

Thus, i t appears tha t , although unacknowledged in the 

Bank of Canada Act, the concept of dual r e spons ib i l i t y for 

monetary policy was c lear ly understood and accepted by both 

the Governor and the Minister of Finance. 

In 1964, the Report of the (Porter) Royal Commission 

on Banking and Finance3 out l ined i t s views concerning the 

2D. M. Fleming, Public Statement (Ottawa, August, 
1961); also quoted in Bank of Canada, Annual Report for 
the year 1961 (Ottawa, 1962), p . 5 . 

3Canada, Report of the Royal Commission on Banking 
and Finance (Ottawa: Queen's P r in t e r , 1964), p . 543. 
(Hereafter referred to as Report) . 
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responsibility for monetary policy in Canada and made 

certain recommendations in this connection. This Report 

seemed in complete agreement with Mr. Rasminsky's under­

standing of responsibility for monetary policy. Essen­

tially, it concluded that central bank independence, within 

the context of government responsibility for monetary policy, 

could best be assured by a dual system of responsibility, 

under which the Bank formulated monetary policy and executed 

it from day to day, but the Government accepted full and 

continuing responsibility for the policy being followed, 

although not, in the normal course of events, for the 

details of its execution. The Report recommended that the 

Bank of Canada Act be amended so as to incorporate this 

concept and also to provide the Minister of Finance with 

the right to issue a directive to the Bank if the govern­

ment disapproved of its policy. On this last matter, how­

ever, the Report cautioned that a government directive 

should be used only as a last resort and after extensive 

and conscientious attempts to reach agreement had failed. 

If such a situation arose, its seriousness would call for 

highly formal procedure designed to focus full and intelli­

gent public discussion on the matter under dispute. The 

Report thus suggested (a) that any directive take the form 

of an order-in-council to ensure that it received cabinet 

consideration, (b) that it be as specific as possible in 
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its terms, pointing out in a closely reasoned way how the 

Bank's actions had conflicted with national economic poli­

cies and indicating what steps the government wished car­

ried out, (c) that such a directive be published with the 

briefest of delays, that is within fifteen days of issue, 

(d) that it be accompanied by a statement from the Gover­

nor setting out his opinion on the matter, and (e) that it 

should automatically lapse after thirty days, so that it 

would not become in effect a continuing directive. 

The same Report, on the question of the relationship 

between the Bank of Canada and the Government, made this 

succinct final comment: 

No matter what legal arrangements, it is obvious 
that they will be workable only if the Governor 
and the Finance Minister keep each other fully 
and continuously informed on policy and the fac­
tors underlying it. 

In March 1967, steps were taken to formalize the 

concept of the relations between the Bank and the Govern­

ment with regard to monetary policy. In order to do this, 

the content of Section 14 of the Bank of Canada Act was 

repealed and the following section, entitled "Government 

Directive," was substituted. It read: 

(l) The Minister and the Governor shall consult 
regularly on monetary policy and on its relation 
to general economic policy. (2) If, notwith­
standing the consultations provided for in sub-

4lbid., p. 544. 



159 

section (1), there should emerge a difference 
of opinion between the Minister and the Bank 
concerning the monetary policy to be followed, 
the Minister may, after consultation with the 
Governor and with the approval of the Governor 
in Council, give to the Governor a written 
directive concerning monetary policy, in spe­
cific terms and applicable for a specific 
period, and the Bank shall comply with such 
directive. (3) A directive given under this 
section shall be published forthwith in the 
Canada Gazette and shall be laid before Parlia­
ment within fifteen days after the giving 
thereof, or, if Parliament is not then sitting, 
on any of the first fifteen days next there­
after that Parliament is sitting.5 

Consequently, this amendment, resembling closely 

the statement of Governor Rasminsky on August 1, 1961 and 

the recommendations of the Report of the Royal Commission 

on Banking and Finance, made it clear that the Government 

has the final responsibility for monetary policy, and the 

directive provision provided a mechanism for that purpose. 

Moreover, this amendment in no way relieved the Bank of 

Canada of its responsibility for monetary policy and for 

its execution. 

The 1967 amendment also implied that if a Governor 

were directed to carry out a monetary policy which, in 

good conscience, he could not regard as being in the na­

tional interest, he would, after taking steps to ensure 

that the issues involved were placed clearly before the 

°Canada, An Act to Amend the Bank of Canada Act. 
Chapter 88, Section 14 (1), (2), (3) (Ottawa: Queen's 
Printer, March 23, 1967), pp. 1054-1955. 



160 

publ ic , r e s ign . I t should be pointed out that the l e g a l ­

i za t ion of the procedure of dual or joint r e spons ib i l i t y 

for monetary policy in 1967 does not seem to have a l t e red 

the manner in which the respons ib i l i ty for monetary pol icy 

in Canada has operated in pract ice since iYir. Rasminsky 

became Governor in mid-1961. In fact, in July 1967, Gover­

nor HasminsKy stated in th i s regard: 

The general effect of the amendment i s to r e s t a t e 
the t r ad i t i ona l posi t ion - which I think, is the 
r ight one - under which neither the Government 
nor the Governor of the central bank can ultima­
te ly escape respons ib i l i ty for the monetary policy 
which is followed.^ 

The System of Dual Responsibil i ty Since Mid-1961 

Governor Rasminsky, presenting evidence before the 

Royal Commission on Banking and Finance in 1963, commented 

on the actual functioning of dual r e spons ib i l i t y as follows: 

The way i t has worked out in pract ice in my case -
and I speak only of my own experience - i s tha t I 
have been responsible for the monetary policy of 
the Bank. All the monetary steps taken by the 
Bank have been i n i t i a t e d by me and conducted under 
my primary respons ib i l i ty for the operation of 
monetary pol icy . The government has been con­
s tan t ly informed of the developments in monetary 
policy, and the government has not dissociated i t ­
self from the pol icy; consequently, within the 
terms of dual re la t ionsh ip I would say that the 
system of jo in t r espons ib i l i ty for monetary 

L. Rasminsky, Interview reported in The 3anker, 
Vol. 117, Number 497 (July 1967), p . 581. 
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policy has been the one that has been In practice 
during my governorship.7 

The Governor noted further that when formal actions 

needed to be taken by the central bank, such as the fixing 

of or changes in the Bank rate, the Minister of Finance had 

been informed and consulted before these actions were taken. 

On the other hand, when developments in the monetary system 

had occurred in the course of the Bank's cash management 

operations, the consultation became a more gradual process. 

For example, concerning the changes that took place from 

day to day, or from week to week, in the cash position of 

the chartered banks - not ordinarily very large - the 

regular meetings between the Governor and the Minister of 

Finance, at which the whole range of monetary and financial 

development was reviewed, had presented an adequate oppor­

tunity for consultation. Governor Rasminsky also pointed 

out that there had constantly been a process of discussion 

going on between the Bank and the Minister of Finaace. 

There are no indications, since this statement by the Gover­

nor, that the process of regular consultation between him­

self and the Minister of Finance has operated differently. 

Thus the Bank under Mr. Rasminsky's governorship has 

7Bank of Canada, Evidence of the Governor Before the 
Royal Commission on Banking and Finance (Ottawa: Bank of 
Canada, May 1964), p. 101. 



162 

apparently fulfilled clause 14 (1) of the Bank of Canada 

Act, which states that the Governor shall consult regularly 

with the government on monetary policy and on its relation 

to general economic policy. 

In connection with the right of the government to 

direct the Bank of Canada as to the policy which the Bank 

should carry out, if the government disapproved of the 

policy being carried out by the Bank, Governor Rasminsky, 

on that same occasion in 1963 noted that the need for the 

issuance of such a directive had not arisen since he had 

been named Governor. Since 1963, there has been no apparent 

fundamental differences of opinion on policy matters between 

the Governor of the Bank of Canada and the Minister of Fi­

nance and in fact no directive has been issued by the Govern­

ment. It thus seems that the relationship between the Bank 

of Canada and the Government has worked well on the whole 

since mid-1961. 

In conclusion on this subject, it should be remembered, 

however, that the legalization of the concept of the consti­

tutional position of the Bank of Canada does not in itself 

ensure complete success in the conduct of monetary policy. 

The following excerpt, borrowed from Governor Rasminsky's 

statement at the Per Jacobsson Memorial Lecture in 1966, 

seems to give cognizance to this fact. On that occasion, he 

remarked: 
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I do not believe that the real position of the 
central bank in government is determined by the 
statutory arrangements under which it operates. 
In the final analysis the influence of the cen­
tral bank on economic policy depends on the 
respect it can command for the objectivity and 
cogency of its views as judged in the light of 
experience and on the proven degree of compe­
tence it displays in performing its ov/n spe­
cialized role. It depends too on the contribu­
tion that it is able to make to the public 
understanding of economic and financial issues 
in analysing in understandable terms, the com­
plex forces operating at all times on the economy 
and in elucidating the basic rationale underlying 
the policies it has followed.® 

2. Economic Effects of Monetary Policy 
Under Mr. Coyne's Governorship and 

of the Coyne Affair per se 

As already considered in Chapter II of this thesis, 

a number of academic economists were agreed that monetary 

policy during most of Coyne's governorship had fallen se­

riously short of an obtainable standard, and consequently 

they strongly criticized the Bank of Canada. Essentially, 

the economists' main criticism was that the monetary author­

ity, In the conduct of monetary policy during that period, 

had attached too much weight to the objective of preventing 

or restraining inflation and too little to that of maintain­

ing employment. As a corollary to their criticism of 

bL. Rasminsky, "The Role of the Central Banker To­
day," The Canadian Banker, Vol. 74, No. 1 (Spring 1967), 
p. 36. 
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monetary policy, some economists further reasoned that the 

t igh t money policy during Coyne's governorship and also the 

Coyne Affair per se, that i s , the public feud which devel­

oped in May 1961 between Mr. Coyne and Mr. Fleming, pa r t l y 

as a r e su l t of a disagreement on matters of policy, were 

largely to blame for Canada's serious foreign exchange 

s i tua t ion which emerged in the ear ly summer of 1962. Before 

a consideration of some economists' reasoning on t h i s matter, 

the nature of th i s 1962 exchange c r i s i s wil l be examined 

b r i e f l y . 

During the period 1955 and 1960, Canada experienced 

subs tan t ia l inflows of foreign c a p i t a l . In the supplementary 

budget of December 1960, the Government introduced a number 

of taxes with a view both to discouraging the inflow of par­

t i c u l a r forms of foreign cap i t a l , chiefly American, and to 

exert ing psychological pressure on foreign investors in 

Canada and on Canadian borrowers in New York. The immediate 

effect was to reduce the premium on the Canadian do l l a r from 

two to approximately one-half of one per cent . In June 1961, 

during the heat of the Coyne Affair per se, the Minister of 

Finance announced that the Government intended to push the 

Canadian dol lar to an unspecified but "s igni f icant" discount 

in terms of the U.S. do l la r and also that i t was now wil l ing 

to employ the Exchange Fund to achieve tha t object ive . Sub­

sequently, the Canadian dol lar f e l l to a discount of about 
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three per cent. An economist, in analyzing the Government's 

action to lower the value of the Canadian dollar, a few 

years after the exchange crisis, wrote: 

In retrospect, the wisdom of ~uch a public pro­
nouncement at a time ^aen inflows of foreign 
capital had already begun to diminish because 
of the lessening relative attractions of Cana­
dian Investment opoortuni ties, seems doubtful. 

His analysis seemed correct for renewed pressure on 

the Canadian dollar near the end of 1961 required the help 

of the Exchange Fund to support the Canadian dollar in an 

effort to forestall its further depreciation. Tne Fund 

proved unable to continue the support very long and, on 

May 2, 1962, the Government was forced to peg the rate at 

j? 0.925 in U.S. currency, es against the immediately preceding 

current rate of $0.95. In view of the fact that speculators 

were concerned that the rate of ^.0.925 U.S could not be held, 

caoital flight continued after tne rate was pegged on May 2, 

1962, and increased after the uncertain result of the Federal 

election of June 18. Finally; on June 24, 1962, the Govern­

ment announced further emergency measures in order to defend 

the exchange value of the Canadian dollar. These measures 

included a temporary imposition of graduated tariff surchar­

ges on certain categories of imports, a temporary reduction 

9R. C. Mclvor, "Canada," Commonwealth Banking Systems, 
ed. W. F. Crick (Oxford: Clarendon Press, 1965]", p. 446. 
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in the exemption from customs duty accorded to Canadian 

tourists on goods brought back to Canada, reductions in 

government expenditures amounting to $250 million in a full 

fiscal year, the earmarking of a portion of the Government's 

cash balances for the purpose of financing increases in the 

foreign exchange reserves and the mobilization of interna­

tional financial support, in the form of cash and standby 

credits, amounting in total to $1050 million U.S. 

