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ABSTRACT 

The Canadian money market dates back to 1935 when Govern

ment of Canada treasury b i l l s were f i r s t sold and the main 

impetus to i t s present status came with the introduction of 

day-to-day loans i n 195*+. U n t i l 195 ,̂ the money market was 

used p r i n c i p a l l y by the chartered banks and the Federal Govern

ment, and the main functions were to provide the former with 

l i q u i d assets and the l a t t e r with a r e l a t i v e l y inexpensive 

method of financing i t s a c t i v i t i e s . In the. l a s t decade many 

other i n s t i t u t i o n s have started to parti c i p a t e i n the market. 

On the borrowing side, p r o v i n c i a l and municipal governments, 

and f i n a n c i a l i n s t i t u t i o n s including trust companies, finance 

companies, investment dealers and commercial banks have joined 

the Federal Government, and f i n a l l y i n 1958 non-financial cor

porations began to issue substantial sums of short-term notes. 

On the lending side are f i n a n c i a l i n s t i t u t i o n s wishing to keep 

a c e r t a i n portion of t h e i r funds l i q u i d and non-financial 

corporations with temporary excess cash. The l a s t of these 

borrowers and lenders mentioned, the non-financial corporation, 

i s the concern of t h i s thesis which examines p o t e n t i a l i t y and 

use of s e c u r i t i e s with maturity from one day to three years. 

To appreciate the p o t e n t i a l i t y of the money market, the 

bond market, of which i t i s part, i s f i r s t described and 

pertinent c h a r a c t e r i s t i c s of bonds i n general are discussed. 
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The s p e c i f i c instruments pertaining to the money market are 

the following: Government of Canada treasury b i l l s and 

short term bonds; short term p r o v i n c i a l and municipal issues; 

finance company paper; chartered bank deposit receipts, U.S. 

swaps and acceptances; trust company guaranteed investment 

c e r t i f i c a t e s ; investment dealer loans and buy backs; and 

i n t e r n a t i o n a l instruments including l e t t e r s of credit and 

Euro-dollars. The p o t e n t i a l i t y of the money market fo r the 

non-financial corporation i s further enhanced when such 

a c t i v i t y i s integrated with the cash flow of the company. 

The cash flow i t s e l f i s affected by p e c u l i a r i t i e s of the i n 

dustry such as seasonal peaks and troughs, and by factors r e 

lated to i n d i v i d u a l firms, such as c a p i t a l structure. 

From published s t a t i s t i c a l data and 298 responses to the 

questionnaires circulated by the author, the most pertinent 

findings were the predominance of Federal Government, bank, 

and trust company paper, the small difference i n yi e l d s between 

d i f f e r e n t q u a l i t i e s of paper, and that rather than formalized 

rules f o r money market a c t i v i t y , corporate dealings were i n 

fluenced mainly by intangible factors including attitudes of 

the treasurer regarding safety and yi e l d s of the instruments, 

bargaining between buyers and s e l l e r s , l i m i t a t i o n s imposed by 

boards of directors and banker r e l a t i o n s h i p s . 

While the factors mentioned above must continue to a f f e c t 

money market decisions a formalized approach i s recommended 

and discussed. This approach can be geared to the l i m i t a t i o n s 
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established by the intangible factors and industry and f i r m 

p e c u l i a r i t i e s , and i t o b j e c t i v e l y examines the remaining 

a l t e r n a t i v e s . 
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CHAPTER I 

INTRODUCTION 

The chief f inancial off icer of the non-financial corpora

t ion has always been confronted with the problem of l iqu id i ty ; 

he has wanted to know that his working capital position was a 

safe one as were those of firms with which he dealt. The prime 

prerequisite of a safe working capital position is enough cash 

on hand or available by borrowing to cover any and a l l payments 

as they come due. 

Cash i n the current account of the bank, l ike receivables, 

does not earn anything for the business and i s thus a necessary 

e v i l for the purpose of ensuring l i q u i d i t y . In recent years, 

however, a mechanism known as the money market has developed i n 

Canada to the point where the corporate treasurer has been able 

to remain l iqu id and s t i l l ameliorate his company's profits by 

investing surplus cash for short periods or borrowing at a 

lower rate than that charged by the chartered banks. 

This mechanism has only come of age i n the country within 

the last decade. Even as recently as 1958 i t was estimated 

that fewer than one hundred Canadians f u l l y understood the 

workings of the money market.^- People are reluctant to enter 

a venture they do not comprehend and lack of knowledge also 

hides the possible opportunities. 

•••Brian Land, "How Canada*s Money Market Keeps Idle Cash 
at Work," Canadian Business. XXXI (February, 1958), 26. 
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Statement of the Problem. In l i g h t of the above considerations 

the author's primary purpose i s to examine the Canadian money 

market from the point of view of the non-financial corporation. 

More s p e c i f i c a l l y the objectives of the thesis are: 

(1) To note the workings of the Canadian money market 

within the broader context of the Canadian bond 

market; 

(2) To examine how and why funds are invested into, and 

borrowed from, the money market; 

(3) To i l l u s t r a t e those factors which conduce a p a r t i c u l a r 

f i r m to money market a c t i v i t y ; and 

0+) To i l l u s t r a t e by example how some Canadian firms are 

taking advantage of t h i s media and thus setting 

examples f o r others to follow. 

Scone and Methodology of the Study. There has been r e l a t i v e l y 

l i t t l e written on the Canadian money market. Even l e s s has 

been written on the opportunities f o r the corporate investor 

or borrower, and the few a r t i c l e s the author has found have been 

of a cursory nature. Therefore, the Canadian l i t e r a t u r e i s used 

here mainly to discuss the bond market and the history and i n 

struments of the Canadian money market. 

Techniques f o r investment and borrowing are taken p r i n c i 

p a l l y from United States sources and applied to the Canadian 

scene. Where substantial differences exist they are noted i n 

the text. To examine the opportunities that the techniques 

present, hypothetical examples are devised. The figures used 

i n the examples w i l l not l i k e l y f i t into any p a r t i c u l a r com-
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pany's s ituation, but the emphasis is on the method and model 

established, to which most companies can orientate. 

The author did some primary research by use of question

naires to a wide variety of sizes and types of firms, and by 

interviews. Many responses are noted i n the text to show 

attitudes concerning various aspects of the money market, how 

certain factors affect ac t iv i ty i n the market, and the com

position of several security portfol ios . The questionnaire 

and tabulations of replies are presented In the Appendix. 

A f i n a l method used i n the analysis is the col lect ion of 

s ta t i s t i ca l information, mainly from Taxation Stat ist ics and 

the Dominion Bureau of Stat i s t ics . Other sources, such as 

the Investment Dealers Association of Canada, were tapped for 

estimates. 

Plan of Thesis. This thesis i s divided into six chapters 

including an introductory and a concluding chapter, and an 

Appendix. 

Chapter II discusses the Canadian bond market as a back

ground and broader context for subsequent discussion of the 

money market. Since money market securities are bonds i t i s 

necessary to know the general considerations of prudent bond 

buying and se l l ing , and the workings of, and influences upon, 

the bond market. 

Chapter III discusses the Canadian money market and the 

opportunities i t presents for the non-financial corporation. 

The history is br ie f ly outlined and emphasis is upon the 

Instruments . The international money market is also review-



ed because any exporter or importer has constant dealings with 

i t s instruments i n his normal course of business. 

Techniques of money market investment and borrowing are 

the topics of Chapter IV. Methods of increasing profits 

through money market dealings are outlined and a procedure 

for analysis i s recommended. Some examples of current pol ic ies 

and the reasoning behind them are presented at the conclusion 

of the chapter. 

Chapter V examines characteristics of individual firms 

and industries to determine which factors may possibly con

tribute to large peaks and troughs i n the cash account, and 

thus enhance the opportunity for money market ac t iv i ty . 

F ina l ly , Chapter VI summarizes the findings and states 

the conclusions of the study, and the Appendix tabulates the 

relevant data from responses to the questionnaire. 
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CHAPTER II 

THE CANADIAN BOND MARKET 

The money market i s but one segment of the broader bond 

market and to understand the workings of the former one must 

f i r s t gain an appreciation of the nature and scope of the 

l a t t e r . 

The bond market, i n turn, i s a part of the s t i l l broader 

market f o r f i n a n c i a l assets, including e q u i t i e s , and a l l must 

compete with each other f o r investor favor. This chapter i s 

b a s i c a l l y concerned with f i x e d income s e c u r i t i e s and, i n par

t i c u l a r , with the factors which w i l l form the background f o r 

r e l a t i v e investor preferences between long- and short-term 

issues. Included are considerations of r i s k s , interest and 

y i e l d s , the influence of the Bank of Canada and the secondary 

bond market. 

I. GENERAL CONSIDERATIONS OF BOND BUYING 

Risks i n Fixed Income Se c u r i t i e s . Whether the point of 

view i s that of an insurance company, bank, i n d i v i d u a l , or a 

non-financial corporation, considerations f o r investment i n 

bonds d i f f e r s u b s t a n t i a l l y from those of e q u i t i e s . C a p i t a l 

gains are often the major consideration when one buys 

equities, e s p e c i a l l y because of growth p o s s i b i l i t i e s , the 

current i n f l a t i o n a r y trend, and the low yearly y i e l d on many 

reg u l a r l y traded common stocks. Investment i n bonds f o r 
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e i t h e r temporary or long term purposes, however, i s mainly 

f o r the purpose of a guaranteed regular y i e l d . Therefore 

the speculative factor f a l l s f a r behind that of r i s k when 

making the investment decision. 

In view of the paramount importance of the r i s k f a c t o r 

i t i s worthwhile to apply four basic p r i n c i p l e s of f i x e d 

income sec u r i t y investment.^ The f i r s t states that safety 

i s measured not by s p e c i f i c l i e n or other contractual r i g h t s , 

but by the a b i l i t y of the issuer to meet a l l i t s obligations. 

E s p e c i a l l y from the point of view of a corporation investing 

temporarily i d l e funds as a marginal aspect of cash management, 

one does not want the worry or f r u s t r a t i o n of bankruptcy pro

ceedings i n which delays i n p a r t i a l recovery and d i f f i c u l t i e s 

i n the determination of l e g a l r i g h t s are common. Thus the 

q u a l i t y of the issuer i s the f i r s t consideration, and once 

that Is established i t s highest y i e l d i n g bond of the desired 

maturity i s the most a t t r a c t i v e , regardless of l i e n . 

