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. ., This kind of option provides a near perfect hedge. The short
- maturity enables investors to take advantage of any further rise in long
- rates and the conversion option enables them to "scoop" the rest of the
‘market if long rates fall.

Conclusion

The picture painted by the article in the London Economist,
cited above, of a strong and continuing feud between the Governor of the
Bank of Canada and "the Govermment" does not appear to be supported by
the facts. tVhen the Conservative Goverrnment came into office its leading
members probably were unanimous in the belief that "Coyne must go," But
‘whatever the initial nolicy frictions between the Governor and the
liinister of Finance, they seem to have largely disappeared during
the past year. The Governor has publicly applauded the fiscal ,
ceterminetion of the Government to right its budget in periods of rising
economic activity; while the Government, for its part, has not forced
tirs Coyne to abandon his policy of refusing to permit any further increase
in the money supply following the very large increase in 1958,

Neufeld's second criticism that the Treasury bill crisis in

August had a harmful effect and could have been avoided also seems

o questionable, Why, he asks, did the Bank of Canada "put the banks under

‘I" such pressure in early fugust, since it had to (and did) provide the

B cash later in the month if it did not wish to see the banks end the
month below their legal cash ratio"? This seems a somewhat misleading
way to deseribe the situation, The initiative for the rundown of the
banks' cash reserves during the first two weeks in August came from the
banks themselves, through their continued loan expansion, Given the
central bank's policy, which was perfectly clear to them, they placed
themselves under pressure. True, the Bank of Canada did bail the banks
out later in the month by conducting its open market operations so that
they ended the month with a cash ratio that met the legal requirement,
But it did this only after the banks had finelly ended their loan expansion,
If they had continued to expand their loans, the Bank of Canada might well
have forced them to borrow from it at a penalty rate in order to meet
their legal requirements.l

1/ The legal penalty to which a bank is subject if it does not meet
its cash requirements for the month is not specified in the Canadian
Banlk Act. No bank has yet violated the requirement as far as I knows;
presumably a bank would always prefer to borrow from the Bank of Canada
at the penalty discount rate rather than fail to meet the Bank Act!'s
requirement, A bark could alsc borrow the needed funds abroad,
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' condltlons 5 and rates fell to 1eVels approprlate to demand end supp
conditions.
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