The Central Bank also played an important role in 

bringing the crisis to an end. After consultation with the 

Prime Minister and the Minister of Finance, the Bank of 

Canada announced a return to a fixed Bank rate policy and 

set the level at six per cent. Monetary policy tightened 

as central bank operations were directed toward promoting 

and maintaining a level of interest rates in Canadian finan­

cial markets which would help in establishing a net inflow 

of capital large enough to cover the current account deficit 

in the balance of international payments and rebuild the 

depleted foreign exchange reserves. Thus, central bank 

policy coupled with the government's emergency measures 

stemmed the crisis and, in September 1962, confidence in 

Canada's foreign exchange position had been sufficiently re­

stored. 

Some academic economists, while recognizing that the 

foreign exchange crisis of 1962 had resulted primarily from 
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short-term difficulties which were rooted in the deflationary 

movements in the North American economy, and also in a 

general loss of confidence by foreign investors in Canada, 

nevertheless advanced that Canada's muddled monetary and 

to some extent debt management policies during a large part 

of Coyne's governorship had largely prevented the Canadian 

economy from adjusting to fundamental structural disturban­

ces which had occurred since 1957. The following quotation 

from H. H. Binhammer appears to summarize the views of a 

number of academic economists on the matter. This economist 

reasoned as follows: 

The tight money policy worked adversely to Canada 
in several ways. Higher interest rates and lack 
of credit availability forced the Canadian corpo­
rations and governments to borrow in the United 
States. Moreover, the wide interest differential 
produced by Canadian monetary restraint made port­
folio investment attractive to foreigners even 
after allowing for the cost of exchange hedging. 
The increased inflow of short term funds result­
ing from the sale of new issues of Canadian secu­
rities sold to non-residents kept the Canadian 
dollar at a premium when there was a levelling 
off in the development boom and the inflow of 
long-term capital. The tight money policy which 
induced much of the inflow of capital kept the 
Canadian dollar overvalued. This had repercus­
sions on the balance of payments which in turn _0 
affected domestic growth output and development. 

10H. H. Binhammer, "Canada's Foreign Exchange Prob­
lems : A Review," Kyklos, International Review for Social 
Sciences, Vol. 17 (Switzerland, 1964), pp. 641-642. See 
also In this regard, C. L. Barber, "Canada's Unemployment 
Problem, " Canadian Journal of Economics and Political 
Science, Vol. 28, No. 1 (February, 1962) pp. 88-102. 



168 

He concluded his analysis by noting that if the Cana­

dian authorities had guided the exchange rate to lower levels 

after the mid-fifties and allowed some increase in prices 

through a less restrictive monetary policy, the structural 

difficulties which Canada might have had could have been 

overcome and the deficit in the balance of payments kept 

within manageable proportions and the floating exchange 

rate maintained without a crisis. 

Another economist, E. P. Neufeld, wrote in this same 

vein that Canadian economic policy, including monetary policy 

in the late fifties and early sixties, had failed to bring 

an orderly decline in the overvalued Canadian dollar. He 

believed also that the necessary readjustment involved 

slowing down of the rate of capital inflow. This readjust­

ment required, among other things, narrowing the gap bet­

ween Canadian and U.S. interest rates, to reduce the incen­

tive for Canadian provincial and municipal governments to 

borrow in New York. According to Professor Neufeld, Cana­

dian economic policy failed to effect the proper readjust­

ments. He attributed the failure in policy to the following 

factors: 

The concern with demand inflation at a time when 
it no longer existed, the subservience of mone­
tary policy to the needs of government financing, 
the absence of a weapon such as a fixed bank rate 
for signalling without ambiguity official feeling 
on the desirable level of interest rates, the 
massive lengthening of the debt in 1958, through 
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the conversion loan, and generally the f a i l u r e 
to appreciate that the Canadian dol lar was over­
valued. 11 

While these fac to r s no doubt played the i r par t in 

leading to the exchange c r i s i s of 1962, others were also a t 

work. Among these were factors which affected the confidence 

of the foreign investor in Canada. Professor Neufeld c i t ed 

the following: 

The mismanagement of exchange r a t e pol icy by the 
government in the ear ly 1960's; the slow ra t e of 
economic growth; the campaign of nationalism; the 
public feud between Mr. Fleming and Mr. Coyne; 
the feel ing that recurr ing budget de f i c i t s were 
not achieving the i r intended purpose of r a i s i ng 
economic a c t i v i t y and had become a permanent f i x ­
t u r e ; the introduction of a f i f teen per cent 
withholding tax on in t e r e s t and dividend payments 
made to foreign inves tors ; the takeover of the 
B.C. E lec t r i c Company; and the General Elect ion 
of June 18 which produced a minority government. . .1 2 

I t i s noteworthy that among Professor Neufeld's l i s t 

of possible causes which apparently undermined the foreign 

i nves to r ' s confidence were those per ta in ing to the public 

feud between Mr. Coyne and Mr. Fleming in 1961 and also the 

campaign of nationalism in Canada. I t i s possible to say 

tha t the events from May 30 to July 13, 1961, known as the 

1]-E. P. Neufeld, "Canada Tackles I t s De f i c i t , " The 
Banker, Vol. 112, No. 438 (August 1962), p . 465. 

1 2 I b i d . , p . 496; also Mclvor, "Canada," op. c i t . , 
p . 447, and H. H. Binhammer, "Canada's Money Muddle in Re-
t rospec t , " The Dalhousie Review (Summer, 1964), p . 169. 
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Coyne Affair per se may have had some adverse ef fec ts on 

foreign inves to r s ' confidence. Also, Governor Coyne's 

n a t i o n a l i s t i c comments in public speeches may have been 

dis turbing to prospective foreign inves to r s . However, i t 

must be recognized that these factors were only a few among 

many others which undermined the foreign inves to r s ' confiden­

ce, and thus contributed to the 1962 exchange c r i s i s . 

Also, while the monetary policy of the Bank of Canada 

under Coyne's governorship may have been a fac tor leading to 

the 1962 c r i s i s , i t must be borne in mind tha t the Government 

of the day was largely to blame for not having recognized 

the i l l - e f f e c t s of the monetary policy which was being car­

r ied out at the time, and thus for not having taken appro­

p r i a t e act ion to correct the s i tua t ion e a r l i e r than i t did. 

Apart from t h e i r possible contr ibut ion to bringing 

about the exchange c r i s i s of 1962, i t does not appear that 

the monetary policy under Coyne's governorship, nor for t ha t 

matter the events per taining to the Coyne Affair per se had 

other s igni f icant adverse ef fec ts on the Canadian economy. 

From the f i r s t quarter of 1961 to the l a s t quarter of 1969, 

Canada witnessed the l a rges t uninterrupted economic expan­

sion in the country 's business cycle h i s t o r y . During that 
1 3 period, Gross National Product at market pr ice rose by 

13Using revised G.N.P. f igures . The Department of 
Finance estimated G.N.P. for 1969 at $78,100 mi l l ion . 
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$39,020 mil l ion , thus at an average annual ra te of Increase 

of 8.3 per cent . (See Table 3, page 78) . In r e a l terms, 

Canada's output of goods and services advanced by some 

$21,820 m i l l i o n , 1 4 an average annual r a t e of Increase of 

5.4 per cent - considerably l ess than at current p r i c e s . 

In spite of the rapid increase in output in the period from 

the end of 1961 to the end of 1965, the consumer p r i ce index 

rose at an average annual r a t e of only 1.7 per cent . Since 

1965 to the end of 1969, however, the consumer pr ice index 

(using 1961 as a base) rose from 107.4 to 125.5, an average 

annual ra te of 4.2 per cent . The Canadian ra te of unemploy­

ment as a percentage of labour force averaged 5.4 per cent 

between 1961 and 1965; from 1965 to 1969, on the other hand, 

i t averaged 4.2 per cent . 

During the period 1961 to 1968 inc lus ive , Canada's 

merchandise exports increased from $5,889 mil l ion to 

$13,538 mil l ion, an increase of 130 per cent ; merchandise 

imports increased from $5,716 mil l ion to $12,162 mi l l ion in 

1968, an increase of some 110 per cent . The merchandise 

trade balance showed a surplus for each year since 1961, 

reaching $1,376 mil l ion in 1968. However, large and growing 

de f i c i t s on the service or inv i s ib le items continued to 

1 4 I n constant 1961 d o l l a r s . The Department of F i ­
nance estimated the output of goods and services for 1969 
a t $60,900 mi l l ion . 
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outweigh the surplus on merchandise t r ansac t ions . (See 

Table 8, page 90). Nevertheless, the net c a p i t a l inflow 

(exclusive of changes in o f f i c i a l reserves) was more than 

suff icient to cover the current account de f i c i t , except 

during br ief periods (such as in the ear ly months of 1968). 

Apart from the brief speculative a t tack on the Cana­

dian dol lar ear ly in 1968, caused by uncer ta in t ies a r i s ing 

from weaknesses in the in terna t ional monetary system, 

Canada's exchange r a t e has remained strong since the devalua­

t ion in 1962. Also, the o f f i c ia l holdings of gold and U.S. 

do l la r s have not been under any pe r s i s t en t or serious s t r a i n . 

Consequently, judging from the overal l performance 

of the Canadian economy from 1S61 to 1969, monetary policy 

under Coyne's governorship and the events of mid-1961 do 

not appear to have had l a s t i ng detrimental effects on the 

Canadian economy. 

3 . Implications of Mr. Coyne's "Specific" 
Policy Proposals 

I t was generally agreed among the academic economists 

that during his years in office, Governor Coyne had often 

been wrong in h i s diagnosis of Canadian economic condit ions, 

and in his assessment of problems plaguing the Canadian 

economy. Furthermore, many academic economists maintained 

that the Governor's "general" policy proposals aimed at 
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solving Canada's economic problems, which he had put for­

ward in a number of public speeches, were e r r a t i c . How­

ever, these economists had l i t t l e opportunity to comment 

on Coyne's "specif ic" policy proposals outlined in a con­

f iden t i a l memorandum to Finance Minister Fleming dated 

February 15, 1961 . 1 5 This memorandum, released publ ic ly 

by the Governor when the disagreement between himself and 

Finance Minister Fleming erupted into a public controversy 

in June 1961, was intended to be an "act ion programme" to 

promote fu l l employment, a sa t i s fac tory ra te of economic 

growth without in f l a t ion , and the r e s to ra t ion of e q u i l i ­

brium in the balance of payments. 

While the appropriateness of a number of Governor 

Coyne's "specif ic" policy proposals put forward in th i s memo­

randum can be questioned (especial ly those with a protec­

t i on i s t b i a s ) , i t can be argued that some of Coyne's propo­

sals to solve Canada's economic problems may not have been 

t o t a l l y wrong. In fact , to some extent , many appear to 

have been fa r -s ighted . For example, a number of measures 

adopted in the emergency aus te r i ty programme drawn up to 

solve the Exchange Cr i s i s of 1962 resembled closely some of 

Coyne's "specif ic" policy proposals . In tn i s regard, i t 

1 5 J . E. Coyne, The Requirements of Economic Pol icy 
Today (Ottawa: February 15, 1961), 24 p . For an out l ine 
of these "specif ic" proposals, see Chapter I I I , Section 2 . 
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should be pointed out that whereas the government's emer­

gency programme to stem the Exchange Cris is of 1962 con­

s is ted e s sen t i a l ly of short-term measures, the solut ions 

advanced by Coyne in February, 1961, were general ly of a 

medium and long-term nature . 

The following points show some s i m i l a r i t i e s between 

a number of Coyne's "specif ic" proposals of February, 1961, 

and the government's emergency measures introduced in June, 

1962: 

(a) The Government, at that time, imposed a graduated t a r i f f 

surcharge ranging from five to f i f teen per cent , with 

roughly half of Canada's imported goods exempt a l together 

and the others divided into three categories of economic 

importance. Coyne, on the other hand, in February 1961, 

had proposed as par t of his programme to reduce imports, 

a se l f - l iqu ida t ing six-year temporary t a r i f f surcharge 

of ten per cent on the value of imported goods, appl ic­

able on a l l goods except on a l imited number not produced 

in Canada. This proposed t a r i f f surcharge would have 

been self- l iqu idating in the sense tha t provision would 

be made that after two years, the amount of the surcharge 

would be reduced by two tenths of one per cent every 

month, so tha t i t would completely expire at the end of 

six years and two months. 