The second p r i n c i p l e i s a c t u a l l y an extension of the f i r s t 

and i t dictates that the a b i l i t y of the issuer to pay should be 

measured on recession or depression conditions rather than 

those of prosperity. No industry i s completely depression 

proof but some, such as food, are moreso than others, such as 

jewellry. A useful standard to apply i s the margin of safety 

which i s the r a t i o of earnings to i n t e r e s t due. The higher 

the s t a b i l i t y of the industry the lower the margin of safety 

^-Benjamin Graham, David L. Dodd, and Sidney C o t t l e , 
Security Analysis (New York: McGraw-Hill Book Company, Inc., 
1962), Chapters 22, 23, 2h and 25). 
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required. It should be noted that t h i s p r i n c i p l e i s not as 

important i n the more foreseeable short-term market and i t 

would take a rather severe and sudden downturn to place an 

otherwise safe thirty-day note i n jeopardy. 

The t h i r d p r i n c i p l e , also an extension of the f i r s t , i s 

that safety should not be s a c r i f i c e d f o r y i e l d . Minimum stan

dards should be established and no y i e l d concessions should 

allow the investor to v i o l a t e these standards. 

The fourth p r i n c i p l e states that s e l e c t i o n of a l l senior 

s e c u r i t i e s f o r investment should be subject to rules of ex

cl u s i o n and s p e c i f i c quantitative t e s t s . These tests include 

nature and l o c a t i o n of the business, size of the issue and the 

provisions of the issue. The l a t t e r mainly concerns security, 

inte r e s t payments and maturity date where the short side of 

the market i s considered. Furthermore, one looks at the past 

record of i n t e r e s t and dividend payments of the issuer and 

the t o t a l earnings picture. The current earnings are important 

but even moreso are the trends and f l u c t u a t i o n s . These factors 

lose some significance i n the shorter issues with which t h i s 

thesis s h a l l be concerned, but quite often a f i r m w i l l make a 

short-term investment i n a long-term issue with the hope of 

s e l l i n g i t on the market i n the near future. 

A n of the p r i n c i p l e s stated above relate to safety of 

p r i n c i p a l and continuity of y i e l d , but most gains and losses 

i n the bond market occur as a r e s u l t of changes i n market 

yi e l d s and p r i c e s . The precise r e l a t i o n s h i p of y i e l d and 

price s h a l l be discussed subsequently, but f o r the moment 

i t s h a l l be accepted that f o r a p a r t i c u l a r issue, they vary 

inversely to one another. 
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The movement of the business cycle and deliberate 

policies of the Bank of Canada can greatly affect bond prices. 

If the securities are held to maturity, of course, no loss or 

gain w i l l occur, but buying securities - even government - for 

the purpose of sale before maturity can involve substantial 

r i sks . In an expansionary phase of the cycle, where tight 

money policies are l i k e l y to be enforced, short term prices 

should show a substantial decrease as increased working capital 

needs of business push the interest rate up. Holders of exist

ing securities therefore would only be able to s e l l at a loss 

i n the face of this increased competition. If the expansion i s 

expected to continue the same pattern w i l l follow with long 

term issues. With the great variety of money market ins tru

ments, however, the temporary investor can diminish this r i s k 

by purchasing a security which w i l l mature at the exact time 

he requires the funds. 

Types of Instruments. There is an extremely wide choice 

of fixed income securities which di f fer in r i s k , as well as 

yield and maturity. Governments at a l l levels issue bonds of 

varying yields and maturities. Federal government bonds are 

regarded as rlskless from the point of view of safety of 

principal at maturity, although the interest rate r i sk i s as 

important as i n a l l others. Provincial issues are next i n 

safety with the larger provinces able to offer the lowest 

y ie ld , reflecting their greater safety. For example, Ontario's 

usually s e l l at the lowest yield while Newfoundland^ s e l l at 

the highest. However, when a "better quality" province se l l s 
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a large issue i t may lose ground and be forced to offer a 

higher yield than some others. For example, between 1955 

abd 1959? Quebec bonds were sometimes se l l ing at a lower 

yield than those of Ontario. Then, i n I960 and 1961, Quebec 

borrowing increased sharply and caused i t s bonds to become 

re lat ive ly unattract ive . 2 

Provincial issues are usually long maturity bonds with 

the shortest generally i n the five-year range. They also 

guarantee bonds of crown corporations and one province, 

B r i t i s h Columbia, does a l l i t s borrowing by guaranteed issues. 

The short-term investor may be interested i n parity issues 

which can be redeemed any time at par. The safety of these 

has been doubted, however, especially i n the June 1962 f inan

c i a l c r i s i s when interest rates penetrated the 5% yield of the 

B .C . E lec tr ic parity issue. A run developed and there was some 

concern as to the province's a b i l i t y to meet payment.3 Several 

provinces also issue treasury b i l l s . 

Municipal issues rank below those of provinces although 

provincial l eg is lat ion and scrutiny do prevent the marketing 

of excessive amounts i n re lat ion to a b i l i t y to meet payments. 

Corporate issues vary widely i n maturity, l i e n and safety. 

Examples are f i r s t mortgage bonds, second mortgage bonds, c o l 

la tera l trust bonds, debentures and subordinate debentures. 

2Douglas H. Fullerton, The Bond Market i n Canada 
(Toronto: The Carswell Company Limited, 1962), p.68. 

3Ibid. . p.l80. 
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The f i r s t three have some form of security while the lat ter 

two are bought on the basis of the general quality of the 

corporation. The shortest term issue of the non-financial 

corporation i s the promissory note, commonly referred to as 

"corporate paper," and i t Is of the debenture type with usual 

maturities of th i r ty or ninety days. 

To indicate the relative importance of each of these 

classes of issuers, Table I presents the amounts outstanding 

as of December 31> 1962. These include direct and guaranteed 

issues and those issues held outside as well as within the 

country. 

Bonds are marketed by investment dealers and banks, 

although direct placements are becoming more common. Dealers 

may either undertake to s e l l the issue for the government or 

f irm, or underwrite i t themselvesj that i s , buy up the issue 

and thus take f u l l responsibi l i ty for i t s marketing. Often 

syndicates are formed when a large amount i s involved and the 

ultimate i n this type of arrangement was the Conversion Loan 

of 1958, i n which every investment dealer i n the country 

except one (whose partners indicated l i t t l e f a i t h i n the Loan*s 

success) was brought in . 1 * The interested buyer would thus con

tact these sources to examine what they have to offer i n terms 

of his needs. 

A disadvantage to the buyer is the speed with which a new 

issue i s disbursed once i t comes out on the market. Some po

tent ia l purchasers never hear of a new issue or must make their 

decision within hours and often without even the benefit of a 

^Ib id . . p.2hk 



TABLE I 

BONDS OUTSTANDING, DECEMBER 3 1 , 1 9 6 2 

(Dollar figures l n mil l ions) 

Amount j | 

Government of Canada $ 1 9 W 3 

Provincial 8 9 8 3 2 2 . 3 

Municipal hlOO 1 0 . 2 

Corporate 7 7 2 * + 1 9 . 2 

1 0 0 . 0 

Source: Bank of Canada, S ta t i s t i ca l Summary, 
Financial Supplement. 1 9 6 2 . 
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prospectus. The Royal Commission on Banking and Finance r e 

commended the practice of the. "red herring" prospectus which 

i s used i n the United States. This i s a dra f t prospectus 

giving a l l information of the ordinary prospectus except 

maturity and y i e l d , and i s ci r c u l a t e d i n advance of the i s s u 

ing date. Even the "red herring", however, would be impractical 

where short term obligations are concerned. Al corporation 

issuing notes every t h i r t y or s i x t y days would f i n d i t neither 

f e a s i b l e nor necessary to publish a prospectus each time. The 

investor can examine the company's cr e d i t worthiness from a 

recent prospectus and current reports by such agencies as Dun 

and Bradstreet. 

I I . THE SECONDARY BOND MARKET 

Bond dealing i s not confined to simply buying at date of 

issue and s e l l i n g at maturity. Much trading i s done between 

these two dates i n the secondary market which performs several 
6 

useful functions. 
(1) It improves the mobility of funds by giving bonds 

l i q u i d i t y , thereby making them more a t t r a c t i v e to 

savers and reducing borrowing costs. 

(2) It establishes r e l a t i v e price and y i e l d l e v e l s , 

which provide the yardsticks f o r setting the terms 

of new issues. 

(3) It f a c i l i t a t e s the monetary operation of the Bank of 

Canada and the operations of sinking and purchase funds. 

^Canada, Report of The Royal Commission on Banking and  
Finance (Ottawa: Queen ' T T r i n b e r , 196MO, pp.313 -CC 

6 F u l l e r t o n , o p . c i t . , p.163 
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Non-financial corporations have a keen inter e s t i n the 

secondary market e s p e c i a l l y because they are often not 

positive when they w i l l wish to s e l l the bonds to redeem the 

cash needed f o r other corporate purposes. The treasurer i s 

therefore concerned with several factors determining the 

marketability of a bond.^ 

F i r s t , large issues with a widespread d i s t r i b u t i o n are 

more l i k e l y to have a good and continuing market than small 

issues. Second, the existence of a sinking fund aids market

a b i l i t y not only through i t s own operations but also because 

others w i l l be more w i l l i n g to trade i n the b e l i e f that there 

w i l l always be some support f o r the issue. T h i r d l y , the w i l l 

ingness of the dealers to carry inventories and take short 

positions enables them to meet c l i e n t orders when there i s a 

temporary imbalance of supply and demand. F i n a l l y , perhaps 

the most important determinants are the attitudes and motives 

of the holders. Besides the low r i s k of c a p i t a l l o s s , the 

f a c t that holders regard short-term bonds as l i q u i d investments 

causes them to be traded more a c t i v e l y . 

These considerations indicate that there i s an inverse 

rel a t i o n s h i p between the length of term to maturity and 

a c t i v i t y i n the secondary market and that money market secu

r i t i e s would therefore be traded most a c t i v e l y . Furthermore, 

one would expect the larger issues of the v i r t u a l l y r i s k l e s s 

f e d e r a l government to be traded most a c t i v e l y . Table I I , 

showing secondary market sales as estimated by the Investment 

^Canada, o p . c i t . pp.315 - 317. 



TABLE II 

SECONDARY MARKET SALES a 

Amount 
out

standing" 

Secondary-
market 
sales 

Relationship 
of market 
sales to bonds 
outstanding 

D i s t r i b u t i o n 
of secondary 
market sales 

$ mi l l i o n s $ millions 

Government of Canada 
Treasury B i l l s $2165 
3 years and under 1+176 
3 years to 10 years 32 -̂9 
Over 10 years 1+856 
P r o v i n c i a l Bonds 7156 
Municipal Bonds 3096 
Corporate & Other Bonds 5958 
Finance Company and 

Commercial Paper 1510° 

$6507 
5532 
7M-2 

1212 
1225 
388 

1663 
651+ 

301 
132 

23 
25 
17 
13 
20 

h3 

36.3 
30.9 
h.l 
6.8 
6.8 
2.2 
9.3 

3.6 

$17923 100# 

^ a b l e based on secondary sales made only by members of I.D.A. during t h e i r 1962 
f i s c a l years. 

