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N The question naturally arises: Is this an appropriate deficit
for Canada to run under present economic conditions?

. Nearly all Canadian business indicators have. moved upward
since October 1958 but substantial margins or unused human and physical
resources remain., Hence, the Govermment has had to strike a compromise
between promoting rapid recovery and restraining the build up of in-
flationary pressures,

At present, a widespread economic recovery is taking place.
Output and employment are rapidly increasing in spite of a relatively
depressed demand for Canadian exports, a static level of private investment
in the resources industries, and the completion of several large resource
investment projects —- €.8¢, the Saint Lawrence .iaterway, the trans-
Canada pipeline and various large private power projects. These factors
have been more than offset by the rapid recent growth in consumer spending,
especially on durables, continued high expenditures for nousing, and
expansion in a variety of social capital areas such as hospitals, schools,
roads and railways. The reaccumulation of business inventories, sharply
reduced in the recession, will further s*rengthen recovery.l

Nevertheless, at the end of April a great deal of surplus
capacity remained in the Canadian economy. Real Gross National Product
for the first quarter of 1959 was only about L per cent higher than in
the same quarter two years earlier; unemployment in iiarch, seasonally
adjusted, was alnost 6 per cent of the labor force, and a wide margin
of unemployed capital equipment was reported, especially in the capital
goods and export industries. Other factors which will tend to restrain
rises in prices and costs are the rapid recent growth in industrial
and agricultural productivity in Canada and the United States and the
growing competition from overseas manufacturers, especially in Burope
and Japan,

The recent behavior of the Canadian retail price index, ex-
cluding the food component, reflects this slack in Canada's economy.
Although the index rose through most of 1958, in spite of the economy's
depressed condition, it leveled out in November and, in the first four
months of 1959, has actually declined slightly. iholesale prices remained
level throughout 1957 and most of 1958 but they have risen slightly
since last October,

1/ The recent rapid growth of chartered hank loans since early
March suggests that this restocking may already be in full swing,
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;Eﬁe;géﬂnbudget and inflationary expectations

B Prebudget statements by economists, busiessmen, and finaicial
writers, suggested that the recent weakness in Canadian bond prices
stemmed from a belief that the Conservative Government would not be
prepared to raise taxes sufficiently to pay for its expansion of
government services and benefits. The tax increases in the new budget
plus the Finance Minister's remarks on the probable nature of future
budgets if recovery progresses should help dispel such a belief.
Speaking of the future the linister said:

"I believe all honorable members recognize that we must
look forward to a time when conditions of prosperity and
employment will allow a balanced budget and when we can

also make proper provision for an orderly retirement of
debt, "

This statement contrasts sharply with criticisms of the Liberal Govern-
ment's use of fiscal policy to [ight inflation during 1956 and 1957,
made by the Finance linister when he was a member of the opposition.
Then he taunted the Libersls for retiring debt instead of cutting taxes.
The tone of this latest budget message makes it clear, nowever, that
neither major Canadian policital party feels it can follow anything but

. a "sound" fiscal policy when in power, no matter how irresponsible its

& criticisms when out of office.
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Table 1

Federal Goverrment Budgetary Revenue and Expenditure for
the Fiscal Years Ending daren 31, 1958, 1959 and 1960

(In millions of Canadian dollars)

Forecast

Revenue 1957--58 1958-59 1959-60
Personal income tax 1,500 1,371 1,578
Corporation income tax 1,23L 1,029 1,097
Other taxes 1,839 1,87k 2,082
Total tax revenue I, 623 L,27k L, 757
Nontax revenue 1126 497 510
Total budgetary revenue 5,019 L,771 5,267

Expenditure
‘ National defense 1,693 1,635 1,672
.: Health and welfare
’ Hospital insurance — 58 160
Family allowances 438 L75 571
Other 121 160 92
Total health and welfare 559 __693 323
Interest on public debt 567 6LL 651
Selected payments to provinces 383 L67 L6
Other 1, 78 7 1, 962 29052
Total budgetary expenditurel/ ,589 5,001 5,660
0l1ld Age Security Fund