175 

(b) The Government also applied a reduction in the duty-free 

allowance to returning Canadian t o u r i s t s ; Coyne, on the 

other hand, had advocated a two-year removal of the 

exemption from customs duties on a l l goods imported by 

returning Canadian t r a v e l l e r s , a t l eas t in the case of 

goods imported from the United S ta tes . 

(c) The Minister of Finance had announced on June 20, 1961, 

that the resources of the Exchange Fund would be employed 

to bring the Canadian dol la r to "subs tan t ia l " discount in 

terms of the U.S. do l l a r ; on May 3, 1962, Canadian dol lar 

was pegged at 92 1/2 cents U.S. Governor Coyne, as par t 

of h is proposed programme, had recommended the use of 

the resources of the Exchange Fund to s t a b i l i z e the 

value of the Canadian do l la r . However, the Governor 

hoped tha t th is action would bring the Canadian dol la r 

at par i ty with that of the United S ta t e s . 

(d) The Government proposed reductions in Government spend­

ing amounting to $250 mil l ion in a f i s c a l year; the 

Governor, for h i s par t , had advocated a minimization of 

de f i c i t financing as, in h is words, "a de f i c i t does not 

merely by i t s existence make an important cont r ibut ion 

to employment and economic growth." 1 6 

Ib id . , p . 13. 
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Apart from their similarity with the emergency pro­

gramme of 1962, it may be said that some of Governor Coyne's 

"specific" proposals had further reaching implications. At 

the outset of his economic "action programme" of February 15, 

1961, Coyne pointed out that the whole range of economic 

policy should be focused on the goals of promoting full 

employment and a satisfactory rate of growth without in­

flation and restoration of equilibrium in the balance of 

payments. He suggested that a different approach be made 

in the use of economic stabilization policies, including 

those which operated on the "demand side" of the market, -

that is, monetary and fiscal policies. While recognizing 

that economic policies still had a role to play in short-

term economic stabilization, Coyne advocated their use in 

longer term economic stabilization. He thus wrote, in this 

connection: "Economic policy must go far beyond merely 

cyclical (temporary) anti-recession measures. Temporary and 

anti-recession measures are indeed necessary.... Longer-run 

17 

requirements are more b a s i c . . . " 

In th i s respect , Governor Coyne's recommendation for 

a change of emphasis in the use of economic po l i c i e s appeared 

to have been forward looking. I t i s i n t e r e s t i ng to note that 

the Economic Council of Canada, in i t s Fourth and Sixth 
1 7 I b i d . , p . 1. 
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Annual Reviews, ca l led for a di f ferent approach than the 

one employed t r a d i t i o n a l l y in the use of the instruments 

of "demand management" for economic s t a b i l i z a t i o n . The 

Sixth Annual Report noted in th i s connection: 

Throughout most of the postwar period, such p o l i ­
c ies (monetary and f i sca l ) have been focused l a r ­
gely on an t ic ipa t ing and moderating short-term 
f luctuat ions in pr ivate demand - in other words, 
on the short business cycle . But the many lags 
involved In identifying, responding to , and coun­
te rac t ing changes in private demand have made i t 
d i f f i c u l t to operate po l i c i e s successfully on 
t h i s ba s i s . . . 

These demand po l ic ies should be directed not so 
much to avert ing the short-term f luctuat ions in 
the economy that have already been associated 
with inventory cycles, but more to "s teer ing the 
economy" along a smoother underlying path of 
growth in f ina l demand, and avoiding subs tan t ia l 
and pe r s i s t en t shor t fa l l s or pressures . . .1-8 

And s t i l l on the subject of the use of economic po l i c i e s 

in economic s t ab i l i za t ion , pa r t i cu l a r l y on the use of 

monetary policy, Coyne wrote, "Monetary policy undoubtedly 

xtsEconomic Council of Canada, Sixth Annual Review, 
"Perspective 1975" (Ottawa: Queen's Pr in ter , September, 
1969), p . 159. See also, Economic Council of Canada, Fourth 
Annual Review, "The Canadian Economy from the 1960's to the 
1970's (Ottawa: Queen's Pr inter , September, 1967), pp. 255-
257. In a section on demand policy, i t noted: "F i r s t , 
monetary and f i s c a l po l i c i e s - the major demand p o l i c i e s -
should seek to steer the economy along the course of poten­
t i a l economic growth over the medium-term future , ra ther 
than simply react ing to emergency (or past) short-term devel­
opments." The Review continued: "In taking such a pos i t ion , 
we do not mean to imply tha t there should be any short-run 
deviations from the basic s t ra tegy . In te rna t iona l develop­
ments . . . may impose cons t ra in ts on the consis tent operation 
of such a strategy of monetary and f i s ca l policy in Canada." 
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has a par t to play in any ant i - recess ion economic programme 

and also in fos ter ing long-term economic growth."1 9 

When he refer red to the use of monetary pol icy as a 

long-term economic s t ab i l i z a t i on tool , Coyne's thinking r e ­

sembled to some extent that of Professor H. G. Johnson who 

advanced the opinion that "Monetary policy ought to be d i ­

rected toward the creat ion and maintenance of a s table long-

run monetary environment for the economy." ° 

With regard to f i s ca l policy, as already considered 

in Chapter I I I , Section 2, Governor Coyne outl ined numerous 

"specif ic" proposals for i t s use in order to achieve f u l l 

employment and a sa t is factory r a t e of economic growth. 

Among these, he proposed that several yea r s ' exemption from 

income tax be granted to new business en te rp r i ses and also 

tha t special depreciat ion schemes be permitted for companies 

se t t ing up or expanding operations in depressed or under­

developed regions of Canada. 

In addition to his proposals for a long-term approach 

in the use of economic po l ic ies operating on the "demand 

side" of the market, Governor Coyne gave some considerat ion 

1 9 J . E. Coyne, The Requirements of Economic Policy 
Today (Ottawa: February 15, 1961), p . 2. 

20 
H. G. Johnson, The Canadian Quandary (Toronto: 

McGraw-Hill, 1963), p . QW. 
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to policies which operated on the "supply side" of the 

market. The term "supply side" policies is taken to mean 

those aimed at raising the quality of productive resources, 

especially human resources, and also the creation of condi­

tions conducive to increased efficiency and productivity. 

In this connection, Coyne suggested the setting-up of 

special department of Government, charged with studying 

and promoting increased development of those regions which 

showed a tendency to lag behind the rest of the country, 

with a view to stimulating various kinds of economic activi­

ties to provide increased employment, higher average in­

comes, and also to diversify employment opportunities. It 

should be noted that these tasks are now largely the respon­

sibility of the Federal Departments of Regional Economic 

Expansion and of Manpower and Immigration. 

Governor Coyne's "specific" proposals also sought 

to promote the active use of "other" economic policies. 

Following were some of the Governor's most important propo­

sals put forward in this regard. Coyne recommended ways 

and means to mobilize capital for investment. In this con­

nection, he proposed the establishment of a National Develop­

ment Corporation with power to raise funds by the sale of 

its securities to the Government or to the public, with or 

without Government guarantee. Coyne envisaged that this 

Corporation would provide funds for large scale enterprises 
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and would help retain Canadian ownership and control of 

Canadian enterprises. It is of interest to note that 

21 Coyne's suggestion, later advocated by Walter Gordon, 

is soon to take root in the form of the Canada Development 

Corporation (CDC). This corporation will use Canadian 

investment to boost resource development in this country. 

It is expected that initially the Development Corporation 

will start with a base of Crown Corporations, and in time 

will become a major conglomerate. It is also proposed that 

Canadians will be able to purchase shares in the CDC. It 

may very well be that the CDC will be the vehicle to stem 

future foreign ownership of many Canadian industries. 

Governor Coyne also stressed the need to expand the 

lending power of the Industrial Development Bank. It should 

be noted that a number of amendments to the IDB Act and, 

especially the 1961 amendments, empowered this institution 

to lend to virtually any business. 

In considering yet another sphere of action, Governor 

Coyne noted the importance of encouraging increased savings 

by Canadians, particularly personal savings. He thus recom­

mended that encouragement be given to new kinds of small 

savings institutions and also to credit unions, trust com­

panies with a savings deposit business, etc. It is 

21W. L. Gordon, A Choice for Canada (Toronto: McLel-
land and Stewart, 1966), pp. 119-120. 
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interesting to note that the Pixth Annual 1-teview of the 

Economic Council pointed out that 

Achievement of Canada's potential to 1975 will 
require a high rate of public and private in­
vestment. Accordingly careful attention will 
be required to preserve the maintenance of a 
high rate of national saving ...2^ 

With a view to offsetting cyclical changes in employ­

ment in the private sector of the economy, Governor Coyne 

advocated the formation of a Federal Resource Development 

and Conservation Agency capable at any time of expanding 

or reducing the number of temporary employees. Coyne also 

proposed to increase the incomes of the unemployed by pay­

ing (as a charge on the budget) "a special supplement equal 

to, say, 25 per cent of regular unemployment insurance bene­

fits and unemployment assistance... and continuing such 

supplements until the seasonally adjusted rate of unemploy­

ment In Canada remains below 4 per cent of the labour force 

23 for three successive months." Tnis payment would be 

financed by a special tax, or addition to the personal in­

come tax, on those who were employed. Since 1961, benefits 

to the unemployed have been increased substantially and 

22Economic Council of Canada, Sixth Annual Review 
(Ottawa: Queen's Printer, September 1969), p. 164. 

J. E. Coyne, The Requirements of Economic Policy 
Today (Ottawa: February 15, iy61), p. I'd. 
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legislation Is now being prepared to increase again the 

amount of weekly benefits granted to the unemployed. Addi­

tional funds required would be raised by enlarging the base 

of contributors to include practically all Canadians in the 

working force. 

In the realm of consumer credit, Governor Coyne, as 

part of his programme, suggested that the Governor-in-

Council be given, by a permanent statute, power to set limits 

on and vary from time to time the length, terms, minimum down 

pswment and finance charges, in the whole field of consumer 

credit and personal loans. It is of interest to mention 

that, in the present fight against inflation, similar con­

trols on consumer credit were seriously being considered. 

Thus, in an opinion based on the above considera­

tions, Governor Coyne's recommended "action programme" of 

February 15, 1961, appears original in that it suggested a 

new approach in the use of economic policies. In addition, 

the "specific" policy proposals contained therein covered a 

wide range of possible policy action. In all fairness to 

Coyne, some of these proposals appear to have been far-

sighted and although it may be argued that not all of his 

proposals may have been appropriate at the time which they 

were made, the fact remains that a number of proposals similar 

to those which he advanced, have been adopted in the years 

following his departure from office. 



CHAPTER VI 

SUMMARY AND CONCLUSIONS 

In retrospect, it is possible to say that the Coyne 

Affair could have been avoided if the concept of the consti­

tutional position of the Bank of Canada, that is, if the 

concept pertaining to the relationship between the Bank of 

Canada and the Government had been clearly outlined in the 

Bank of Canada Act rather than left to whimsical interpreta­

tion by the Government and the Bank of Canada. Had the con­

cept been incorporated in the Bank of Canada Act and accepted 

by the parties involved, the major disagreement, which came 

to a head on May 30, 1961, between the Governor of the Bank 

and the Government (more specifically, the Minister of Finance) 

on the relative priority to be given to Canada's economic 

objectives and on the appropriate monetary policy to be under­

taken, would have resulted in the Government's taking final 

responsibility for monetary policy and the Governor of the 

Bank's resigning from his position, if unable to agree with 

Government policy. As matters stood then, however, the 

Government was not ready to accept final responsibility for 

monetary policy and the Governor of the Bank was not prepared 

to resign when in complete disagreement with Government 

policy. 
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Looking back at the events of mid-1961, it can be 

said that the Government mishandled the case, largely because 

it misjudged the intentions of Governor Coyne. Although the 

Government appeared justified in requesting Coyne's resigna­

tion in view of the major disagreement on economic objectives 

and policy which had developed, the manner in which it 

approached the affair is open to question. While, on the 

whole, the reasons given by Finance Minister Fleming for Gov­

ernor Coyne's resignation appeared quite pertinent, the one 

pertaining to the Governor's pension seemed clearly an issue 

of secondary importance. Also, it appeared that the Govern­

ment's timing in reqiesting Coyne's resignation was badly 

planned. The Government could have tackled the problem much 

differently, using the following alternatives: (a) put up 

with Governor Coyne until the expiration of his term of office, 

seven months hence, that is on December 31, 1961, and turn 

down any proposal for his reappointment, or (b) present the 

budget of June 20, 1961 and then let Coyne decide whether or 

not he could agree with Government policy, rather than re­

quest Coyne's resignation on May 30, 1961 before a clear 

economic programme had been brought forward, or (c) when it 

clearly recognized the adverse effects of the monetary policy 

which was being carried out - perhaps as early as the first 

(Quarter of 1960 - the Government could have requested Coyne's 

resignation by bringing the matter before Parliament, thus 
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forcing the rupture much earlier than it did occur. However, 

the point has been made by financial critics as well as by 

Governor Coyne that tne Government did not have a clear pro­

gramme of economic policy of its own; consequently, it is 

difficult to imagine how the Government could have requested 

Coyne's resignation strictly on policy matters. 