^Gross amounts outstanding as of December 31> 1962, d i r e c t and guaranteed market 
issues payable i n Canadian d o l l a r s . 

cIncludes both short- and long-term finance company paper. 

Sources; Submission of the I.D.A., Bank of Canada S t a t i s t i c a l Summary and 
Corporate Paper Survey of the Royal Commission on Banking and Finance. 



Dealers Association, demonstrates that such i s , i n f a c t , the 

case. Eighty percent of t o t a l transactions were i n Government 

of Canada obligations and seventy percent were i n treasury b i l l s . 

I I I . YIELDS, PRICES, AND MATURITY 

Bonds are sold at par, discount, or premium. Par i s the 

price at which i t i s to be redeemed, and i f one buys a bond at 

that price and s e l l s i t at maturity, he need not be concerned 

with price f l u c t u a t i o n s . However, i f he intends to trade i n 

the secondary market, the price at which he w i l l buy or s e l l 

w i l l not l i k e l y be the same as the stated par value. One 

reason i s that the longer the term to maturity, the larger 

should be the y i e l d , because one would o r d i n a r i l y desire more 

compensation f o r the use of funds f o r a longer period of time. 

Other factors a f f e c t the price of the bond and an inves

tor should be aware of the various r e l a t i o n s h i p s involved. 

Relationship of Price and Y i e l d . As the price of a bond 

increases, i t s y i e l d decreases. The converse, of course, i s 

true i f the price decreases. The r e l a t i o n s h i p i s a mathematical 

one and can best be i l l u s t r a t e d by an example.^ Suppose that 

ten years ago a corporation sold at par value of $100 a twenty-

year bond with a h% coupon. Suppose further that t h i s company 

now wishes to f l o a t a ten-year issue but that the general 

l e v e l of i n t e r e s t rates has increased and they must pay 6%, 

°A.N. Mcleod, "What Management Should Know About Interest 
Rates," The Business Quarterly. XXV (Spring, I 9 6 0 ) , 19. 
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If someone holding a $100 unit of the old issue wishes to s e l l 

i t now he could only obtain $85.12, which i s the sum that, with 

a h% coupon, w i l l give the buyer a net y i e l d to maturity of 6%, 

He would not pay more because t h i s would decrease his net y i e l d 

to maturity below the 6% he could obtain i f he buys a unit of 

the new issue.9 The relationships between the yi e l d s and prices 

f o r the various terms to maturity are set f o r t h i n bond value 

tables and the computations are based upon the following formula: 

P.V. = 1 + C 
i 

i + i l 2 1 1 

Where: 

P.V. = Present Value of p r i n c i p a l at maturity compounded 
on a h a l f - y e a r l y basis, plus Present Value of 
inter e s t instalments paid through the l i f e of the 
issue. 

C • Coupon rate, payable semi-annually, 
i - Y i e l d . 
n a Number of years to maturity. 

Causes of Bond Price Fluctuations. There are a number of 

factors which a f f e c t the price of long-term bonds.*° The f i r s t 

i s the l e v e l of c a p i t a l expenditures and new borrowing. When 

increased s u b s t a n t i a l l y more bonds w i l l be placed on the market 

and, as i n any supply and demand s i t u a t i o n , a greater price i n 

the form of higher interest rates must be paid. However, there 

9when market rates change, the longer an outstanding issue 
has to go to maturity, the greater w i l l be the e f f e c t on the 
price at which i t w i l l be bought. This i s because the y i e l d 
difference a f f e c t s the return to the holder f o r a longer period 
of time. 

1 0 F u l l e r t o n , o p . c i t . . Chapter 12. 
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i s the myriad of alternative sources of funds f o r p o t e n t i a l 

borrowers. These include equity o f f e r i n g s , short-term issues, 

depreciation reserves, leasing arrangements, retained earnings, 

trade c r e d i t , and bank borrowing. These sources act as a 

safety valve f o r the Canadian long-term market and i n the past 

have set a c e i l i n g on bond interest rates i n periods of heavy 

investment. 

A second influence i s the debt management p o l i c y of the 

f e d e r a l government. A v i v i d example of the extent of t h i s 

influence can be seen i n the Conversion Loan of 1 9 5 8 , where, 

i n spite of Bank of Canada e f f o r t s to support the market, 

yi e l d s rose s u b s t a n t i a l l y . 

The general l e v e l of economic a c t i v i t y i s probably the 

most important influence, not only i n i t s own r i g h t , but more 

s i g n i f i c a n t l y , because of the expectational f a c t o r . When 

business expands and demands f o r investor savings increase, 

i n t e r e s t rates w i l l r i s e , as explained above. Expectations 

of a continuity of the expansion w i l l cause investors to post

pone long-term security purchases as they can l a t e r obtain 

them at a higher y i e l d . Thus they w i l l s h i f t into shorter 

term obligations. The decreasing demand f o r long-term secu

r i t i e s w i l l In i t s e l f be a cause of increasing interest rates. 

Monetary p o l i c i e s of the Bank of Canada can accelerate or 

retard these influences and i t s a c t i v i t i e s w i l l be discussed 

more f u l l y below. 

A f i n a l influence i s the substantial source of funds from 

the United States. To the extent that American investors can 
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be induced to place their funds i n Canadian bonds, interest 

rate increases w i l l be retarded. In this sense, Canadian out

lets for investment are i n competition with American, so the 

general level of United States interest rates affects the 

Canadian. 

There are many factors to examine when attempting to 

predict the movement of long-term interest rates. The follow

ing conditions generally indicate a f a l l i n long-term y i e l d s : 1 1 

(1) The economy is not expanding and credit conditions 

are easing so the demand for bonds should increase 

while the supply decreases. 

(2) Bank loans are stable or decreasing. 

(3') Construction and capital expenditures are decreasing. 

C1*) Corporate cash flow i s strong so less borrowing i s 

required. 

(5) Bank of Canada monetary policy i s one of ease. 

(6) The federal budget i s close to balance. 

(7) Interest rates in the United States and elsewhere 

are declining. 

(8) The Canadian dol lar exchange rate i s f a l l i n g . This 

may, however, cause lack of confidence and retard 

the flow of investible funds to Canada because of 

fears of a further decline. 

(9) Dealer bond Inventories are low. 

1 1 I b i d . . Chapter 12. 
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(10) There is a general bearish tone In the market; 

that i s , expectations are dim for the foreseeable 

future. 

It should be noted that rarely w i l l these economic trends 

a l l be i n the same direct ion, so their relative importance must 

be weighed. 

The Yield Curve. The relationship between price and 

maturity may be expressed graphically by the yield c u r v e . ^ 

Figure I presents examples of a r i s i n g , f l a t , and a declining 

yield curve. 

The r i s ing yield curve reflects an investor preference 

for cash or near-cash securities and they are only wi l l ing to 

accept longer term issues at a higher y i e ld . This situation 

i s common with generally low yields and expectations of the 

same; that i s , situations reflecting the conditions l i s ted at 

the end of the previous section. 

The f la t yield curve indicates an even distr ibution i n 

investor preference between money and investments and there i s 

no discernible direction to business ac t iv i ty . 

The declining yield curve reflects an investor preference 

for investments and the supply of funds for longer term issues 

exceeds the demand. The opposite i s true for short-term secu

r i t i e s . The market thus indicates the expectation of declining 

bond yields and that these yields have reached their peaks. 

12R 0ger A. Lyon, Investment Portfolio Management i n the  
Commercial Bank (New Brunswick, New Jersey, Rutgers University 
Press, I960), pp. 66-79. 
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When d e c i d i n g upon the r e l a t i v e m e r i t s o f v a r i o u s 

m a t u r i t i e s and y i e l d s the i n v e s t o r should he aware o f two 

prime c o n s i d e r a t i o n s . The f i r s t i s t h a t the l o n g e r the 

m a t u r i t y , the g r e a t e r the p r i c e v o l a t i l i t y f o r a g i v e n change 

i n y i e l d . F o r example, i f i n t e r e s t r a t e s g e n e r a l l y r i s e , the 

h o l d e r o f a hond must accept the lower r e l a t i v e y i e l d f o r the 

f u l l time t o m a t u r i t y . Thus an o u t s t a n d i n g hond w i t h one year 

t o m a t u r i t y w i l l be a f f e c t e d t o a much l e s s e r extent than a 

bond w i t h f i f t e e n years b e f o r e I t may be redeemed. As ex

p l a i n e d i n a p r e v i o u s s e c t i o n o f t h i s c h a p t e r , the mathemati

c a l r e l a t i o n s h i p between p r i c e and y i e l d w i l l cause the market 

p r i c e o f the l a t t e r t o f a l l much more s t e e p l y . 

The second c o n s i d e r a t i o n , working i n the opp o s i t e d i r e c 

t i o n , i s t h a t short-term r a t e s are g e n e r a l l y much more v o l a t i l e 

t h a n long-term r a t e s . E x p e c t a t i o n s extending a l o n g time i n t o 

the f u t u r e are l e s s e r r a t i c t h a n s h o r t - t e r m e x p e c t a t i o n s and 

t h i s tends t o dampen the r e l a t i v e f l u c t u a t i o n s o f long-term 

r a t e s . Furthermore, a b e t t e r secondary market e x i s t s f o r near-

term i s s u e s , which allows s u p p l y and demand c o n d i t i o n s t o mani

f e s t themselves sooner. 

One may conclude, t h e r e f o r e , t h a t s h o r t - and long-term 

r a t e s g e n e r a l l y move i n the same d i r e c t i o n but changing 

economic c o n d i t i o n s or government p o l i c i e s are f e l t more 

q u i c k l y i n the short-term market. It takes a much l a r g e r 

adverse change i n the s h o r t - t e r m market, however, t o cause 

equal l o s s e s as i n the long-term market. 
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The y i e l d curve may be an extremely useful t o o l f o r an 

Investor who can derive the c y c l i c a l fluctuations i n bond 

prices and p r o f i t a b l y vary the maturity of his p o r t f o l i o . 

For example, when long-term rates are low, one should t r y to 

invest i n short-term bonds u n t i l the trend changes. Others 

w i l l t r y to do the same, however, and the increase i n demand 

f o r short-term bonds w i l l decrease t h e i r r e l a t i v e a t t r a c t i v e 

ness. Nevertheless, there i s s t i l l much room f o r substantial 

p r o f i t s i f good judgment i s exercised: 

. . . I f the Conversion Loan bonds of September, 
1983, are taken as a bench-mark, any one who 
ca l l e d the main turns could have sold t h i s bond 
at par or close to i t i n September, 1958, just 
a f t e r the issue came out (or sold i t short), 
bought at 83 a year l a t e r , sold at 95 i n Septem
ber, I960, bought back at 89 i n December, sold 
again at 9h i n August, 1961, and bought back i n 
July, 1962, at 88, a t o t a l movement of h6 points 
i n four years. 1^ 

Further implications of the y i e l d curve s h a l l be discussed 

i n Chapter IV. 

