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chartered bank is free to attempt to gain as large a share as possible of the total cash re-
serves available by competing for deposits and to decide what proportion of its funds to
invest in particular kinds of securities and in loans to particular types of borrowers. The
influence of the central bank—based in essence on its power to expand or contract chartered
bank cash reserves through its market purchases or sales of securities—is both indirect
and impersonal and is brought to bear on financial conditions generally through the
chartered banks and the numerous inter-connected channels of the capital market.

The powers of the Bank are contained in the Bank of Canada Act, 1934 (RSC 1952,
¢. 13), revisions in which were made in 1936, 1938, 1954 and 1967. Some of these powers
are outlined below.

The Bank may buy or sell securities issued or guaranteed by Canada or any province,
short-term securities issued by Britain, treasury bills or other obligations of the United
States and certain types of short-term commercial paper. The Industrial Development
Bank Act authorizes the Bank to purchase securities issued by that institution. The
Bank may buy or sell gold, silver, nickel and bronze coin, or any other coin, and gold
and silver bullion as well as foreign exchange and may accept non-interest-bearing deposits
from the Government of Canada, the government of any province, any chartered bank
and any bank regulated by the Quebec Savings Bank Act. The Bank may open accounts
in other central banks. It may accept deposits from other central banks, the International
Monetary Fund, the International Bank for Reconstruction and Development, and any
other official international financial organization, and it may pay interest on such deposits.
The Bank does not accept deposits from individuals nor does it compete with the chartered
banks in the commercial banking field. The Bank acts as the fiscal agent for the Govern-
ment of Canada in the payment of interest and principal and generally in respect of the
management of the public debt of Canada. The sole right to issue paper money for
circulation in Canada is vested in the Bank.

The Bank of Canada may require the chartered banks to maintain, in addition to
the legal minimum cash reserve requirement mentioned above, a secondary reserve which
the Bank may vary within certain limits. The secondary reserve, which consists of cash
reserves in excess of the minimum requirement, treasury bills and day-to-day loans to
investment dealers, cannot be more than 6 p.c. of total deposits when first introduced nor
can it exceed 12 p.c. In the event the Bank wishes to introduce or increase the secondary
reserve requirement, one month’s notice to the chartered banks is required; the amount of
any increase in the requirement cannot exceed 1 p.c. per month. In the case of a lowering
of the secondary reserve requirement, however, the percentage change in any one month
is not restricted.

The Bank of Canada may make loans or advances for periods not exceeding six months
to chartered banks, or to banks to which the Quebec Savings Bank Act applies, on the
pledge of certain classes of securities. Loans or advances may be made under certain
conditions and for limited periods to the Government of Canada or of any province. The
Bank of Canada is required to make public at all times the minimum rate at which it is
prepared to make loans or advances; this rate is known as the Bank Rate. From Nov. 1,
1956 until June 24, 1962, the Bank Rate was established weekly at a fixed margin of } of
1 p.c. above the latest weekly average tender rate for 91-day treasury bills. Since June
24, 1962, the Bank Rate has been fixed from time to time as follows:—

Per Cent Per Cent
Date of Change per Annum Date of Change per Annum
June 24, 1962.....00ivviniinnnnn 6.00 Dec. 6, 1965, ....ccvvvunrnnenns 4.75
Bept. 7, 1963...c000nnusrnearen 5.50 Nov. 14, 1000...cvconwnsonannas 5.25
Oot. 12, 19682.......c0000000000s 5.00 FAI B0, 10T oo s viiwcmanisnni 5.00
Now: 18, 1968 oosunavsmvawini 4.00 Apr T W0 vvnivinivssnwines 4.50
MEY 0 10080 v avanaias 3.50 Bept. 27, 1967..c.cvavvnnininee 5.00
AU YT v sinaiia 4.00 Nov. 20, 1967....cccciivvnvnnae 6.00
Nov. 24, 1964......cc0nvvnnnnan 4.25 Jao: 20, MO8 .o cuaiakinig 7.00