For his part, Governor Coyne is to be blamed for not 

having resigned as soon as it became evident that he could 

not accept the Government's policies. It is particularly dif­

ficult to justify Coyne's refusal to resign once Finance 

Minister Fleming had outlined tne economic policy intentions 

of the Government in the budget speech presented on June 20, 

1961. Coyne, however, decided to remain In office, regardless 

of the fact that his usefulness as Governor of the Bank of 

Canada had been dealt a serious blow, as a result of the 

extensive publicity ^iven to the affair. Only after he had 

experienced nis "day in court" and following the "not guilty" 

verdict of tne Senate standing Committee on Banking and Com­

merce, did Coyne, no doubt feeling vindicated, submit his 

resignation. 

With regard to Governor Coyne's economic views, which 

he put forward in his public speeches, and also in the Annual 

Reports, it was generally agreed by many academic economists 

and by Finance Minister Fleming that the Governor had accorded 

tne wrong priority to Canada's economic objectives and that 
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h i s understanding of Canada's economic problems and h is 

solut ions to these were erroneous. He was, I t appears, 

r i g h t l y c r i t i c i z e d for having attached, from mid-1957 on, 

tdo much importance to r e s t r a in ing i n f l a t i o n and too l i t t l e 

to improving employment. Some of Coyne's MgeneralH propo­

sa l s to remedy Canada's problems, espec ia l ly those r e l a t i n g 

to protectionism of Canadian indus t r i e s , and to the use of 

controls for l imi t ing the ent ry of foreign cap i t a l in to 

Canada, were strongly challenged, especia l ly by Finance 

Minister Fleming and by a number of academic economists. 

On the other hand, some of Governor Coyne's "spec i f ic" pro­

posals outl ined in a confidential memorandum on February 15, 

1961, were In many respects "avant-garde": for example, 

Coyne favoured the use of monetary and f i s c a l po l i c i e s in 

long-term economic s t a b i l i z a t i o n In addi t ion to t h e i r t r a d i ­

t i ona l short-term cyc l ica l use; he also advanced proposals 

per ta in ing to the more act ive use of economic po l i c i e s which 

operated on the "supply side" of the market as well as pro­

posals for more act ive use of other economic p o l i c i e s , for 

example po l i c i e s to mobilize cap i t a l for investment, to 

Increase Indus t r i a l development, e t c . 

The ro le which the academic economists played in the 

Coyne Affair , on the whole, seemed to have served a useful 

purpose. There i s no doubt tha t a t a l l t imes, t h e i r analysis 

of Canada's economic problems and t h e i r possible solut ions 
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to these problems, coupled with the analysis of government 

economists, can only be beneficial to the more widespread 

examination and assessment of Canadian economic conditions 

and solutions to the economic problems. It was, however, 

unfortunate in the case of the Coyne Affair, that there was 

a press leak of the letter addressed to the Minister of 

Finance, and circulated by a few economists to the academic 

community in late 1960, in order to support a petition for 

Coyne's resignation. This press leak no doubt played a 

large part in Mr. Fleming's request for Coyne's resignation 

on May 30, 1961. 

Concerning some academic economists' criticisms 

directed at the Bank of Canada's autonomy and at its manage­

ment's authority, it is generally agreed that some measure 

of independence, within the context of Government respon­

sibility for monetary policy, is necessary for the Bank to 

function properly and to fulfill its role adequately. In 

this regard, the economists' criticisms appear to be unjus­

tified. 

However, the economists' criticisms of the Bank of 

Canada's monetary policy in the late fifties and early six­

ties, as well as their disagreement with many of Governor 

Coyne's views on Canada's economic conditions and problems 

and also with some of his "general" policy proposals, while 

difficult to assess, seemed justified and in the light of 
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hindsight their assessment of the causes of Canada's economic 

problems seemed generally correct. 

On the other hand, the press reports and comments on 

Governor Coyne's public speeches, while extensive, appeared 

in general to lack sophisticated economic analysis and 

therefore did not contribute greatly to an enlightened and 

well-informed public discussion on Canadian economic condi­

tions and problems. 

No doubt a beneficial outcome of the Coyne Affair was 

that the concept of the constitutional position of the Bank 

of Canada, having been outlined clearly by Mr. Rasminsky on 

August 1, 1961, shortly after replacing Mr. Coyne as Gover­

nor, was incorporated into the Bank of Canada Act in 1967. 

Although no law can specify the precise ingredients which 

make for a workable understanding in every conceivable cir­

cumstance between the Governor of the Bank and the Ministers 

of Finance, with different personalities and approaches to 

their jobs, the dual system of responsibility, now clearly 

understood and accepted by the Government and the Governor, 

under which the Bank formulates monetary policy and executes 

it from day to day, but under which the government accepts 

full and continuing responsibility for the policy being fol­

lowed, although not in the normal course for the details of 

its execution, should prevent the creation of awkwardness 

and uncertainty about the future direction of monetary 
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policy. Since mid-1961, the relationship between the Bank 

of Canada and the Government - nurtured by regular consulta­

tions between the Governor of the Bank and the Minister of 

Finance - appears to have worked out well. Any degree of 

prestige which the Bank of Canada or the position of Governor 

of the Bank may have lost as a result of the Coyne Affair 

does not appear to have impeded the Bank of Canada in ful­

filling its role adequately since mid-1961. 

In the sphere of short-term economic repercussions on 

the Canadian economy, one possible effect of the Coyne 

Affair - which was noted by some academic economists - was 

that the tight monetary policy of the Bank of Canada during 

a large part of Coyne's Governorship had contributed, to 

some degree, to the exchange crisis of 1962; however, it 

appeared to be only one of many factors leading to this 

exchange crisis. 

In the long run, it is difficult to imagine that the 

Coyne Affair or the monetary policy of the Bank of Canada 

during Coyne's Governorship had any significant adverse 

effects on the Canadian economy since, from the first quar­

ter of 1961 to the last quarter of 1969, Canada witnessed 

its largest uninterrupted economic expansion in the country's 

business cycle history and also the largest in terms of the 

absolute rise in the volume of total output and employment. 
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BANK OF CANADA ('MM* 

J u n e Vth, 1 V61 . 

The Hon . Donald M. F l e m i n g , Q . C . , 
M i n i s t e r i>f Financ-i 
O t t awa , O n t a r i o . 

D e a r Mr F l e m i n g , 

On T u e s d a y . May 30th, the Deputy M i n i s t e r of 
Finance- i n f o r m e d m e that you d e s i r e d to m e e t with m e lh your o i t i c e 
at 3.00 p . m . for a p e r s o n a l d i s c u s s i o n . At that m e e t i n g , which by 
your r e q u e s t was a l s o a t t ended by the Deputy M i n i s t e r of F i n a n c e , 
you i n f o r m e d me that the Cab ine t would not a p p r o v e a r e c o m m e n d a ­
tion f rom the B o a r d of D i r e c t o r s for m y r e a p p o i n t m e n t to a s e c o n d 
t e r m a s G o v e r n o r of the Bank of C a n a d a when m y p r e s e n t t e r m 
e x p i r e s at the end of th i s y e a r . The p r o p e r p r o c e d u r e v.ould have 
been to d i s c u s s the m a t t e r with the B o a r d of D i r e c t o r s s i n c e , u n d e r 
the S t a t u t e , it i s they not the G o v e r n m e n t who have the duty of 
fo rming a c o n c l u s i o n in the f i r s t i n s t a n c e a s to whom they wish to 
appoint a s G o v e r n o r , and a s c e r t a i n i n g whe the r the G o v e r n m e n t 
a p p r o v e d . It is h a r d to s ee how the G o v e r n m e n t i t se l f cou ld p r o p e r l y 
give c o n s i d e r a t i o n to the ques t ion w h e t h e r to a p p r o v e an a p p o i n t m e n t 
m a d e by the B o a r d of D i r e c t o r s except afti r h e a r i n g f rom the B o a r d 
of D i r e c t o r s and d i s c u s s i n g the mat te r witli t h e m or with t h e i r 
C o m m i t t e e which h a s long been e s t a b l i s h e d fur that p u r p o s e . 

One r e a s o n you gave why the G o v e r n m e n t would not 
a p p r o v e m y r e a p p o i n t m e n t was tha t s t a t e m e n t s in public s p e e c h e s I 
have m a d e had t u r n e d out to be e m b a r r a s s i n g to the G o v e r n m e n t and 
w e r e be ing u s e d by t h e i r opponen t s in P a r l i a m e n t and e l s e w h e r e for 
po l i t i c a l p u r p o s e s . You f i r s t spoke to m e about t h i s m a t t e r on M a r c h 
18th l a s t , and I have not m a d e any publ ic s p e e c h e s s i n c e . I to ld you 
I had no f u r t h e r s p e e c h e s s c h e d u l e d , and did not in t end to a c c e p t any 
speak ing e n g a g e m e n t s in the n e a r f u t u r e , but tha t of c o u r s e I s aw 
nothing i m p r o p e r in the m a k i n g of s p e e c h e s o r in anyth ing tha t I had 
s a i d . In r e s p o n s e to a f o r m a l r e q u e s t of t h e Sena t e C o m m i t t e e on 
M a n p o w e r and E m p l o y m e n t I a p p e a r e d be fo re tha t body on A p r i l 2 6 t h . 
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In the c o u r s e of that h e a r i n g (as in m y s p e e c h e s ) ' r e f r a i n e d f rom 
d i s c u s s i n g any c o n c r e t e o r spec i f i c p r o p o s a l s , inc luding t h o s e 
which I have m a d e to you f r o m t i m e to t i m e in the p a s t , and m o r e 
p a r t i c u l a r l y on F e b r u a r y 15th laBt, and which I s t i l l hoped you would 
find t i m e to d i s c u s s with m e . 

At the m e e t i n g on M a r c h 18th you sa id peop l e w e r e 
a sk ing w h e t h e r m y objec t was to u n d e r m i n e the p r e s e n t G o v e r n m e n t , 
a l though you w e r e good enough to say tha t you your se l f did not s h a r e 
that v i ew. I d e c l a r e d , of c o u r s e , tha t I had no such p u r p o s e 
w h a t e v e r . Again on May 30th in r e l a t i o n to t h i s s u b j e c t . Is . i id 1 had 
not t a k e n up a pos i t ion of h o s t i l i t y to the p r e s e n t G o v e r n m e n t , and 
that m y only p u r p o s e had b e e n to s e r v e the publ ic i n t e r e s t in a 
m a t t e r which I c o n s i d e r e d to be of g r e a t i m p o r t a n c e and s e r i o u s n e s s 
for m y c o u n t r y . You w e r e good enough to s a y , "No one in t h i s r o o m 
h a s any doubt about your s i n c e r i t y " . 