Yields and Taxes. Tax considerations play an Important 

role and investment i n lower coupon discount bonds can sub

s t a n t i a l l y Increase the net return to the corporate lender. 

In fche words of one treasurer who responded to a questionnaire 

c i r c u l a t e d by the writer: 

...A matter of some general inte r e s t i s the 
choice by the corporate investor of "discount" 
versus "non-discount" s e c u r i t i e s of equivalent 
q u a l i t y . Usually, the choice of the tax-paying 
corporate buyer i s elementary - he seeks the 
highest after-tax y i e l d , other market factors 

^ F u l l e r t o n , o p . c i t . . p.216. 
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being i n balance. However, under the existing 
Federal Income Tax arrangements, which provide 
higher incentive-type Capital Cost Allowance 
aimed at inducing the rapid expansion of Capital 
Expenditures, there may be times when a company 
has very large deductions and i t s taxable income 
i s greatly reduced, over the short term. In such 
circumstances, the company could maximize i t s 
cash flow by concentrating on "discount" secu
r i t i e s . Practice indicates that a capital gain 
i n "discount" securities i s free of tax when the 
securities are issued by Governmental bodies and 
when the gross y i e ld , including capital gain, 
does not exceed the coupon rate by more than one-
t h i r d . 

If the discount i s not so high as to make the f u l l y ie ld 

taxable there are further implications for dealing i n the 

secondary market. The tax i s based on the coupon rate rather 

than the y i e ld , so when interest rates rise causing outstand

ing bonds to be bought at a discount, the market w i l l act to 

diminish this discount because of the tax advantage so gained. 

IV. INFLUENCE OF THE GOVERNMENT 

AND THE BANK OF CANADA 

The Bank of Canada. In general, monetary policy re in 

forces the natural tendencies that produce cyc l i ca l swings i n 

Interest rates. The Bank of Canada w i l l normally promote low 

yields i n recession to stimulate new investment and higher 

rates i f an expansionary tendency appears to be too great. 

On the other hand, monetary policy may be used to offset rather 

than reinforce normal market forces i f i t appears to the 

authorities that the market is acting inappropriately. 

The most important techniques of monetary policy are the 

Bank of Canada's open market operations. For example, i f the 



authorities wish to ease credit and lower interest rates, 

they w i l l buy securities and thus place more cash i n the 

hands of the chartered banks. Because the lat ter have an 

8% cash reserve, there w i l l be a multiple expansion of the 

money supply by 12.5 times i f a l l the new cash is spent 

and no hoarding occurs. The increased amount of investible 

funds i n the hands of the public w i l l have the effect of 

increasing demand and thus lowering yields; the same effect 

w i l l , of course, be augmented by the Bank's own orig inal 

purchases. Financial intermediaries also play a large role 

i n this process, and as a portion of the increased cash is 

invested i n them, they w i l l increase their own loans and 

investments. 

If. the market seems to be acting i n an inappropriate 

manner, the Bank of Canada's judicious use of open market 

operations can have a s tabi l iz ing f o r c e . ^ For example, a 

buyer's "strike" appeared to develop i n September, 1961, 

and long-term rates rose. The Bank thus bought a large 

number of bonds and the tendency to hold prices firm gave 

confidence to the market and induced buying. 

The Bank's reserve bid on the weekly treasury b i l l 

auction can substantially influence the short-term market. 

If tight money i s the object, the Bank w i l l bid high, thus 

forcing short-term rates up. 

l l f I b i d . . pp. 108-9 
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Another form of control is the Bank Rate at which the 

Bank of Canada w i l l lend to chartered hanks or enter sale 

and repurchase contracts with money market dealers, i n i t s 

function as lender of last resort. By altering the Rate i t 

becomes more or less expensive for banks and dealers to obtain 

funds from the Bank of Canada and this cost can be transmitted 

throughout the market. Of greater significance regarding the 

Bank Rate i s i t s use as a transmission of the authorities' 

intentions regarding policy. The Bank' Rate lost much s ign i 

ficance i n this respect between 1956 and 1962, when i t was 

fixed at l A of 1% above the average weekly treasury b i l l 

tender, although the lat ter may also be influenced by the 

Bank's open market operations. Since June, 1962, the Bank 

Rate has once again been fixed although dealers can obtain 

funds at the lower of the prevailing rate or l A of 1% above 

the average weekly treasury b i l l tender. 

A third method of Bank of Canada influence i s moral 

suasion. For example, by "gentlemen's agreement" the char

tered banks hold 7% of their assets i n the form of l iqu id 

investments (treasury b i l l s and day-to-day loans) i n addition 

to their statutory eight percent cash reserve rat io . F i n a l l y , 

the Bank i s empowered to al ter the Chartered Banks' statutory 

reserve rat io from 8% to 12$ by the amount of 1% per month, 

although this authority has,yet to be exercised. 

A group working for the Royal Commission on Banking and 

Finance made a study of the effects of monetary policy on the 

corporation. One of their conclusions was the follbwing: 
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. . . I n short, changes i n short-term interest 
rates do not pass unnoticed even though firms 
may r ight ly judge on the basis of past ex
perience that not too much significance 
should be read into every week-to-week change 
i n the treasury b i l l rate. 

... If the change i n short-term rates persists , 
or i f the i n i t i a l change i s a decisive one, 
the effect w i l l be f e l t i n the market for long-
term securit ies . Corporations planning new 
issues are quickly made aware of any develop
ment i n the bond market which w i l l raise the 
price they must pay i n order to obtain accom
modation. Similarly, i f rates f a l l , even firms 
which do not have an immediate need for funds 
may have the favourable conditions drawn to 
their attention.15 

Government Debt Management Policy. There are several 

opposing views regarding the federal government's debt manage

ment p o l i c i e s . ^ The f i r s t i s that the debt policy should be 

counter c y c l i c a l . For example, when the monetary conditions 

indicate a need for restraint , a large long-term Issue should 

be floated. An opposing view i s that the debt service charges 

should be kept as low as possible, so emphasis should be more 

on shorter term issues. A third argument Is that the flows of 

government debts should be regular i n amounts and dates of 

issuance, and of a variety of maturities, so as not to cause 

violent disturbances i n the bond market. 

Because the actual pol icy should log ica l ly follow the 

theory the Minister of Finance and/or the Governor of the 

15J.M. Young, J . F . Hel l iwel l , and W.A. McKay, "The 
Response of Corporations to Monetary Policy," A Study  
Prepared for the Royal Commission on Banking and Finance, 
December, 1962. (Unnumbered reprint ) , p .IV-7. 

i^canada, o p . P i t . . p.^50. 
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Bank of Canada may hold at the time, one can perceive a great 

deal of confusion in the minds of participants i n the bond 

market, which i s greatly influenced by government issues. No 

one clear policy has predominated i n recent years and the 

disastrous effects of the 1958 Conversion Loan are witness to 

the implications of such a confusion of pol ic ies . When the 

issue was floated the Minister had announced a large govern

ment def ic i t three months previously, i n view of recessionary 

conditions. This would indicate the need for monetary expan

sion and short, as opposed to longer, term borrowing. The 

Loan, however, extended the term of the Government's debt. 

Interest rates soon penetrated the on the the $2152 

mil l ion of 1983's and when the Bank of Canada withdrew i t s 

support i n November, their prices f e l l sharply. Such an 

event greatly reduced confidence i n the bond market and showed 

lack of sophistication even at the level of the Minister of 

Finance and the Governor of the Bank of Canada. 1^ 

1 7 F o r a f u l l discussion on the Conversion Loan of 1958, 
see Ful lerton, o p . c i t . . Chapter 15. 
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CHAPTER III 

THE CANADIAN MONEY MARKET 

The section of the hond market which includes ins tru

ments from maturity of one day to three years, i s known as 

the money market. This chapter shal l concern i t s e l f with 

the money market as a vehicle for investment and borrowing 

by the non-financial corporation. Its history shall f i r s t 

be considered, followed by a description of the instruments 

and institutions involved. 

I. HISTORY OF THE CANADIAN MONEY MARKET 

The b i r th of the Canadian money market actually took 

place as early as March, 1934-, when Government of Canada 9 1 -

day treasury b i l l s were f i r s t sold. Some foresight at that 

time could have predicted the evolution of the Canadian money 

market of today, as within these treasury b i l l s lay a major 

aspect of money market philosophy: The Government benefited 

by "roll ing over" a portion of i t s debt i n short-term secu

r i t i e s , thus paying a lower Interest rate, and the buyers 

gained a safe, l iquid investment. These b i l l s were sold 

almost exclusively to the chartered banks. There was no need 

to trade amongst themselves as the Bank of Canada maintained 

a very narrow spread between i t s buying and sel l ing prices. 

Thus the chartered banks could deal d irect ly with the Sank: 

with assurance of l i q u i d i t y and l i t t l e r i sk of loss . A major 
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benefit this brought to the banks, then, was an a b i l i t y to 

adjust their cash positions easi ly . By 1937 tenders were 

called every two weeks and i n 1953 a weekly tender was 

started. 

Toward the end of World War II some investment dealers 

began to show interest i n b i l l s , and on rare occasion, bought 

them on behalf of c l ients . They were discouraged from carry

ing an inventory, however, when the Bank of Canada increased 

i t s spread between buying and sel l ing prices, so as much as 

l A of 1% i n y ie ld per annum could be lost by se l l ing to the 

Bank before maturity. The market for treasury b i l l s was s t i l l 

extremely thin and the returns were not worth the r i sk of loss 

when the need for cash arose. Another development i n the same 

period was the entrance into the market of installment finance 

companies, which followed the Government's lead by carrying 

some debt i n short maturities, but at the start this was on a 

very minor scale. 

In 1953 "the authorities i n the Bank of Canada saw the 

advantages of widening the market by f a c i l i t a t i n g the a b i l i t y 

of investment dealers to carry inventories of treasury b i l l s . 

Therefore, they instituted purchase and resale agreements 

with bond dealers who would take a jobbing position i n the 

short-term Government of Canada market. Under these arrange

ments a dealer could, within established, negotiable l imi t s , 

s e l l treasury b i l l s and short-term Government of Canada bonds 

to the Bank of Canada with the promise to repurchase after a 

short period - usually th ir ty days - at a predetermined yield 
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to the hank. The objectives of this ruling were related by 

Mr. Coyne as follows: 

These arrangements offer jobbers an 
alternative method of financing inven
tories of such securities so that they 
are at a l l times able to meet the re 
quirements of their customers, including 
other bond dealers who only occasionally 
have transactions i n short-term secu
r i t i e s . A further effect of this arrange
ment is the rel ieving of the market from 
excessive pressure i n the event of a 
temporary shortage of cash on the part of 
the chartered banks. Development of a 
broader market i n treasury b i l l s and short 
bonds is of value to chartered banks wish
ing to adjust their cash positions either , 
by increasing or reducing their portfol ios . 