1957-58 1958-59 1959’-,—6:10 )
Tax receipts 372 376 536
Total pensions Ll 560 578
Deficit 102 100 L2

1/ Adjusted to include outlays Irom special defense accounts and to
' exclude the deficit in the old age security fund.
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Table 2

Federal Govermment Nonbudgetary transactions and Cash Needs
_for the Fiscal Years Ending liarch 31, 1958, 1959 and 1960

(In millions of Canadian dollars)

Nonbudgetary receipts 1957-58 1958-59
Repayments of loans and advances 62 103
Increase in net current liabilities -157 125
Other receipts 457 560

Total receipts and credits 362_ 788

S r—
——-

Loans and advances

Central mortgage and housing 108 336
Canadian national railways - 11 207
Agricultural price support 6 L2
Net payments from unemployment fund 131 242
Other 215 389

Total loans and advances 1,89 1,216
Balance in nonbudget accounts ~127 ~L28
Balance in budget accounts from Table 1 - 4l -81L

Total Federal Govermment cash need 171 1,242

- 1959-60
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Yields on Govermment Securities

Table 3
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Canada and the United States

Govermment Securities-Selected Issues

Three month
1/ 2/ Treasury billsl/
Can, U.S5, opread Can, U.5. Soread Can. U.S. opread
1956 - March  3.37 2.94 .43 3,30 2.88 12 2,62 2,37 .25
June 3.38  2.94 .hi 3.0 2.90 50 2.67 2,58 .09
Sept., 3.76  2.28 it 3.81 3.33 43 3,05 2.77 .28
Dec, 3.83  3.3L4  .5h L.CO 3.39 61 3.59 3.27 32
,1957 -~ March 3.92 3,27 .65 4.06 3.35 71 3.73 3.24 L9
. June }4-16 3-52 oéh h-h9 3-70 c79 3:79 3026 053
Sept. Lhe33 3.67 .66 L.71 3.82 .89 3.93 3.63 «30
Dec. 3.79  3.27 .52 3.66 3,Ch4 .62 3.64 3,14 .50
1958 - iarch 3.83 3.28 .55 3,56 2.87 69 2.h42 1,53 .89
June 3.81 3.22 05'9 3&39 2.81 .58 1078 0.95 083
Sept. L,09 3.79 .30 3.67 3.62 .05 2,17 2.61 -.ui
Dec. h.hZ 3.8}. -61 hohB 3.83 -65 3056 2.90 066
1959 - March 2#082-,» 3-96 088 h.8? 3-9)4 n93 h022 2-76 1ch6
April  L.6L 3,99 .65  L.79 L.09 .70 4.61 3.08 1.53
1/ Canada 3-1/4 per cent, October 1, 1979. U.S. 3-1/L per cent, June 15,

1978-83, ‘lednesday nearest 15th of month.
2/ Canada 2-3/L per cent, June 15, 1967-68.
December 15, 1963-68.

Viednesday nearest 15th of month.
3/Average tender nearest 15th of month.
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Table L

- Recent Changes in tie Distribution of Canada's Netd/ Funded Debt

(In millions of Canadian dollars, par value)

Held by:
Total Net

Debt General Fublic Banking System

Quar-  Cumu- Quar-  Cumu- Quar- Cunmu-

terly lative terly lative terly lative

change change change change change change
1958 - I +184  + 184 - L - L +189 + 189
IT +393  + 577 - 219 - 223 +611 + 800
I1I 216+ 792 - 520 -~ 73 +736  +1,536
. v *569  +1,361 +1,018 + 275 450 +1,086
1959 -~ I h61  +1,822 + Sho + 815 ~ 78 +1,008
April - 17 1,805 + 216 +1,031 -233 + 775

1/ lotal Federal debt outstanding less holdings of government accounts.
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