In add i t ion to i n fo rming m e of the G o v e r n m e n t ' s v iew 
r e g a r d i n g r e n e w a l of m y t e r m of off ice , you sa id you had b e e n i n s t r u c ­
ted to a s k m e to s u b m i t m y r e s i g n a t i o n without wai t ing for the e x p i r y 
of m y p r e s e n t t e r m , and to do so in t i m e for the B o a r d of D i r e c t o r s to 
be ab le to appoint m y s u c c e s s o r at the next r e g u l a r m e e t i n g of the 
B o a r d s c h e d u l e d for J u n e 12th. T h e r e a s o n s given for th i s e x t r a o r d i n a r y 
r e q u e s t w e r e , f i r s t , tha t it would be u n d e s i r a b l e to have m e ho ld ing 
office a s G o v e r n o r for the next s e v e n m o n t h s knowing 1 was not to be 
r e a p p o i n t e d , and tha t e a r l y a r r a n g e m e n t s should be m a d e for m y 
s u c c e s s o r to t a k e o v e r . On t h i s po in t , I s e e no diff icul ty in t h e B o a r d 
of D i r e c t o r s , if they s e e fi t , m a k i n g an a p p o i n t m e n t of m y s u c c e s s o r 
with the a p p r o v a l of the G o v e r n o r in C o u n c i l to t a k e office in due 
c o u r s e and with s o m e p e r i o d of o v e r l a p , at l e a s t in ou r p r e s e n c e 
t o g e t h e r at the Bank in O t t a w a p r i o r to m y d e p a r t u r e . T h i s was the 
p r e c e d e n t fo l lowed, for e x a m p l e , on the o c c a s i o n of M r - G r a h a m 
T o w e r s ' r e s i g n a t i o n , when h i s s u c c e s s o r (myse l f ) w a s s o m e o n e f r o m 
within the ex i s t ing staff of the B a n k , and it w a s a l s o the p r o c e d u r e 
followed th i s y e a r in c o n n e c t i o n with the r e s i g n a t i o n of L o r d C o b b o l d , 
G o v e r n o r o t the Bank of E n g l a n d , when h i s s u c c e s s o r ( L o r d C r o m e r ) 
was s o m e o n e who had c o m e f rom o u t s i d e the Bank of E n g l a n d . I c a n 
a s s u r e you t h a t I would u n d e r any c i r c u m s t a n c e s i n the even t of the 
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appo in tmen t of a s u c c e s s o r to myse l f do e v e r y t h i n g in m y p o w e r to 
a s s i s t h im to b e c o m e f a m i l i a r with the work of t h e Dank of C a n a d a 
and of the I n d u s t r i a l D e v e l o p m e n t Ba rk and to t ake o v e r the office 
in the m o s t efficient and c o - o p e r a t i v e way . 

The second re t son advanced lor the desire- for an 
i m m e d i a t e r e s i g n a t i o n a s s t a t ed lo me on Mny 30th, and ad s t a t e d 
by you on June 2nd to tw» m e m b e r s of the C'>m;;uiti < ot the B o a r d of 
D i r e c t o r s appoin ted to c o n s i d e r t h i s m a t t e r who had c o m e to O t t a w a 
at m y r e q u e s t , was (hat the G o v e r e m e n t had uivi< r c o n t e m p l a t i o n 
c e r t a i n p r o g r a m m e s which it was thought I would be bound to 
d i s a g r e e wi th . I m a y say tha t in r e p o r t i n g tin L lo m e the two D i r e c ­
t o r s s a id t h a t , l ike myse l f , they did not know wL.it t h i s m e a n t . So 
far as I a m a w a r e t h e r e i s no ques t ion affect ing i iank po l icy o r 
o p e r a t i o n s a t i s s u e be tween u s , and the Bank has in fact a l w a y s 
c o - o p e r a t e d fully with r e s p e c t to G o v e r n m e n t p o l i c i e s and m e a s u r e s . 

As you have no doubt been i n f o r m e d by the two 
m e m b e r s of the C o m m i t l e e of the B o a r d who saw you on J u n e 2nd 
and 3 rd , I fee l that t h i s whole s i tua t ion m u s t be b rough t b e f o r e t h e 
full B p a r d of D i r e c t o r s for t h e i r i n f o r m a t i o n and d i s c u s s i o n , and I 
cannot give you any f u r t h e r a n s w e r p r i o r to d i s c u s s i n g the m a t t e r 
with t h e m at the m e e t i n g on J u n e 12th. You yourse l f have often 
e m p h a s i z e d tha t the Bank h a s a r e s p o n s i b i l i t y to P a r l i a m e n t . 
C e r t a i n l y the B o a r d of D i r e c t o r s have a r e s p o n s i b i l i t y p l a c e d upon 
t h e m u n d e r the S ta tu te and i t would be wrong for m e by p r e c i p i t a t e 
ac t ion (un l e s s for a ve ry good c a u s e ) to d e p r i v e t h e m of an o p p o r t u n i t y 
of h e a r i n g abou t , c o n s i d e r i n g , and d i s c u s s i n g the q u e s t i o n in a 
p r o p e r l y c o n s t i t u t e d m e e t i n g . 

The B o a r d at i t s l a s t m e e t i n g on May 8 th , a t m y 
s u g g e s t i o n , a s k e d the Spec i a l C o i n m i t t e e which e x i s t s to c o n s i d e r 
m a t t e r s affect ing the a p p o i n t m e n t , s a l a r y and o t h e r m a t t e r s a f fec t ing 
the G o v e r n o r , Deputy G o v e r n o r and the D i r e c t o r s t h e m s e l v e s , to 
t ake u n d e r a d v i s e m e n t the m a t t e r of who should bo appo in t ed G o v e r n o r 
of t h e Bank in "due c o u r s e on the exp i ry of m y p r e s e n t t e r m of o f f i ce . 
The C h a i r m a n of the C o m m i t t e e then got in touch with you p r i o r to 
the t r i p which he m a d e a b r o a d , and it w a s a g r e e d with you t h a t on h i s 

http://wL.it


1 9 9 
The Hon Donald M . F l e m i n g , Q . C . 4 - J u n e 9 th , 1 9 6 1 . 

r e t u r n he and o the r m e m b e r s of the C o m m i t ' e e v.v»u ic1 o m e to O t t a w a 
be fo re June 12th to have a p r e l i m i n a r y e x p l o r a t i o n ot t h i s s u b j e c t . 
The in tent ion had been to a r r a n g e to set; you on Tune Vth, and th i s 
was s t i l l the plan when the D i r e c t o r s c o n n I neu ^c-.-- 'o ld by m e of 
your appro. tcl i to m e on May 30th. The C o m m i t t e e C h a i r m a n to ld 
m e on June 3rd b e t o r e leaving Ot tawa that up to that t i m e they had 
had no a l t e r n a t i v e n a m e in m i n d , nor had one be • n s u g g e s t e d to t h e m , 
al though of c o u r s e t h e r e had been no d e c i s i o n as ye* one way o r the 
o t h e r . 

In the c o u r s e of the d i s c u s s i o n on I.lay 30th you 
a l s o r a i s e d s o m e ques t i ons r e g a r d i n g a m e n d m e n t s m a d e by the 
D i r e c t o r s o v e r the p a s t s ix y e a r s in the P e n s i o n F u n d r u l e s of the 
Bank , and p a r t i c u l a r l y t h o s e p r o v i s i o n s which affect the p e n s i o n of 
the G o v e r n o r and Deputy G o v e r n o r . I have wr i t t en you s e p a r a t e l y 
about the l ega l s i t ua t ion and the ca re fu l d e l i b e r a t i o n of the D i r e c t o r s 
on t h i s m a t t e r , a l though in the light of the long l e t t e r you h a v e f r o m 
the C h a i r m a n of the C o m m i t t e e of the B o a r d , and the op in ion of the 
Deputy M i n i s t e r of J u s t i c e , I do not s e e how you o r your c o l l e a g u e s 
can be in any doubt in the m a t t e r . You a l s o s a i d , h o w e v e r , tha t t h e 
opinion was he ld in s o m e q u a r t e r s in the C a b i n e t tha t t h e r e h a d b e e n 
s o m e i m p r o p r i e t y on m y p a r t , s o m e f a i l u r e to l ive up to t h e d u t i e s 
of m y p o s i t i o n . It w a s s a i d , a p p a r e n t l y , tha t hav ing r e g a r d to the 
r e s p o n s i b i l i t i e s of the G o v e r n o r and h i s p o w e r s u n d e r the Act you 
m a d e e x p r e s s r e f e r e n c e to the G o v e r n o r ' s r igh t to ve to any spec i f i c 
d e c i s i o n of the D i r e c t o r s that I ought to have p r e v e n t e d t h e 
D i r e c t o r s f r o m taking ac t ion in a m a t t e r of t h i s s o r t , which i s 
u n q u e s t i o n a b l y within t h e i r p o w e r s and r e s p o n s i b i l i t y , and t h a t t he 
G o v e r n m e n t was c o n s i d e r i n g what ac t ion to t a k e in t h i s c o n n e c t i o n . 
A s I to ld you, I r e j e c t e m p h a t i c a l l y any such s u g g e s t i o n . I wi l l s p a r e 
your f ee l ings by not r e c o r d i n g in t h i s l e t t e r t h e o u t r a g e d c o m m e n t 
m a d e by t h e C h a i r m a n of the C o m m i t t e e hav ing to do with t h i s m a t t e r 
when I r e p e a t e d i t to h i m a few days a g o . 

Y o u r s v e r y t r u l y , 

&&) YLC 
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The Hon. Donald M. F l e m i n g , Q . C , 
M i n i s t e r ut F i n a n c e , 
Ot t awa , O n t a r i o 

D e a r M r . F l e m i n g , 

You r a i s e d with m e on May 30th the ques t ion of 
whe the r ac t ion t iken by the B o a r d of D i r e c t o r s on a n u m b e r of 
o c c a s i o n s o v e r the p a s t 6 y e a r s to a m e n d the P e n s i o n Fund B y - l a w 
was within the i r c o m p e t e n c e o r had b e c o m e e f fee i ive . 

The point of s u b s t a n c e w a s w h e t h e r amendmen t . s to 
the P e n s i o n Fund By- law w e r e va l id if not. a p p r o v e d by the G o v e r n o r 
in C o u n c i l . An opinion to the effect that no such a p p r o v a l was 
r e q u i r e d war given by the Deputy M i n i s t e r of J u s t i c e , a s you know. 
The B o a r d c e r t a i n l y ac t ed in good fai th in the bel ief that they had 
the power and the so le r e s p o n s i b i l i t y in th is m a t t e r , hav ing been 
i n fo rmed not only of the l e g a l opinion of the D e p a r t m e n t of J u s t i c e 
but of the fact that, a l ega l o f f ice r in the office of the P r i v y C o u n c i l 
had ob jec ted in 1954 to the idea of having a m e n d m e n t s to t h i s B y - l a w 
s u b m i t t e d for a p p r o v a l by O r d e r in C o u n c i l and pub l i ca t ion in the 
C a n a d a G a z e t t e . 

A m e n d m e n t s to the P e n s i o n Fund B y - l a w of the k ind 
that would be a f f rc led by the q u e s t i o n which you r a i s e d w e r e m a d e on 
F e b r u a r y 4th, 1955, S e p t e m b e r 13th, 1956, F e b r u a r y 20th, 1959 and 
F e b r u a r y 15th, I960 . T h e a m e n d m e n t to wh ich you had s p e c i a l 
r e f e r e n c e w a s the l a s t of t hose l i s t e d and effected c e r t a i n c h a n g e s in 
the m a x i m u m a m o u n t of s a l a r y which m i g h t be t aken in to a c c o u n t for 
p u r p o s e s of c a l c u l a t i n g the p e n s i o n , c h a n g e s in p e n s i o n to be pa id in 
the even t of total d i s a b i l i t y , and s e v e r a l o t h e r m a t t e r s , a s w e l l a s 
mak ing p r o v i s i o n tha t the p e n s i o n which the r i d e s had a l w a y s p r o v i d e d 
should be a v a i l a b l e to the G o v e r n o r o r Deputy G o v e r n o r in the e v e n t 
h i s s e r v i c e s w e r e t e r m i n a t e d for any r e a s o n p r i o r to r e a c h i n g n o r m a l 
r e t i r e m e n t age shou ld be not l e s s than a b a s i c a m o u n t of 50% of 

s a l a r y r e t i r e m e n t on h a l f - p a y , so to s p e a k . (As you know, both 
the s a l a r y and the p e n s i o n p r o v i d e d for the G o v e r n o r of the B a n k 

of C a n a d a a r e a p p r o x i m a t e l y o n e - t h i r d (or l e s s ) of the s a l a r y and p e n s i o n 
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(or r e t i r i n g a l lowance) p rov ided for the P r e s i d e n t s of the m a j o r 
c h a r t e r e d b a n k s , and in t h e i r c a s e I u n d e r s t a n d they m a k e c o n t r i b u ­
t ions in r e s p e c t of only a m i n o r p a r t of t h e i r s a l a r y . ) 

T h i s m a t t e r w a s given ca r e fu l c o n s i d e r a t i o n o v e r a 
p e r i o d of m o n t h s and in p a r t i c u l a r a t a m e e t i n g a t which a l l D i r e c t o r s 
w e r e p r e s e n t ( t w o - t h i r d s of whom had been appoin ted by the p r e s e n t 
G o v e r n m e n t ) a f te r r e p o r t and r e c o m m e n d a t i o n by a s p e c i i l c o m m i t t e e 
of the B o a r d which had had the m a t t e r unde r s tudy for a long t i m e , a s 
you know. A lengthy accoun t of the h i s t o r y of the d i s c u s s i o n s and the 
ac t ion taken by the B o a r d was s e n t to you by the C h a i r m a n of the 

S p e c i a l C o m m i t t e e of the B o a r d u n d e r d a t e of A p r i l 7 th , 1961 , fo l lowing 
you r i nqu i ry to h i m . I do not think anyone r e a d i n g that l e t t e r cou ld 
have any thought that t h e r e w a s the s l i g h t e s t i m p r o p r i e t y in the a c t i o n 
of the B o a r d , which w a s taken a f t e r c a r e f u l d e l i b e r a t i o n for r e a s o n s 
which they thought i m p o r t a n t in o r d e r to a s s u r e a c e r t a i n b a s i c a m o u n t 
of p e n s i o n to the G o v e r n o r and Deputy G o v e r n o r in the face of the 
p r e c a r i o u s n e s s of t h e i r t e n u r e of office u n d e r c e r t a i n c i r c u m s t a n c e s 
and the h a n d i c a p they would be u n d e r in finding s u i t a b l e a l t e r n a t i v e 
e m p l o y m e n t in the even t of n o n - r e a p p o i n t m e n t o r o t h e r t e r m i n a t i o n 
of s e r v i c e p r i o r to n o r m a l r e t i r e m e n t a g e . 