In A p r i l 195̂ - a development took place which many regard 

as the major stimulus to a truly effective money market. As 

an item In the revision of the Bank Act, the chartered banks 

were invited to make day-to-day loans to the jobbers. The 

reasoning behind this action and the workings of the day-to

day loan market were outlined by the Governor of the Bank of 

Canada i n his 1954- Annual Report: 

The introduction i n mid-June of what 
are known as day-to-day loans was an 
important development affecting both 
banking practices and the short-term 
securities market or "money market". 
These loans are made by chartered 
banks against the pledge of treasury 
b i l l s and Government of Canada bonds 
maturing within three years. The 
borrowers are those bond dealers who 
are prepared to act as jobbers i n the 
short-term market and who have entered 
into purchase and re-sale agreements 
with the Bank of Canada. Day-to-day loans 
may be called for payment at any time and 
the willingness of the Bank of Canada . 

Bank of Canada, Annual Report. 1953. P«8 
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to purchase securities under resale 
agreements provides an underlying 
assurance of l i q u i d i t y . 

From January 1953 to June 1951* the 
Bank of Canada had made a considerable 
amount of funds available for the 
financing of dealers' inventories of 
treasury b i l l s and short-term Govern
ment bonds through purchase and re 
sale agreements. The tota l provided 
i n this way reached a maximum of $73 
mil l ion i n June. Subsequently, day-
to-day loans from the chartered banks 
provided the financing i n amounts which, 
as at the close of business on Wednes
days, varied between a low of $hh mi l l ion 
and a high of $135 mi l l ion , and Bank of 
Canada f a c i l i t i e s were infrequently 
used.2 

The introduction of day-to-day loans has had the further 

advantage of f a c i l i t a t i n g adjustment of cash reserve positions 

of the chartered banks. Under this arrangement, when their 

minimum cash reserve ratios were strained, they could c a l l some 

of these loans before noon and the dealers were obliged to re 

pay on the same day.^ When a loan was ca l led , the dealer 

would try other banks before entering the more expensive pur-

chase-and-resale contract with the Bank of Canada. It was 

actually quite l i k e l y that the dealer could find accommodation 

at another bank as the bank which called for repayment of the 

loan probably lost i n the Clearing House. Those which had 

gained would presumably have this surplus cash on hand for 

the dealer. 

2Bank of Canada, Annual Report. 195*+. p. 11. 

3when adjusting l i q u i d i t y positions with the Bank of 
Canada there was between one and four-days' delay. See 
I b i d . , p.12. 
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One of the main advantages to the introduction of day-

to-day loans was the broadening of the market for. treasury 

b i l l s . This led to a closer trading on prices and tended to 

narrow the spread between buying and se l l ing rates. In 

effect, i t increased the l i q u i d i t y of treasury b i l l s by re

ducing the loss on sel l ing them before maturity, and indeed, 

gave the needed confidence to corporations to invest tempo-
4-

r a r i l y idle cash. This widening of the market i s evidenced 

by the fact that the treasury b i l l holdings of the general 

public increased from $24- mi l l ion i n 1953 to $208 mi l l ion i n 

1954-.5 

To start the market i n an orderly manner, the day-

to-day loan rate was agreed at 1 1/2% and thereafter determined 

competitively i n response to monetary conditions. It has 

usually been s l ight ly below the tender rate on 91-day treasury 

b i l l s , but has, especially i n conditions of extreme credit 

stringency, r isen above the treasury b i l l rate. Under normal 

conditions, when the day-loan rate has been lower, dealers 

could make a small profit just by using these loans to 

finance their treasury b i l l inventory. To give further 

assurance to the jobbers the Bank lowered i t s yield on sale 

and repurchase contracts to equal the Bank Rate. This penalty 

charge had previously been approximately 1/4- of 1% above the 

Bank Rate. 

^R .N. Macintosh, "Broadening the Money Market," The  
Canadian Banker. LXI (Autumn, 1954-), 67. 

-'Bank of Canada, S ta t i s t i ca l Summary, Financial  
Supplement. 1962, p.51. 
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Another item of the Bank Act revision of 1951* increased 

the cash reserve requirements of the chartered banks from 5% 

to 8%. Previously, however, the 5% had to be maintained 

throughout the month so, to allow themselves the necessary 

leeway, the banks generally maintained a reserve of about 10%. 

The revision demanded only that the 8% minimum was a monthly 

average. Thus there was less r i sk i n reducing to an amount 

very close to this minimum and, i n fact , by December, 195*+> 

the average reserve for the banks was 8.7% with several much 

closer to the 8% minimum.^ The net effect was to add further 

l i q u i d i t y to the system and thus add to the success of day-

loans i n their function of increasing short-term security 

dealing. A further stimulus to the same end was given by 

generally declining interest rates at the time day-loans were 

introduced• 

In 1955 an agreement took place between the Bank of 

Canada and the chartered banks whereby the lat ter would there

after maintain an average monthly 7% rat io of l iquid reserves 

to tota l deposits i n addition to the 8% statutory cash re 

serve. The stated purpose of the agreement was to "...make 

for a f inancial system which w i l l respond more quickly, 

smoothly and predictably to measures of monetary restraint 
7 

when these are required . . ." , but because the reserve consisted 

of day-to-day loans and treasury b i l l s , a further advantage was 

Bank of Canada, Annual Report. 195l*> p .11. 

?Bank of Canada, Annual Report. 1955> p .17. 
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an expansion of their markets. Thus, with greater day-to-day-

loans the dealers could carry larger treasury-bi l l inventories. 

When a jobber received an order for a security not i n 

stock and had to purchase i t , he usually did not have the cash 

available. He therefore had to obtain a cert i f ied cheque from 

his bank on the understanding that he would cover i t immediate

l y upon sale of the security. He might also need a cert i f ied 

cheque to repay a bank loan i n order to release a security 

(used as co l la tera l for the loan) for sale, or to employ i t as 

security for a loan from another bank. In 195̂ -, the charge 

for the "over-certification" service was 1 / 100 of 1% per diem. 

This was burdensome so the banks reduced the charge to 1/250 

of 1% per diem, but even the reduced rate was regarded as 

excessive and impeded the free flow of funds i n the money 

market. 

In 1957» the banks agreed to eliminate the charge for 

bona fide money market transactions; that i s , movement of 

inventory from one bank to another or to the Bank of Canada 

on a repurchase agreement. The "over-certification" charge 

s t i l l had to be paid when the loan was for the purposes of 

withdrawing securities for sale, buying securit ies , or 
g 

borrowing money outside the banking system. The result of 

the part ia l elimination of the onerous charge was a further 

stimulus to quick and active dealer operations. 

J . S . G . Wilson, "The Canadian Money Market Experiment," 
Banca Nazionale del Lavoro Quarterly Review, Rome, No.1*1*, 
March, 1958, V>3^ 
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A f i n a l milestone i n the development of the Canadian 

money market took place i n 1957 when the Bank of Canada 

decided to make better use of i t s own f a c i l i t i e s . Since 

then, any investment firm could deposit securities at any 

Bank of Canada agency across the country and have them re 

leased at any other. 

In summary, the Canadian money market has basical ly 

been the product of the last ten years. Its major accom

plishments have been better monetary control by the Bank of 

Canada and increased use of otherwise idle funds. The former 

resulted from quicker reactions by the chartered banks, 

especially regarding their l iqu id asset reserves, while the 

lat ter has been the effect of the creation of near-cash 

securities i n place of cash. Their mobility and trading 

poss ib i l i t i e s have greatly increased as has the general con

fidence i n their l i q u i d i t y . 

The above discussion related mainly to treasury b i l l s 

and day-loans but the benefits of the money market were not 

limited to those securit ies . Many other instruments have 

become well known to the investor of short-term funds since 

1954- and within these instruments l i e s the key to non-

f inancial corporation partic ipation. 

II . CANADIAN MONEY MARKET INSTRUMENTS 

The cr i ter ion commonly used to delineate a money market 

instrument Is maturity from date of issue of one day to three 

years. These securities have varying characteristics and 

those deserving emphasis for investment decisions are maturity, 
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y ie ld , l i q u i d i t y and r i s k . 

Government of Canada Treasury B i l l 

The treasury h i l l i s the shortest term obligation of the 

federal government. Rather than carry Interest coupons, they 

are sold at a discount. The y i e ld , however, may not be treated 

as a capital gain, and is f u l l y taxable. The chartered banks 

and investment dealers submit bids at an auction every Thursday, 

either on their own behalf or on a customer^ order. The b i l l s 

are allocated the next day on the basis of the highest offers 

u n t i l the weekly allotment i s bought. Quite often banks and 

dealers w i l l submit several bids at different prices to ensure 

that they at least obtain some b i l l s , but at the same time do 

not pay an excessive price for a large amount. Maturities from 

date of issue are generally 91 and 182 days and denominations 

range from $1000 to $1,000,000. 

The chartered banks and the investment dealers must also 

compete with the Bank of Canada, which holds a sizable amount 

of treasury b i l l s maturing each week. Through i t s own offered 

price the Bank can have a substantial influence on the amount 

of b i l l s held within and outside i t s own accounts and, i n this 

way, help mitigate i t s monetary policy. Furthermore, the Bank 

submits a reserve bid for the f u l l amount of the issue to pre

vent a boycott by other participants from unreasonably increas

ing the y ie ld .^ The Bank of Canada also deals i n treasury 

^Bank of Canada, Annual Report. 1956, p.**8. 



37 

b i l l s on the open market, and w i l l do so especially i f i t 

receives more or less than expected at the auction. To 

follow a neutral policy means that the bank attempts to win 

an amount equal to that maturing in i t s own portfolio each 

week. From the point of view of monetary pol icy, then, a 

decrease i n the treasury-b i l l rate has the same effect as a 

decrease i n the bank rate or an increase i n chartered bank 

cash reserves. 

Holdings of this security by the general p u b l i c 1 0 

climbed from $2*+ mi l l ion on December 31, 1953, to $208 mi l l ion 

on the same date i n 195 ,̂ and this increase can be attributed 

mainly to the development described i n the previous section of 

this chapter. In the last half of 1959, a peak was reached 

when the general public held as much as $786 mi l l ion , although 

by the last half of 1963, the general public's holdings were 

between f500 mi l l ion and $600 m i l l i o n . 1 1 Fullerton attributes 

this downward trend to several possible causes . 1 2 

(1) The rate on treasury b i l l s establishes the level for 

the whole market with those of other money market 

securities just high enough to attract buyers away 

from them. It should be noted that treasury b i l l s 

and short-term Government of Canada bonds are the 

The Bank of Canada Stat i s t i ca l Summary uses the 
categories of Government, Bank of Canada, Chartered Banks 
and the General Public. 

