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course, in the wartime economy bank lending was subject to a variety of restrictive in-
fluences. The result was a marked change in the composition of bank assets; by the end
of 1945 security holdings accounted for about 55 p.c. of the banks’ total assets, compared
with a little over 40 p.c. just before the War and only about 15 p.c. in 1930. In the early
years of postwar reconstruction, the economic control apparatus created for the War was
gradually dismantled. The expansion of the private sector of the economy and the con-
traction of the government sector was quickly reflected in a shift of bank assets from
government, securities to commercial loans. Between the end of 1945 and the end of 1950,
bank loans in Canadian currency increased from about 21 p.c. to 31 p.c. of total assets.
There was, at the same time, a rapid growth in total assets, as the monetary authorities
leaned to the side of relatively easy money conditions to stimulate the economy and to
ward off the widely anticipated postwar recession. In the five years ended Dec. 31, 1950,
total assets expanded from about $7,300,000,000 to $9,400,000,000, almost all of the

increase being in Canadian assets.

It was not until the outbreak of the Korean war in June 1950 that the fear of inflation,
arising from the heavy demands on Canadian resources, led to the adoption of restraining
measures. Since then the banks have experienced substantial changes in their credit-
granting capacity, as the country’s official monetary policy was adapted to meet changes in
business conditions. Alternating periods of ease and restraint have been marked by periods
of rapidly rising bank assets followed by levelling-off phases.

The Korean boom of 1950-51 was followed, after only a short pause, by the investment
boom of 1953-54. Recession in 1954-55 was accompanied by an easy monetary policy,
during which the banks built up their liquid assets in the form of government bonds. Then
a second and greater investment boom got under way in late 1955, which carried the
Canadian economy and the banking system into another period when resources were
strained to the limit. At this time, new measures of restraint were introduced into the
Canadian banking system by the monetary authorities, including an agreed secondary
reserve ratio of 7 p.c. in addition to the cash reserves of 8 p.c. already prescribed in the
Bank Act Revision of 1954. A further agreement with the Bank of Canada was aimed at
restraining term loans for capital purposes* and in 1956 bank loans to instalment finance
companies were also put under some restraint. The boom of 1955-57 was followed by a
mild recession in 1957-58, moderate recovery in 1958-59, slackening in 1960 and recovery
again in 1961-62. In this period the banks have not regained the liquidity that character-
ized earlier postwar recessions, and there has been a growing need to husband resources
carefully for the various and growing alternative outlets which developed as the result of
economic growth, and of the efforts of both the Federal Government and the banks them-
selves to provide new uses for bank credit.

One of the first government measures was the Farm Improvement Loans Act of 1944,
under which the chartered banks were authorized to make loans to farmers for the purchase
of equipment and livestock and for making various improvements to their farm buildings
and facilities. These loans are often for sizable amounts (an average about $1,500) and
the terms have been gradually extended to a maximum sum of $7,500 outstanding to
any one borrower with a maximum period of ten years (four years for implements). The
banks are guaranteed against loss up to 10 p.c. of their loans made during the three-year
“lending periods”, up to a maximum total of loans by all banks. This total is $400,000,000
for the lending period to end in mid-1965. By the end of 1962 the total amount of loans
made under this Act was more than $1,240,000,000 (see also pp. 419-420).

The 1954 Revision of the Bank Act introduced a major change in banking practice
by enabling the banks to acquire mortgages issued under the National Housing Act.
About 35 p.c. of all NHA mortgage loans in the years 1954-59 were made by the chartered
b&}nks, but at the end of 1959 the NHA interest rate was raised to 62 p.c. and the banks
withdrew from this field of lending. Notwithstanding this, by Dec. 31, 1962 they held
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