T h e r e w a s a l s o the ques t ion of w h e t h e r the above l i s t e d 
a m e n d m e n t s to the P e n s i o n F u n d B y - l a w f r o m 1955 th rough I960 shou ld 
have b e e n pub l i shed in the C a n a d a G a z e t t e , wi th in 30 d a y s , you s a i d , 
but t h e r e i s nothing in the Bank of C a n a d a A c t to tha t effect a n d a b y - l a w 
of a c o r p o r a t i o n such a s the Bank of C a n a d a , not r e q u i r i n g to be a p p r o v e d 
by O r d e r in C o u n c i l , does not r e q u i r e to be p u b l i s h e d wi th in 30 d a y s , 
if a t a l l . T h i s i s at m o s t a t e c h n i c a l i t y and d o e s not go to the s u b s t a n c e 
of the v a l i d i t y of the ac t ion of the B o a r d . A r e f e r e n c e to p u b l i c a t i o n in 
the C a n a d a G a z e t t e o c c u r s in S u b s e c t i o n 2 of Sec t i on 33 of the B a n k of 
C a n a d a A c t , a s e c t i o n which d e a l s wi th c e r t a i n k i n d s of b y - l a w s w h i c h 
r e q u i r e the a p p r o v a l of the G o v e r n o r in C o u n c i l . T h e a u t h o r i t y of the 
B o a r d to e s t a b l i s h and m a k e r u l e s for the P e n s i o n F u n d i s c o n t a i n e d 
in an e n t i r e l y s e p a r a t e s e c t i o n , n a m e l y S u b s e c t i o n 3 of S e c t i o n 15 of 
the Bank of C a n a d a A c t , which c o n t a i n s no r e f e r e n c e to a p p r o v a l by the 
G o v e r n o r in C o u n c i l and which the D e p a r t m e n t of J u s t i c e h a s r u l e d 
does not r e q u i r e s u c h a p p r o v a l . 

Many a c t i o n s h a v e a l r e a d y b e e n t a k e n on the s t r e n g t h 
of the a m e n d m e n t s in q u e s t i o n a m e n d m e n t s af fec t ing the k ind of 
i n v e s t m e n t s which m a y be m a d e by the t r u s t e e s of the p e n s i o n fund, 
the p e r i o d for c a l c u l a t i o n of a v e r a g e s a l a r y a s the b a s i s for p e n s i o n s , 
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d i s a b i l i t y and w i d o w s 1 b e n e f i t s , e l e c t i o n s to r e t i r e a t age 65 i n s t e a d 
of 60 , and so on . 

T h e B a n k ' s c o n t r i b u t i o n a s e m p l o y e r h a s been v e r y 
s u b s t a n t i a l l y r e d u c e d a s a r e s u l t of the c h a n g e d pos i t i on of the F u n d 
both a c t u a l and p r o s p e c t i v e unde r the r e v i s e d r u l e s hav ing r e g a r d 
in p a r t i c u l a r to the kind of i n v e s t m e n t p r o v i s i o n s now a u t h o r i z e d ( m u c h 
the s a m e a s t hose a u t h o r i z e d for l ife i n s u r a n c e c o m p a n i e s ) and to the 
s u b s t i t u t i o n in a m a j o r i t y of c a s e s of age 65 i n s t e a d of a g e 60 a s the 
n o r m a l r e t i r e m e n t age fo r m a l e e m p l o y e e s . I t w a s e s t i m a t e d in I960 
tha t the r e d u c t i o n in the e m p l o y e r s ' c o n t r i b u t i o n r e p r e s e n t e d a s a v i n g 
of $190,000 a y e a r for the B a n k of C a n a d a and $80 ,000 a y e a r for the 
I n d u s t r i a l D e v e l o p m e n t Bank , and in fu tu re y e a r s the s av ing wi l l be 
even g r e a t e r . 

A n u m b e r of p e n s i o n s have b e c o m e p a y a b l e on the b a s i s 
of the a m e n d e d r u l e s , and m a n y e m p l o y e e s of the B a n k of C a n a d a and 
the I n d u s t r i a l D e v e l o p m e n t Bank have a l t e r e d t h e i r e x p e c t a t i o n s and 
p l a c e d t h e i r r e l i a n c e on the a m e n d e d r u l e s inc lud ing a l l the Depu ty 
G o v e r n o r s of the Bank of C a n a d a and the G e n e r a l M a n a g e r of the I n d u s t r i a l 
D e v e l o p m e n t B a n k (who a r e affected by the i n c r e a s e in the m a x i m u m 
s a l a r y to be t aken into a c c o u n t in c a l c u l a t i n g p e n s i o n b e n e f i t s a s w e l l 
a s by the o t h e r p r o v i s i o n s ) and c o n t r i b u t i o n s have b e e n m a d e by e m p l o y e e s 
a c c o r d i n g l y . 

In v iew of the fo rego ing , I th ink i t b e s t t ha t the m a t t e r 
of the t e c h n i c a l i t y should be s e t t l e d f r o m e v e r y po in t of v i e w , a n d I h a v e 
a c c o r d i n g l y s e n t the a p p r o p r i a t e no t i c e to the Q u e e n ' s P r i n t e r f o r 
p u b l i c a t i o n in the n e x t i s s u e of the C a n a d a G a z e t t e . 

Y o u r s v e r y t r u l y . 



BANK OF CANADA &*»* 

June 9th, 196L 

The Hon. Donald M. Fleming, Q . C , 
Minister of Finance, 
Ottawa, Ontario. COPY 

LETTER "C" 
Dear Mr. Fleming, 

You are aware that 1 and other officers ol the bank 
of Canada have for some months , indeed for more than a year , had 
informal d i scuss ions with the Deputy Minister of Finance and other 
Government officials on the subject of a possible Royal Commiss ion 
to study and report on the banking and financial system in Canada. 
One of the matters that would c lear ly come under study fey such a 
Royal Commiss ion is the structure of the Bank of Canada, whose Act 
has not been changed in this respect in any significant way s ince 1934, 
and a lso the question of the relation of the Bank to the Minister of 
Finance and to the Government. 

On this last point I have expressed the view frequently, 
and I have no doubt this has been reported to you, that the re la t ion­
ship of the Bank to the Government should be clarified and the o v e r ­
riding responsibi l i ty for monetary policy declared to rest on the 
Government (as it always has done in fact) by appropriate provis ion 
in the statute. Lord Cobbold, the Governor of the Bank of England, 
on his last visit here told m e , and perhaps you a l so , that the provis ions 
to that effect in the Bank of England Act carried his complete support 
and did not in hia view derogate from the operating independence of 
the Bank of England or from its status as an entity separate from the 
Government and with a responsibi l i ty of its own, although in certain 
c i rcumstances the Governor of the Bank might find himsel f in such 
fundamental disagreement with Government policy as communicated 
to him that (unlike a civil servant) he would find it n e c e s s a r y to res ign , 
no doubt giving reasons for his resignation and allowing those reasons 
to become the subject of public information and discuss ion. 

Since you became Minister of Finance you have on a 
number of occas ions denied any responsibi l i ty of yourself or of the 
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Government for mone ta ry policy in Canada on the ground that under the 
p r e s e n t Act the sole r e spons ib i l i ty r e s t ed with the Bank of Canada . Yuu 
mus t have had in mind a ve ry n a r r o w definition of the t e r m " m o n e t a r y 
policy" because mos t people would say that the t e r m m o n e t a r y policy 
included m a n y fields of Governmen t act ion other than the p a r t i c u l a r field 
in which the Bank of Canada o p e r a t e s . In any event m o n e t a r y pol icy 
mus t be affected in i t s ope ra t ions and the c e n t r a l bank m u s t be affected 
in i t s v iews on m o n e t a r y pol icy by many ac t ions of the Government, 
including the s ize of the Budget deficit or surplus and the borrowing 
requirements of the Government, including a l so many other act iv i t ies 
of the Government such as the extent and volume of lending by the Govern­
ment or by Government agencies in various f ie lds of credit and (he extent 
of regulation by Parl iament or by the Government over act iv i t ies of 
various categor ies of lenders , borrowers , banks, investment institutions, 
etc. 

The doctrine of apartheid i s abhorrent to men pf good jwill, 
and in relation to monetary policy does violence to common s e n s e . 1 
have been told by many persons in al l occupations and walks of life 
that they find the doctrine that the Government bears no responsibi l i ty 
for monetary policy to be bewildering and confusing. 

The mat ters involved are far too important to be dominated 
by m e r e l y technical considerations. I have never myse l f held or expressed 
the view that the Bank of Canada i s a free-wheel ing agency s e independent 
that it can carry on monetary policy contrary to the wi shes of the Govern­
ment or in any way fail to collaborate with the Government and Support 
Government pol icy, insofar as action by the Bank of Canada may be 
relevant. I fee l however that your statements may have contributed to 
such an impress ion in the public mind and thereby put the Bank in a 
false position and impaired its influence. 

The Board of Directors and the Governor of the Bank 
•f Canada have a responsibi l i ty which they must d i scharge , and they 
cannot excuse t h e m s e l v e s for anything they do m e r e l y by saying it 
was not their idea but they did it because somebody told them to. 
Never the l e s s , the Bank of Canada, and particularly the Governor, must 
take into consideration any v iews on monetary pol icy expressed by the 
Government, and in the event of a sufficiently ser ious difference of 
opinion on a matter of an important point of pol icy it would, in my view, 
be the duty of the Governor to res ign. A s imi lar viewpoint has been 
expressed by m y p r e d e c e s s o r , Mr. Graham Towers , when he was 
Governor of the Bank of Canada, and by Ministers of Finance, other 
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M e m b e r s of P a r l i a m e n t and a wide va r i e ty of s tudents and c o m t n p n t a t o r i . 
Of c o u r s e , the quest ion wil l a lways r e m a i n open at what stage the 
Governor should r e s i g n , which would be affected by the amount of 
exchange of views and d i s cus s ion that had taken place with the Govern ­
m e n t , and on the d e s i r a b i l i t y of having public d i scuss ion of the m a t t e r 
at i s s u e . 

In order to reconci le the technical statements which may 
have caused misunderstanding, and to bring the Bank of {Canada Act into 
conformity with underlying reality and with the principles which virtually 
all authorities in this and other countries believe should govern, I have 
long felt that the Bank of Canada Act should contain provis ions s imi lar to 
tnose in the Bank of England Act, Section 4(1) and (2) of Which read 
as follows: 

4(1) The Treasury may from time to time give such direct ions 
to the Bank a s , after consultation with the Governor of the 
Bank, they think n e c e s s a r y in the public interest . 

(2) Subject tq any such direct ions , the affairs of the Bank; eti*ll 
be managed by the Court of Directors in accordance with 
such provis ions (if any) in that behalf a s may be contained 
in any charter of the Bank for the t ime being in fprce and 
any bylaws made thereunder. 

I therefore urge that s teps be taken to have the Bank of 
Canada Act amended so as to make statutory the c lear responsibi l i ty 
of the Government, and the duty of the Bank, which have never been 
denied by the Bank. 

As you know, I communicated these v iews once more to 
the Deputy Minister of Finance last Friday, and I understand he passed 
them on to you Saturday morning, but I thought it would be helpful te 
record in writing my views on this matter . 