1 1 Bank of Canada, S ta t i s t i ca l Summary. January, 1961*, 
p.19. 

12 
Fullerton, o p . c i t . , pp.178-9. 
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safest and most highly l iquid money market ins tru

ments, but with greater sophistication, investors 

are more able to judge the safety of other secu

r i t i e s and gain a greater y i e ld , 

(2) As noted above, the discount on treasury b i l l s i s 

f u l l y taxable, so there i s a movement to short-

term discount bonds which can par t ia l l y avoid the 

tax, 

(3) The introduction i n 1961 of the 15% withholding tax 

on treasury b i l l discount reduced the sale to non

residents. 

(4-) B i l l s mature only on Fridays and each maturity i s 

not always available, so these securities are less 

f lexible than some others. 

Holdings by the chartered banks, on the other hand, have 

increased substantially, especially i n the year 1956, when they 

agreed to hold a 15$ l iqu id reserve. Between the 1955 and 1956 

year ends, the chartered banks increased their portfolio of 

treasury b i l l s from $4-30 mi l l ion to $74-3 mi l l ion . 

Table III shows the dis tr ibut ion of holdings on December 

31, 1955 and January 1, 1964-. It becomes evident from an 

observation of these figures that the treasury b i l l has evolved 

from a major vehicle of money market investment to an ins tru

ment mainly for the support of chartered bank l i q u i d i t y . 

While corporate interest i n treasury b i l l s i s decl ining, 

the l i q u i d i t y feature s t i l l continues to be an incentive. The 

Investment Dealers Association reported that at the end of 
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TABLE III 

DISTRIBUTION OF TREASURY BILL HOLDINGS 

(Dollar figures i n mil l ions) 

December 31, 1955 January 1, 196^ 

Amount i Amount % 
Bank of Canada 26h 21.2 H69 20.9 

Chartered Banks 35.1 1291 57.1 

Government 36 51 2.9 

General Public ho.3 •̂30 19.1 

Total 122** 100.0 22»fl 100.0 

Sourcet Bank of Canada, S ta t i s t i ca l Summery. January, 1961*-, 
pp.18-19. 



1961 the dealers had 9*1% of the general public*s holdings 2 

and th i s , together with the chartered hanks' share, provides 

a good market for the security. Further evidence of trading 

act iv i ty is given in Table II of the previous chapter,. 

Short Term Government of Canada Direct and Guaranteed Bonds 

Table II also shows extensive market trading of short-

term Government bonds. While they are traded actively, how

ever, their r i sk of loss through interest rate fluctuation i s 

greater than that on treasury b i l l s because of their longer 

term to maturity. As of January 1, 1964-, the general public 

held $14-72 m i l l i o n , l l f or kl% of the tota l outstanding of 

maturity up to two years. This is substantially larger than 

their holdings of treasury b i l l s , which were $4-30 mi l l ion on 

the same date. The incentive to corporate investors is the 

low coupon discount feature which gives a net yield greater 

than that on treasury b i l l s and the securities are part icu

l a r l y attractive when i t i s known that the temporarily id le 

funds w i l l not be needed for a longer time. 

It should be noted that long-term government bonds are 

occasionally bought as a short-term investment, and i f not 

purchased at date of issue, there i s an active market for 

them. A major cr i t ic i sm of the 1958 Conversion Loan was that 

^Investment Dealers Association, Brief to the Royal  
Commission on Banking and Finance. Appendix G, p .5. 

l l f Bank of Canada, S ta t i s t i ca l Summary, January 1964-, 
p.18. 
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i n their enthusiasm to s e l l the entire issue, dealers con

vinced their customers to buy longer term bonds in exchange for 

those of near maturity they held at the time. When the market 

broke, of course, a severe loss on sale was the unfortunate 

resul t . 

Provincial and Municipal Issues 

In 1958» B r i t i s h Columbia pioneered the provincial 

treasury b i l l market and several other provinces followed i n 

the early s ixt ies . In early 1 9 6 2 , Manitoba and Saskatchewan 

each began to hold regular weekly tenders for $1 mi l l ion of 

three-month treasury b i l l s with the intention, i n each case, 

to bring the to ta l amount up to $13 mi l l ion . Some of the 

weekly offerings were subsequently withdrawn, and because of 

the thin market, the bid has occasionally been refused. 

Nevertheless, the experiment, on the whole, seems to have been 

a successful one.1-* 

Provinces have, i n addition, borrowed heavily by the 

short-term discount bond of under two-year maturity, and the 

parity bond. Table IV shows the distr ibution by provinces of 

short-term direct debt as of March 3 1 , 1 9 6 2 . 

Secondary market sales were only 17% of the tota l amount 

outstanding (see Table II) and this indicates a narrow market 

after the or ig inal issue. As i n the bond market generally, 

yields vary with the size and debt capacity of the province. 

^Canada, The Royal Commission on Banking and Finance 
(Ottawa: The Queen's Printer, 1 9 6 * 0 , p . 3 2 1 . 



TABLE IV 

PROVINCIAL DIRECT DEBT - SELECTED ISSUES OUTSTANDING , MARCH 31, 1962 

(Dollar figures i n thousands) 

New 
found-
land 

P.E.I. N.S. N.B. Que
bec 

Onta
r i o 

Mani
toba 

Sask. A l t a . B.C. To t a l 

Bonds of 
Maturity: 
1 year 
1 1/2 years 
2 years 
2 1/2 years 
3 years 

1350 

mm 

7500 

5000 

- - 28000 

24-000 
1000 

21500 

2500 
14-000 

8000 

14-50 
1000 
7950 

36000 
2500 

4-8300 
2000 

34^50 

Sub To t a l 1350 12500 - - 74-500 16500 184-00 - - 123250 

Treasury B i l l s 
of maturity of 
le s s than two 
years mm 19500 40562 8000 68062 

TOTAL 1350 12500 - 19500 74-500 57062 264O0 - - 191312 

Source: Dominion Bureau of S t a t i s t i c s , F inancial S t a t i s t i c s of P r o v i n c i a l Governments  
I96I, Direct and Indirect Debt, Year Ended March 31, 1962, pp.10-11. 
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Many of the larger municipalities have entered the 

treasury b i l l market with repayments to come from tax receipts. 

It was estimated that approximately $60 mi l l ion of short-term 

paper was outstanding i n mid-1962, about half of which was 

issued by Metropolitan Toronto. 1 ^ The market for these issues 

i s generally thin although corporate treasurers would ordinar

i l y buy municipal treasury b i l l s with the intention of holding 

them u n t i l maturity. 

Finance Company Paper 

The sales finance companies have grown considerably 

since World War I I through the great upsurge i n durable con

sumer buying, manifest pr inc ipal ly i n the automobile. These 

institutions finance the installment sales of durable goods by 

dealers and distributors to individual consumers, business, 

and industry. The largest i s Industrial Acceptance Corporation 

with assets as of March, 1963, of $7%2 mi l l i on , and i t i s f o l 

lowed by Traders* Finance Corporation and General Motors 

Acceptance Corporation of Canada. 

By keeping some of their debt i n the money market, 

finance companies obtain the advantage of lower rates of i n 

terest normally available on short-term borrowings, and are 

able to reduce their debt quickly i f the requirement for funds 

diminishes because of a decline i n their receivables. Too 

much reliance here, however, would make their f inancial position 

Ibid 



vulnerable during periods when short-term funds are i n small 

supply. Such a case occurred at the end of December, 1963 > 
when Industrial Acceptance Corporation raised their rate to 

\% even for ten-day money. Previously, i n December, ten-day 

paper had been issued by that company for rates varying from 

3 l / 8 # to 3 1/2$. 1 7 

Fluctuations i n the sales of automobiles cause their 

demand for short-term funds to vary widely, but even when 

they find they have enough notes outstanding, they w i l l renew 

some of them to accommodate their regular purchasers. The 

rate of growth of finance companies has been huge and they 

present much opportunity for investment. As of December 31> 
1963 their estimated demand and short-term notes payable i n 

Canadian dollars amounted to 1731 mi l l ion and this shows a 

substantial increase from the $*+93 mi l l ion at the same date 

i n I960. 1 8 

Of particular interest to the investor i s the safety 

of these1 instruments, as he i s now out of the realm of govern

ment obligations. The security i s generally the company's own 

volume of installment notes receivable, having a face value i n 

excess of the principal amount of i t s own l i a b i l i t i e s . 1 ^ The 

'Financial Post. December 2 8 , 1963, p.3. 

^Dominion Bureau of Stat i s t ics , Business Financial  
Stat i s t ics : Selected Financial Institutions. March, 196M-. 

19 F o r example, a l l of I . A . C . ' s notes (short- and long 
term) are required by i t s trust deed to be secured by notes 
receivable to the extent of 112$. 



backing these receivables offer, then, i s of utmost importance 

and one i s encouraged to note that losses of the largest 

finance companies are less than 1%. They also have substantial 

l ines of credit at the banks, and because of the r isk of large 

redemptions without sufficient new buyers, maturity dates are 

staggered. Furthermore, there i s a constant inflow of cash 

from receivables. 

The secondary market i s re lat ive ly inactive, and a 

participant i n the money market stated to the writer that a 

few dealers attempt to help out their cl ients i f they f ind 

themselves needing cash, but that there i s no guarantee of 

l i q u i d i t y . Nevertheless, when a corporate treasurer has sur

plus funds available for which he knows the exact date on 

which they w i l l be required, he can generally t a i l o r the 

maturity date accordingly. 

Rates offered by the different finance companies are 

normally i n relat ion to their size, but the difference is 

minimal between the largest ones. Furthermore, interest 

rates can also di f fer between companies according to supply 

and demand conditions; for example, Traders' rates may be 

less than I.A .C.'s when the lat ter has more notes on the 

market or substantially increases i t s issue i n a short 

space of time. This situation i s analogous to the long-

term rates of Quebec and Ontario bonds described i n the 

previous chapter. Table V shows some of the companies 

involved and their rates as of December 31j 1963* 



TABLE V 

FINANCE COMPANY RATES, DECEMBER 31, 1963 

Traders Finance Corporation 

Industrial Acceptance Corp. 

General Motors Acceptance 
Corporation of Canada 

Laurentide Financial Corp. 

Pacif ic Finance Corporation 

United Dominions Corporation 

30 - 89 days 90 - 179 days 

h l/k%_ h 3/8% 

if h 1/8% h l/k% 

if h 1/8% h l/k% 

h 1/8- h l/h% h 1/2% 

h h 1/8% h l/h% 

h h iMo h 3/8% 

Source: McLeod, Young, Wier and Co. , "Weekly Money Market 
Quotations". 



Commercial Paper 

Commercial paper was f i r s t used in Canada i n the early 

191f0's although i t s major stimulus came i n 1958 when the 

demand for automobiles - and thus the supply of finance paper 

was depressed and the treasury b i l l rate was very low. Also, 

since 1958, the prime rate on bank loans has seldom been below 

5 3/h% and large corporate borrowers found that they could 

save about 2% per annum by issuing their own notes. Table VI 

gives evidence of the growth of this market since 1951** 

Gorporate paper usually bears a maturity from 30 to 90 

days. It i s often negotiated on a demand basis so the i n 

vestor can obtain a l iqu id investment at a fixed rate of 

return. The instrument thus becomes especially attractive 

when the outlook for short-term rates i s uncertain. 

Those who have written on the subject express widely 

divergent views, regarding the safety of corporate paper. 
20 

Fullerton, for example, expresses apprehension that few 

companies offer a prospectus defining the terms of the issue 

or provide any other security than the general assets of the 

company. Furthermore, there i s often a minimum of inves t i 

gation by the investment dealer or lending company. 

21 

Sarpkaya, on the other hand, emphasizes the large size of 

the issuing corporations and the trend toward greater 

Ful lerton, o p . c i t . . p . l 8 l . 

2 1 S . Sarpkaya, "The Commercial Paper Market i n Canada," 
The Canadian Banker. LXX (Winter, 1963), 110. 



TABLE VI 

CORPORATE PAPER 

(Dollar figures i n mil l ions) 

Number 
of 

Borrowers a) 

June 

31,1954- 7 
1955 8 
1956 9 
1957 9 
1958 22 
1959 17 
I960 33 
1961 4-5 
1962 4-7 

30,1963 51 

Outstanding Amounts 
Canadian Other 

currencies 
Canadian 

dollars 
Other 

currencies bank . 
loans c ' 
bank . 
loans c ' 

20.8 6.8 215.5 
27.7 4-.0 230.3 
28.6 3.3 299.8 
24-. 0 2.3 355.7 
98.5 279.6 
92.9 1.8 366.2 

162.8 3.0 338.1 
226.8 4-.4- 262.9 
267.1 22.4- 291.1 
306.8 9.6 229.9 

Notes: 

a) The number of companies having paper outstanding on the 
date shown. 

b) Canadian dol lar equivalents. 

c) Bank borrowing by a l l companies which have issued corporate 
paper. There is an understatement i n ear l ier years because 
some companies only reported bank loans from the date of 
their f i r s t corporate paper borrowings. 

Source: Royal Commission on Banking and Finance, Corporate  
Paper Survey. (Unnumbered Reprint). 
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scrutiny on the part of the investment dealer. The lat ter 

wrote more than a year later than the former, which would 

indicate the change i n the meantime and more attention given 

hy the dealers. The paper i s supposedly backed by a bank 

l ine of credit although a banker expressed the opinion to 

the author that corporations often issue notes beyond this 

amount. There i s yet to be a default by an issuer but fears 

of such have been expressed to the writer even by money mar

ket dealers. They rank corporate paper well below finance 

paper where safety i s concerned unless they are well acquaint

ed with the issuing f irm. 

One controller expressed surprise to the writer at the 

willingness of corporations to invest i n each other and the 

dangers of the commercial paper market are substantiated by 

the following statement by a f inancia l vice-president: 

. . .From the lender point of view I am concerned 
that one of these days a borrower w i l l default 
i n payment. I do not think the investment com
munity i s doing an adequate job of following up 
on credit worthiness of a borrower. For exam
ple , I have never had an investment dealer 
enquire as to our "Total short-term and bank 
borrowings." This being the case, what control 
i s there to-ensure that a borrower does not 
borrow several times his bank credit l ine and 
then make an assignment i n bankruptcy? 

At the time this statement was made, the firm was doing one-

half of i t s short-term borrowing by issuance of corporate 

paper and the other half through the bank. 

One must conclude from the above remarks that a company 

contemplating investments i n corporate paper should define 

specific standards of safety and carefully investigate the 
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borrowing firm i n l ight of the standards established. 

Corporate paper i s one of two Canadian money market 

instruments of interest to the treasurer as a borrower. 

One of the chief advantages is that i t provides him with 

expanded credit f a c i l i t i e s at a cheaper rate than that 

offered by banks. He can compete quite effectively with 

finance companies and offer yields only s l ight ly higher. 

In fact , when finance company supply i s low, the notes of 

the better corporations can often be sold at the finance 

company rate. Judging by the commission paid to dealers 

(as low as 1/8 of 1% per annum), this market is an extremely 

competitive one; dealers even lose money on some transactions 

as their service and transferring costs exceed their compensa

t ion . Nevertheless, they are anxious to maintain their re 

lationship with the borrower so they can handle the more 

profitable long-term bond or stock issue. 

A second major advantage to the borrower i s that i t 

enables him to defer borrowing i n the bond market by means 

of long-term obligations. The same gains from "roll ing over" 

a portion of i t s debt i n lower yielding short-term obligations 

accrue to the non-financial corporation as to governments and 

finance companies. A third advantage i s that the corporation 

becomes better known to the dealers and investors who may 

later be of considerable importance to the distr ibution and 

placement of i t s s e c u r i t i e s . 2 2 

I b i d . , p.112. 
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A major disadvantage to the borrower is that he must 

s t i l l maintain bank credit l ines i n order to maintain his 

credit standing v is -a-vis the dealer or lender. As noted 

above, these lines of credit are sometimes exceeded, but 

even that which i s granted i s not guaranteed; that i s , banks 

are under no legal obligation to honor the l ine of credi t . 

In a period of tight money, when banks must restrain their 

lending ac t iv i t i e s , they w i l l reduce their l ines of credit 

offered, and i f conditions become part icularly stringent, 

i t i s l i k e l y that they would be more anxious to accommodate 

their better customers who deal exclusively with them. 

Chartered Bank Paper 

The one inst i tut ion that has suffered because of the 

development of the money market has been the chartered bank. 

Corporate lending has shifted somewhat from the current bank 

account to short-term investments while the development of 

the commercial paper market has been at the expense of bank 

loans. They do not even charge for the l ines of credit that 

support corporate paper because to do so would create a legal 

obligation to honor them. To answer these developments, the 

banks have introduced three main instruments. 

Deposit Receipts. Since 1961, deposit receipts have 

been offered for terms of 30 to 364- days i n amounts of $25,000 

and over. Rates have tended to be about 1/4- of 1% below those 

on finance paper, although on occasion they have been as high. 

One bank, the Bank of Nova Scotia, began to take term deposits 
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i n I960 for periods of one to six years. This may be an 

attractive investment for a company which depends greatly 

on other services offered by the chartered banks. One 

re ta i l er commented as follows i n response to the question

naire circulated by the author: 

Our investments i n the short-term market 
(bank deposit receipts) have been i n 
fluenced by a very good corporate policy 
of always being on the best of possible 
terms with your bankers and creditors. 

United States Bank Swaps. Banks compete among them

selves by offering Canadian companies f u l l y hedged United 

States dol lar deposits. In this way a Canadian account can 

purchase American dollars and leave them on deposit with the 

New York branch of a Canadian bank. This mechanism often 

offers a rate of return greater than that paid by Canadian 

finance companies. The Canadian branches i n the United Sitates 

can pay the higher rate because they are not subject to 

Federal Reserve regulations or the 8$ cash reserve required i n 

Canada. Furthermore, the United States dol lar deposits are 

not subject to the 15$ withholding tax. This investment out

let i s as safe as any other deposit with a chartered bank and 

with the hedging feature, i s not subject to loss from foreign 

exchange fluctuations. 

Banker1s Acceptance. This latest development i n the money 

market started i n June, 1962, as an opening for the chartered 

banks into the commercial paper market. The chartered bank 

assesses the creditworthiness of the drawer and provides him 
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with an acceptance l ine of credit for which a fee i s charged. 

Each accepted draft i s returned to the drawer who then 

arranges to s e l l i t to an Investment dealer who, i n turn, 

offers i t for sale i n the money market.2-^ The drawer i s 

responsible for payment at maturity, but since a fee is 

charged by the bank, the lat ter also incurs a legal contingent 

l i a b i l i t y . Maturities range from 30 to 90 days and denomina

tions are between $100,000 and $1 mi l l ion . Essential ly this 

security i s the same as corporate paper except that i t has the 

added protection of recourse to the accepting bank. A company 

can thus obtain accommodation at a lower yie ld to the ultimate 

investor than by the issuance of an ordinary promissory note, 

but the net cost i s usually deemed unreasonable because of the 

1 lAr% fee (on an annual basis) paid to the bank. To date the 

acceptance market has not met with very great success and as 

of July, 1963* i t was estimated that the to ta l volume was only 
ok 

between $10 mi l l ion and $15 mi l l i on . 

Trust Company Paper 

The recent growth of trust companies has made them a 

significant Canadian f inancial ins t i tut ion . From 1939 to I960 

savings; with trust companies increased by 630$ while chartered 

banks showed an increase of only 216%.^ The main appeal of 

2 3v iad imi r Salzyn, "The Canadian Treasury B i l l Market," 
Canadian Public Administration. VI (September, 1963), 290. 

Rick Malt, "How Cash Can Go to Work for Even One Day," 
The Financial Post. July 27, 1963, p.15. 

2^The Trust Companies Association of Canada, Submission  
to the Royal Commission on Banking and Finance. p.6"j>I 



these companies i s to the small saver but they were offering 

guaranteed investment cert i f icates long before the rapid 
26 

growth of the money market. As of December 31, 1962, i n 

vestment certif icates outstanding amounted to $1,026 m i l l i o n , 2 7 

28 

of which i t was estimated that h0%, or $lKL0.l+ mi l l ion , came 

from corporate investors. Data on seventeen trust companies 

at the end of 1962 show that 26% of their outstanding 

guaranteed investment cert i f icates were due to mature i n 

under six months, another 17% within one year, while only 2% 

were to mature five years hence. This i l lus trates extensive 
29 

participation i n the money market and the increase i n trust 
company investment cert i f icates from $322 mi l l ion i n 1955 to 

30 

$1026 mi l l ion i n 1962 indicates their growth with the market. 

Their rates have been competitive with those on finance 

paper although somewhat less f l ex ib le , especially i n periods 

of tight money.^ The paper i s even less l iqu id than finance 

company paper as the deposits are non-transferable. Failures 

i n the last ten years are unheard of, but a bond dealer has 

expressed doubt to the writer regarding the management and 

objectives of some smaller companies under provincial j u r i s 

d ic t ion . Nevertheless, deposits with larger trust companies 

can become part icularly attractive to some provinces, 
2 6 I b i d . , p.76. 