Yours very truly, 



APPENDIX II 

THE ACADEMIC ECONOMISTS' LETTER 

COPY 

The Honourable D. M. Fleming, P.C., Q.C, 
The Minister of Finance, 
Ottawa. 

Dear Mr. Fleming; 

The signatories of this letter are all economists on 
Canadian university faculties or are engaged independently 
in economic research. Economists have very rarely made 
joint representations to the Government and we do not pos­
sess a professional association that is authorized to speak 
for Canadian economists on matters of governmental policy 
and administration. This, we feel, is as it should be. By 
and large academic and research economists should express 
their views on these matters as individuals—with all the 
variations of emphasis and interpretation that ought to cha­
racterize independently-minded students and observers of 
public affairs. Consequently we send this joint letter to 
you with considerable regret that we have felt it necessary 
to abandon the individuality which our profession cherishes, 
protects, and promotes. 

There may come occasions in the affairs of a nation 
when economists must accept, albeit with regret, the re­
sponsibility of speaking with the increased power of a 
united voice on matters of grave public concern. The signa­
tories of this letter feel that such a time has come for 
Canada and we wish therefore to address you in this way on 
the matter of the management and policies of the Bank of 
Canada. We address you, Mr. Minister, as the sole share­
holder of that institution, who holds its shares on behalf 
of the Government of Canada. 

We are facing serious economic difficulties in Canada, 
both in our domestic economy and in our trade and financial 
relations with other nations. The undersigned economists 
wish to express to you that we have lost confidence in the 
ability of the Bank of Canada under its present management 
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to play its proper role in ameliorating and resolving these 
difficulties. 

Recent public statements by the Governor of the Bank 
of Canada have seriously shaken our faith in the wisdom and 
competence of the Bank's management. As professional econo­
mists we are both puzzled and distressed by the economic 
reasoning contained in these public statements. This rea­
soning does not appear to us to approach that level of com­
petence which is a necessary foundation for successful cen­
tral bank policy. Moreover, we feel that the policies 
actually pursued by the Bank of Canada have not displayed 
sufficient concern for the difficulties and uncertainties 
of the financial markets or sufficient awareness of the 
true state of the economy in general. As economists, surely 
we are justified in expecting that the Bank of Canada should 
act as a stabilizing force in the economy and not as one 
whose actions tend to exacerbate our economic and financial 
difficulties. 

We address you then, Mr. Minister, to ask that steps 
should be taken to alter the management of the Bank of 
Canada. Parliament intended the Bank to be the servant of 
the people, to aid and support them in difficult times and 
to give wise counsel and leadership. This, we are convinced, 
the Bank cannot do under its present management. We plead 
that you should appreciate the gravity of this situation 
and that you should act without delay. 



APPENDIX III 

TABLE 1 

Currency Outside Banks and Chartered Bank Deposits In Canada - 1955 to 1961 

Average of Wednesdays 

1955 Jan. 
Feb. 
Mar. 
Apr. 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 

1956 Jan. 
Feb. 
Mar. 
Apr. 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 

Currency Outside Banks 

Notes 

1267 
1266 
1283 
1295 
1302 
1325 
1342 
1357 
1357 
1363 
1379 
1397 

1344 
1353 
1367 
1367 
1384 
1386 
1418 
1435 
1431 
1448 
1444 
1482 

Coin 

96 
94 
94 
95 
96 
96 
98 
98 
97 
99 
99 

100 

101 
98 
99 

102 
102 
102 
104 
103 
106 
106 
106 
108 

Total 

1363 
1360 
1378 
1390 
1398 
1421 
1440 
1455 
1455 
1462 
1478 
1497 

1445 
1451 
1459 
1469 
I486 
1488 
1522 
1538 
1536 
1553 
1550 
1589 

Personal 
Savings 
Deposits 

5247 
5316 
5391 
5453 
5500 
5529 
5599 
5670 
5727 
5775 
5655 
5603 

5651 
5693 
5754 
5823 
5859 
5867 
5898 
5918 
5982 
6047 
5992 
5960 

Charterec 

Government 
of Canada 
Deposits 

124 
187 
174 
69 
122 
158 
200 
182 
165 
125 
443 
541 

510 
495 
530 
367 
437 
488 
296 
307 
312 
184 
370 
341 

Bank Deposits 

Other 
Deposits , 

(less float) 

3556 
3481 
3523 
3681 
3748 
3813 
3941 
3942 
3915 
3946 
3864 
3746 

3666 
3591 
3548 
3643 
3644 
3653 
3707 
3725 
3672 
3715 
3599 
3614 

Total 
(less float) 

8926 
8984 
9089 
9203 
9370 
9500 
9740 
9794 
9807 
9846 
9962 
9890 

9827 
9779 
9833 
9832 
9941 
1Q008 
9902 
9950 
9966 
9946 
9961 
9915 

(millions of do 

Total Currency and 
Chartered Bank Depos 

Total 

10289 
10344 
10467 
10592 
10768 
10921 
11179 
11249 
11262 
11308 
11440 
11387 

11272 
11231 
11292 
11301 
11427 
11496 
11424 
11488 
11502 
11499 
11511 
11505 

Held by Cana 
Public or Excl. 
G. of C. Deposits 

10165 
10157 
10292 
10523 
10646 
10763 
10980 
11067 
11097 
11184 
10997 
10846 

10762 
10736 
10761 
10935 
10990 
11008 
11128 
11181 
11190 
11315 
11141 
11164 

N 
O 



TABLE 1 (cont inued) 

Currency Outside Banks and Chartered Bank Deposi ts In Canada - 1955 t o 1961 

of ',/ednesdays 

Jan. 
Feb. 
Mar. 
Apr. 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 

Jan. 
Feb. 
Mar. 
Apr. 
May 
June. 
July 
Aug. 
Sept. 
Oct. 
Nov. 
iJec. 

Currency Outsid 

Notes 

1422 
1399 
1407 
1432 
1431 
1440 
1484 
1481 
I486 
1500 
1494 
1536 

1479 
1459 
1430 
1520 
1506 
l'">20 
1565 
i=i62 
i'i71 
1583 
','i81 
'-•>35 

Coin 

108 
104 
105 
107 
107 
109 
110 
109 
111 
110 
111 
113 

112 
110 
112 
113 
114 
116 
117 
116 
113 
117 
119 
121 

e Banks 

Total 

1530 
1504 
1512 
1539 
1538 
1549 
1594 
1590 
1597 
1610 
1605 
1649 

1591 
1570 
1592 
1633 
1619 
1636 
1681 
1678 
1689 
1701 
1701 
1756 

Personal 
Savings 
Deposits 

5992 
6063 
6102 
6151 
6167 
6164 
6209 
6245 
6285c 
6174° 
6099 
6043 

6100 
6199 
6291 
6386 
6455 
6516 
6601 
6768 
6361 
6929 
6848 
6798 

Chartered 

Government 
of Canada 
Deposits 

242 
335 
436 
311 
328 
266 
180 
157 
147 
137 
314 
445 

465 
561 
368 
158 
456 
291 
372 
419 
251 
178 
366 
398 

Bank Deposits 

Other 
Deposits , 

(less float) 

3553 
3399 
3355 
3418 
3411 
3508 
3479 
3453 
3484c 
3674° 
3663 
3684 

3677 
3565 
3621 
3761 
3784 
3872 
3997 
4134 
4271 
4405 
4318 
4280 

Total 
(less float) 

9787 
9797 
9872 
9880 
9905 
9937 
9868 
9855 
9917 
9985 

10076 
10172 

10242 
10325 
10280 
10305 
10695 
10679 
10970 
11321 
11383 
11512 
11532 
11476 

(millions of dollars) 

Total Currency and 
Chartered Bank Deposits 

Total 

11316 
11300 
11384 
11419 
11444 
11436 
11462 
11445 
11513 
11596 
11681 
11821 

11833 
11395 
11872 
12314 
12314 
12315 
12652 
13000 
13072 
13213 
13233 
13232 

Held by Canadian 
Public of Excl. 
G. of C. Deposits 

11075 
10965 
10948 
11108 
11116 
11221 
11282 
11288 
11366 
11458 
11367 
11376 

11368 
11334 
11504 
11779 
11858 
12023 
12279 
12581 
12821 
13034 
12867 
12834 to 

o 
tD 



TABLE 1 (continued) 

Currency Outside Banks and Chartered Bank Deposits In Canada - 1955 to 1961 

(millions of dollars) 

Average of Wednesday* 

1959 Jan. 
Feb. 
Mar. 
Apr. 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 

I960 Jan. 
Feb. 
Mar, 
Apr. 
May 
June 
July 
Aug 
Sept. 
Oct. 
Nov. 
Dec. 

Currency Outside Banks 

Notes 

1 

! 1547 
1545 

f 1568 
, 1591 
i 1586 
1597 
1638 
1633 
1642 
1617 
1620 
1662 

1571 
1564 
1589 
1606 
1607 
1634 
1651 
1661 
1646 
1651 
1667 
1674 

Coin 

121 
119 
121 
122 
121 
124 
125 
125 
124 
125 
127 
127 

128 
125 
126 
127 
131 
133 
137 
138 
137 
140 
142 
142 

Total 

1668 
1665 
1688 
1713 
1707 
1721 
1762 
1758 
1766 
1742 
1746 
1789 

1699 
1690 
1715 
1732 
1738 
1767 
1788 
1798 
1784 
1791 
1809 
1816 

Personal 
Savings 
Deposits 

6836 
6946 
7032 
7113 
7133 
7131 
7154 
7214 
7227 
7174 
6986 
6849 

6870 
6955 
7011 
7066 
7086 
7085 
7115 
7203 
7241 
7303 
7218 
7145 

Chartered Bank Deposits 

Government 
of Canada 
Deposits 

507 
495 
511 
359 
391 
416 
382 
354 
157 
103 
353 
510 

543 
528 
460 
385 
406 
429 
397 
193 
87 
229 
454 
612 

Other 
Deposits , 

(less float) 

4223 
4024 
3997 
3999 
3986 
3993 
4044 
4030 
5034 
4060 
4053 
4001 

4002 
3827 
3826 
3927 
3910 
3974 
3969 
4001 
4168 
4270 
4236 
4257 

Total 
(less float) 

11566 
14465 
11540 
11472 
11511 
11540 
11579 
11598 
11418 
11337 
11393 
11360 

11414 
11310 
11297 
11378 
11402 
11488 
11481 
11397 
11496 
11802 
11908 
12013 

Total Currency and 
Chartered Bank Deposits 

Total 

13234 
13130 
13228 
13185 
13218 
13261 
13342 
13357 
13184 
13079 
13139 
13148 

13113 
13000 
13012 
13110 
13140 
13255 
13269 
13195 
13280 
13594 
13717 
13830 

Held by Canadian 
Public or Excl. 
G. of C. Deposits 

12727 
12635 
12717 
12825 
12827 
12845 
12960 
13002 
13028 
12976 
12786 
12639 

12571 
12472 
12552 
12725 
12734 
12826 
12872 
13002 
13193 
13364 
13263 
13218 



TABLE 1 (continued) 

Currency Outside Banks and Chartered Bank Deposits In Canada - 1955 to 1961 

(millions of dollars) 

Average of Wednesday 

1961 Jan. 
Feb. 

Mar. 
Apr. 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 

Currency Outside Banks 

Notes 

1612 
1610 
1632 
1630 
1649 
1644 
1690 
1699 
1690 
1697 
1712 
1737 

Coin 

144 
142 
141 
145 
145 
146 
148 
149 
150 
153 
154 
155 

Total 

1756 
1751 
1774 
1775 
1794 
1790 
1838 
1849 
1840 
1850 
1866 
1892 

Personal 
Savings 
Deposits 

7207 
7330 
7411 
7475 
7520 
7497 
7522 
7607 
7647 
7718 
7620 
7543 

Chartered Bank Deposits 

Government 
of Canada 
Deposits 

491 
457 
381 
231 
181 
231 
210 
238 
173 
115 
297 
670 

Other 
Deposits , 

(less float)0 

4268 
4184 
4261 
4316 
4339 
4420 
4534 
4710 
4771 
4805 
4919 
4930 

Total . 
(less float) 

11966 
11971 
12053 
12022 
12039 
12149 
12266 
12555 
12592 
12638 
12836 
13143 

Total Currency and 
Chartered Bank Deposits 

Total 

13722 
13722 
13827 
13797 
13833 
13938 
14104 
14404 
14432 
14488 
14702 
15035 

Held by Canadian 
Public or Excl. 

13231 
13265 
13446 
13566 
13653 
13708 
13894 
14165 
14259 
14373 
14405 
14365 

The most commonly^ definit ion of money supply in Canada to-day i s that of currency outside banks plus t o t a l Canadian dol lar 
deposits held by general public. 

Less t o t a l f l o a t , 4 < j cheques and other items in t r a n s i t . 

The deposit balaa 0f re l igious, educational and welfare ins t i tu t ions and personal accounts used mainly for business purposes 
were rec lass i f ied ^ "personal savings deposits" to "other notice deposits" as at September 30, 1957 in the returns of the banks 
to the Department 
amount of deposit 

Finance. The figures prior to September 30, 1957 are thus not comparable with those since that date . The 
^classified was approximately $140 mill ion. 

SOURCE: Bank of Canadistatistical Summary. Supplement, various issues 1955-1961. 

to 



APPENDIX I I I 

TABLE 2 

Cash Reserves and Liquid Assets of Canadian Chartered Bank8 - 1955 t o 1961 

Daily 

Averages 
For 
Period 

1955 Jan. 
Feb. 
Mar. 
Apr. 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 

-1956 Jan. 
Feb. 
Mar. 
Apr. 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 

-f-

Cash Reserves 

Bank of 
Canada 
Deposits 

569 
492 
521 
544 
531 
529 
557 
552 
542 
556 
549 
552 

568 
504 
542 
561 
545 
560 
544 
563 
549 
544 
539 
553 

Bank of 
Canada 
Notes 

Total 

Millions of Dollars 

279 
318 
284 
268 
277 
288 
282 
293 
303 
301 
313 
312 

310 
354 
299 
294 
310 
318 
332 
338 
328 
340 
341 
338 

848 
809 
805 
812 
808 
817 
840 
845 
845 
857 
861 
863 

878 
858 
841 
855 
856 
878 
876 
900 
877 
885 
881 
890 

Canadian 
Dollar 
Deposits 

9484 
9343 
9398 
9586 
9632 
9821 

10049 
10222 
10264 
10314 
10383 
10487 

10515 
10448 
10285 
10357 
10409 
10597 
10608 
10649 
10563 
10607 
10591 
10704 

Average 
Cash 
Reserve 
Ratio 

% 

8.9 
8.7 
8.6 
8.5 
8.4 
8.3 
8.4 
8.3 
8.2 
8.3 
8.3 
8.2 

8.4 
8.2 
8.2 
8.3 
8.2 
8.3 
8,3 
8.5 
8.3 
8,3 
8.3 
8.3 

Day-to­
day Loans 

Treasury 
Bills 

Canadian 
Liquid 
Assets 

Millions of Dollars 

a 

84 
92 
61 
83 
83 
83 
71 

a 

757 
735 
786 
794 
773 
774 
746 

a 

1719 
1703 
1747 
1755 
1740 
1737 
1707 

Average 
Liquid 
Asset 
Ratio 

% 

a 

16.2 
16.1 
16.4 
16.6 
16.4 
16.4 
15.9 



TABLE 2 (continued) 

Cash Reserves and Liquid Assets of Canadian Chartered Banks - 1955 to 1961 

Daily 
Averages 
For 

Period 

1957 Jan. 
Feb. 
Mar. 
Apr. 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 

1958 Jan. 
Feb. 
Mar. 
Apr. 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 

Cash Reserves 

Bank of 
Canada 
Deposits 

Bank of 
Canada 
Notes 

Total 

Canadian 
Dollar 
Deposits 

Millions of Dollars 

523 
475 
514 
542 
553 
556 
535 
546 
544 
537 
549 
542 

552 
534 
561 
583 
566 
608 
615 
638 
654 
641 
671 
664 

355 
390 
335 
314 
310 
321 
329 
335 
330 
340 
330 
337 

338 
363 
326 
320 
322 
325 
339 
333 
342 
343 
334 
349 

878 
865 
848 
856 
863 
877 
864 
880 
875 
877 
878 
879 

889 
897 
887 
902 
888 
933 
954 
971 
996 
984 
1005 
1011 

10660 
10525 
10371 
10489 
10528 
10694 
10647 
10668 
10543 
10590 
10763 
10736 

10853 
11006 
10903 
10892 
10927 
11333 
11370 
11676 
11939 
12069 
12257 
12194 

Average 
Cash 
Reserve 
Ratio 

% 

8.2 
8.2 
8.2 
8.2 
8.2 
8.2 
8.1 
8.3 
8.3 
8.3 
8.2 
8.2 

8.2 
8.2 
8.1 
8.3 
8.1 
8.2 
8.4 
8.3 
8.3 
8.2 
8.2 
8.3 

Day-to 
day Loans 

Treasury 
Bills 

Canadian 
Liquid 
Assets 

Millions of Dollars 

85 
119 
117 
97 
110 
109 
96 
94 
96 
123 
142 
172 

176 
150 
119 
107 
198 
151 
94 
96 
49 
95 
56 
102 

763 
812 
813 
787 
773 
795 
780 
781 
870 
836 
821 
797 

818 
818 
794 
818 
890 
885 
881 
951 

1072 
1055 
990 
925 

1726 
1797 
1779 
1740 
1746 
1781 
1741 
1756 
1840 
1836 
1842 
1848 

1884 
1865 
1801 
1827 
1877 
1969 
1929 
2019 
2117 
2134 
2051 
2040 

Average 
Liquid 
Asset 
Ratio 

% 

16.2 
17.1 
17.1 
16.6 
16.6 
16.7 
16.4 
16.5 
17.5 
17.3 
17.1 
17.2 

17.4 
17.0 
16.5 
16.8 
18.1 
17.4 
17.0 
17.3 
17.7 
17.7 
16.7 
16.7 



TABLE 2 (continued) 

Cash Reserves and Liquid Assets of Canadian Chartered Banks - 1955 to 1961 

Daily 
Averages 
For 

Period 

1959 Jan. 
Feb. 
Mar. 
Apr. 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 

I960 Jan. 
Feb. 
Mar. 
Apr. 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 

1 Cash Reserves 
Bank of 
'Canada 
1 Deposits 

j 
' 665 

627 
638 

; 656 
670 

1 656 
634 
672 
645 
645 
644 
628 

654 
595 
614 
629 
634 
604 
624 
641 
609 
619 
628 
651 

Bank of 
Canada 
Notes 

Total 

Millions of Dollars 

344 
372 
345 
335 
332 
348 
357 
345 
365 
356 
350 
362 

347 
386 
354 
333 
341 
368 
354 
359 
372 
365 
371 
368 

1008 
998 
983 
991 

1002 
1003 
991 
1017 
1009 
1001 
995 
990 

1001 
981 
967 
962 
975 
971 
978 

1000 
981 
984 
999 

1019 

Canadian 
Dollar 
Deposits 

12254 
12320 
12102 
12162 
12238 
12265 
12250 
12389 
12197 
12053 
12023 
11924 

12073 
11985 
11867 
11847 
11910 
11957 
12094 
12117 
11983 
12033 
12303 
12452 

Average 
Cash 
Reserve 
Ratio 

% 

8.2 
8.1 
8.1 
8.1 
8.2 
8.2 
8.1 
8.2 
8.3 
8.3 
8.3 
8.2 

8.3 
8.2 
8.2 
8.1 
8.2 
8.1 
8.1 
8.3 
8.2 
8.2 
8.1 
8.2 

Day-to­
day Loans 

Treasury 
Bills 

Canadian 
Liquid 
Assets 

Millions of Dollars 

98 
83 
74 
40 
55 
45 
66 
30 
33 
94 
78 
72 

64 
99 
82 
97 
104 
136 
112 
96 
124 
165 
123 
125 

997 
1006 
920 
862 
890 
989 
999 
911 
911 
888 
948 
945 

1037 
1004 
963 
934 
972 
998 
950 
945 

1016 
1047 
1Q04 
951 

2104 
2087 
1976 
1893 
1947 
2037 
2057 
1958 
1954 
1983 
2020 
2007 

2102 
2084 
2013 
1993 
2051 
2105 
2040 
2042 
2121 
2197 
2126 
2095 

Average 
Liquid 
Asset 
Ratio 

% 

17.2 
16.9 
16.3 
15.6 
15.9 
16.6 
16.8 
15.8 
16.0 
16.4 
16.8 
16.7 

17.4 
17.4 
17.0 
16.8 
17.2 
17.6 
16.9 
16.8 
17.7 
18.3 
17.3 
16.8 



TABLE 2 (continued) 

Cash Reserves and Liquid Assets of Canadian Chartered Banks - 1955 t o 1961 

r • 

• Cash Reserves 

Daily 1 Bank of 
Averages | Canada 
For 1 Deposits 

Bank of 
Canada 
Notes 

Total 

Canadian 
Dollar 
Deposits 

Period i 
! Millions of Dollars 

• \: 

1961 An. 665 
Fsb» 615 
Mar. 653 
Apr. 678 
Hay 667 
June 656 
July 665 
Aug. 668 
Sept. 691 

xcr.:i. 696 
*fov. 698 
sLiec. 724 

364 
404 
355 
339 
352 
370 
364 
372 
373 
376 
378 
358 

1029 
1019 
1009 
1017 
1018 
1026 
1029 
1040 
1064 
1072 
1076 
1082 

12612 
12556 
12445 
12548 
12560 
12623 
12679 
12790 
13122 
13128 
13226 
13356 

Average 
Cash 
Reserve 
Ratio 

% 

8.2 
8.1 
8.1 
8.1 
8.1 
8.1 
8.1 
8.1 
8.1 
8.2 
8.1 
8.1 

Day-to 
day Loans 

Treasury 
Bills 

Canadian 
Liquid 
Assets 

Millions of Dollars 

128 
139 
126 
87 
134 
140 
136 
162 
184 
167 
173 
229 

1034 
1129 
1128 
1066 
1074 
1144 
1158 
1215 
1218 
1234 
1261 
1193 

2191 
2287 
2263 
2169 
2226 
2311 
2323 
2417 
2466 
2473 
2510 
2504 

Average 
Liquid 
Asset 
Ratio 

% 

17.4 
18.2 
18.2 
17.3 
17.7 
18.3 
18.3 
18.9 
18.8 
18.8 
19.0 
18.7 

a Not ava i l ab le c dai ly average bas is p r io r t o June 1956. 

SOURCE: Bank of Car, S t a t i s t i c a l Summary. Supplement, various i ssues , 1955 t o 1961. 



APPENDIX IV 

REFERENCES TO MR. J. E. COYNE'S SPEECHES, 

IN CHRONOLOGICAL ORDER 

1. Credit and Capital. Remarks prepared for delivery at a 
meeting of the Investment Dealers Association of Canada 
(Ontario District), Toronto, December 14, 1959, 21 pages. 

2. Living Within Our Means. Remarks prepared for delivery 
at a meeting of the Canadian Club of Winnipeg, January 18, 
1960, 27 pages. 

3. Inflation and Unemployment. Remarks prepared for deli­
very at the 48th Annual Meeting of the Ontario Chamber 
of Commerce, Hamilton, May 12, 1960, 19 pages. 

4. Two Banks - One Aim. Remarks prepared for delivery at 
a joint meeting of the Canadian Club and Board of Trade, 
Vancouver, June 29, 1960, 17 pages. 

5. Living Within Our Means by Expanding Our Means to Live 
Better. Remarks prepared for delivery at the Annual 
Meeting of the Canadian Chamber of Commerce, Calgary, 
October 4, 1960, 31 pages. 

6. Foreign Debt and Unemployment. Remarks prepared for 
delivery at a Meeting of the Canadian Club of Toronto, 
November 14, 1960, 24 pages. 

7. Notes for Remarks at the Annual Conference of the Busi­
ness Paper Editors Association. Ottawa. January 17T 1961, 
17 pages. 

8. Strong Roots for New Growth, Remarks prepared for deli­
very at the Annual Meeting of the Newfoundland Board of 
Trade, St. John's, January 31, 1961, 24 pages. 

8. Balance of Payment Problems in North America. Remarks 
prepared for delivery at a meeting of the Economic Club 
of New York, March 7, 1961, 19 pages. 

10. Canada's Economic Growth in the Sixties. Remarks prepared 
for delivery at a Conference on Canadian Studies at 
Bishop's University, Lennoxville, March 17, 1961, 26 pages. 
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11. Remarks prepared for delivery to the Retail Merchant's 
Association, Saskatoon, March 22, 1960. 

12. Financing Economic Growth and Business Expansion. 
Remarks prepared for delivery at a luncheon of the 
Quebec Chamber of Commerce, Quebec City, June 12, 1961, 
10 pages. 