27canada, The Royal Commission on Banking and Finance 
(Ottawa: The Queen's Printer, 196M-), p.181. 

2 8 I b i d . , p.182. 2 9 I b i d . . p.l82. 3 ° I b i d . . p . l 8 l . 

3 1 I b i d . , p.l8»+. 



municipalities and corporations which are restricted to 

"trustee" investments. 

Instruments Created hy the Dealer 

Through their own extensive operations the f i f teen 

privileged dealers - those with sale and repurchase agree

ments with the Bank of Canada - add considerably to the 

f l e x i b i l i t y of the money market through two major types of 

ac t iv i ty . 

Buy Backs and Dealer Loans. When a dealer does not 

have the customer's desired maturity of a security i n i n 

ventory, he can s e l l either short Canadas or treasury b i l l s 

at a specific price with the agreement to repurchase at a 

certain time i n the future. These are sold at a discount, 

so subject to the l imitat ion described i n Chapter II , the 

investor gains further by his earnings i n terms of a non

taxable capital gain. Alternatively, to help finance their 

inventories, dealers borrow from institutions including non-

f inancial corporations. This procedure is known as "country 

banking". At the end of 1963 i t exceeded c a l l and day-loan 

borrowings from chartered banks by almost $100 mi l l ion , and 
3 2 

the to ta l volume at times has exceeded $4-00 mi l l ion . The 

disadvantage to the investor of low yield i s offset by their 

usual callable feature and the double security of the dealer 

and the instruments i n his inventory. 

Ibid..p.305. 
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Back to Back. The dealer negotiates this transaction 

when a lending corporation is not authorized to deal with 

other non-financial corporations but can accept trust com

pany guarantee instruments. The lending company thus loans 

funds to the trust company from which the borrower attains 

accommodation. 

III . INTERNATIONAL MONEY MARKET INSTRUMENTS 

Opportunities are presented outside the country for the 

corporate borrower or investor and almost every firm that 

engages in international trade must participate to some ex

tent i n the international money market. There i s , of course, 

the added complication of foreign exchange, so a brief con

sideration of this market w i l l be a useful digression. 

The Foreign Exchange Market. At the time of this writing 

the Canadian dol lar i s pegged at $92.50 U.S. The value may 

fluctuate but within very narrow l imits of the pegged' rate 

because of s tabi l izat ion act iv i t i es of the Bank of Canada. 

There i s no guarantee that the rate w i l l remain f ixed, however, 

and appropriate measures to safeguard the corporation are 

often undertaken. 

In an ordinary exchange transaction, a foreign currency 

i s purchased or sold for payment within a few days. This i s 

spot exchange and dealings are carried out through banks. 

Forward exchange differs in that payment on a contract made 

now w i l l take place on some future date. When a treasurer 

enters the forward market the process i s known as "hedging" 



because he i s guaranteed that on some future date he w i l l be 

paid i n the same dol lar equivalent as exists at present. He 

must, of course, pay a fee to the bank for rel ieving him of 

this r i sk . The U.S. bank swap discussed above i s an example 

of an International transaction where hedging occurs. 

International Money Market Investment and Borrowing. 

In addition to bank swaps, the Canadian investor may find i t 

profitable to invest i n American treasury b i l l s when their 

rates are higher than those i n Canada. This does not occur 

very often, however, and Canadian rates usually follow those 

i n the United States at a s l ight ly higher y i e ld . If the U.S. 

rate does go above the Canadian i t would s t i l l have to be 

enough to compensate for the cost of hedging. Even with the 

lower rate, however, a firm may find such an investment at

tractive when i t has both income and expenditures i n the 

United States. For example, i f i t sel ls goods i n the United 

States and w i l l later need the money for a purchase, rather 

than incur the cost of two foreign exchange transactions, i t 

may invest the money i n treasury b i l l s , or any other short-

term American security in which the treasurer has confidence. 

Alternatively, i f the purchase comes f i r s t , short-term bor

rowing by the issuance of commercial paper may be undertaken 

and liquidated when the revenues come i n . No hedging Is re 

quired as the same dollars are used for the loan and purchase.33 

33GreenshieIds Incorporated, A Memorandum on Short-Term  
Borrowing Through the International Money Market prepared for  
Rolls-Royce Limited. (Unnumbered Reprint), p.5. 
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These transactions, of course, are also feasible i n the United 

Kingdom or any other country where a money market exists . 

A money market instrument of especial importance to a 

firm engaged i n foreign trade i s the le t ter of credit . It i s 

a form of banker's acceptance and finds much more extensive 

use than the domestic acceptance noted above. This instrument 

i s u t i l i z ed when a bank accepts the obligation for payment of 

a time draft or b i l l of exchange. After the customer has sent 

his purchase order, he forwards a formal application for a 

le t ter of credit i n favor of the beneficiary, the exporter, 

who i s paid upon shipment by the accepting bank. The importer's 

bank, known as the "opening bank" w i l l ordinari ly write an I r 

revocable le t ter of credit , by which i t authorizes the exporter 

to draw on the bank account of the importer for a sum not ex

ceeding the value contracted between the parties. Shipping 

documents, including the b i l l of lading which must be presented 

to the shipper for receipt of the goods, w i l l be sent to the 

opening bank and they w i l l be surrendered to the importer only 

when he has complied with the stipulations of payment or credit . 

Because of the complexity of this instrument, the exporter 

also usually deals with a bank, which i s known as the "confirm

ing bank". This bank negotiates on his behalf and gives the 

exporter assurance that i f he presents his draft and documents 

i n order, they w i l l be honored, regardless of what may have 

happened to the foreign importer and opening bank i n the 

meantime. 
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It is clear from the above discussion that the reason 

for the existence of this instrument is the d i f f i c u l t y of 

assessing the creditworthiness of a foreign customer. With 

increased dealings, better communications, and greater con

fidence in the foreign f irm, this cumbersome method of trans

action is replaced by open accounts as i n ordinary domestic 

sales. 

A market for dol lar deposits in Europe, the Euro-dollar 

market, has grown in the late f i f t i e s largely because of the 

wide acceptance of the American dol lar for international 

transactions. Euro-dollars are U.S. dollars on deposit with 

banks outside the United States and often the attraction of 

higher interest rates to the investor than American banks may 

under Regulation Q of the Federal Reserve Act. The trans

actions are normally hedged and the dealings take place with 

foreign banks. It can thus become quite complicated and a 

major d i f f i c u l t y i s that of assessing the creditworthiness 

of the borrower. 

IV. SUMMARY AND CONCLUSION 

Unfortunately, s tat i s t ics on outstanding amounts of 

the various money market instruments are extremely sketchy. 

Those presented above come from a variety of sources and 

are, in many cases, estimates. A summary of some of the 

paper outstanding on various dates is presented in Table 

VII. The predominance of Government of Canada issues and 

those of banks and trust companies is noteworthy. This is 



TABLE VII 

AMOUNT OUTSTANDING OF SELECTED SHORT-TERM PAPER 

(Dollar figures i n m i l l i o n s ) 

Instrument 

Government of Canada 

Treasury B i l l s - Tot a l 
- Held by 

General Public 

Short-term Bonds 
(under two years 
maturity) - Tot a l 

- Held by 
General Public 

P r o v i n c i a l 
Bonded debt up to three 
years maturity 

Treasury B i l l s l e s s than 
two years maturity 

Municipal 

Trust Companies 
Deposit Receipts and guaranteed 
investment c e r t i f i c a t e s 
Sales Finance and Consumer 
Loan Companies - Demand and 
short-term notes payable 
(Canadian d o l l a r s ) 

Corporate Paper 

Investment Dealers 
"Country Banking" 

Date Out
standing 

December 31,1963 
December 31,1963 

December 31?1963 
December 31,1963 

March 31 , 1963 

March 31, 1963 

224-0 

354S 
14-71 

17 

68 

December 31,1963 1169 

December 31,19.63 731 

June 30, 1963 229.9 

December 31,1963 350 

Sources: (1) Bank of Canada, S t a t i s t i c a l Summary. January, 

(2) Dominion Bureau of S t a t i s t i c s : Business 
F i n a n c i a l S t a t i s t i c s (Selected F i n a n c i a l I n s t i t u t i o n s ; and 
Fi n a n c i a l S t a t i s t i c s of P r o v i n c i a l Government). 

(3) Canada, Report of the Royal Commission on  
Banking and Finance (Ottawa: Queen's Prin t e r , 1964-), p.305 
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supported by Tables XXVI and XXVII In the Appendix of the t h e s i s . 

, Yields on the s e c u r i t i e s appear i n Table VIII. 

Most of the instruments discussed i n t h i s chapter have 

come of age within the l a s t decade. F u l l maturity of the Cana

dian money market has not yet been reached and as corporate 

treasurers are becoming more sophisticated, any action taken 

upon the recommendations of the Royal Commission on Banking 

and Finance w i l l be of great i n t e r e s t . 

In general, the members of the Royal Commission noted 

that several i n s t i t u t i o n s , including trust companies and sales 

finance companies, have become major depositories of l i q u i d 

f i n a n c i a l assets and thus are increasingly assuming a role 

similar to that of the chartered banks. They, therefore, 

recommended that cash reserve requirements be more stringent 

f o r these i n s t i t u t i o n s and l e s s stringent f o r banks; that the 

6% c e i l i n g on interest charged by banks to corporations be 

removed; and that a l l f i n a n c i a l i n s t i t u t i o n s be subject to 

increased government scrutiny and regulation. 

The net ef f e c t of the recommended action w i l l be to aid 

the competitive p o s i t i o n of the chartered banks. Absence of 

the 6% loan i n t e r e s t c e i l i n g would allow them to charge 

according to the creditworthiness of the borrower and thus 

lower the prime loan rate. Combine t h i s with increased regu

l a t i o n of other i n s t i t u t i o n s and the chartered banks may w e l l 

have more to o f f e r to the corporate borrower and lender i n 

the money market. 
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TABLE VIII 

YIELDS OF SELECTED MONEY MARKET INSTRUMENTS, JANUARY 30,196*+ 

Instrument Yields 

Canada Treasury B i l l s 

91 days 3.77 
182 days 3-9 k 

Finance Company 

30 - 89 days 3 3 A - h 
90 - 179 days h - h 1/8 

180 - 269 days h l A - h 3/8 
270 - 365 days h 3/8 - h 5/8 

Prime Corporate Paper 

24-hour demand 3 5/8 - 3 3 A 
30 days 3 3 A - 3 7/8 

Bankers' Acceptances 

Demand 3.50 
30 days 3.60 
60 days 3.75 
90 days 3.85 

Trust Companies 

30 - 89 days 3 3 A 
9© - 179 days h 

180 - 269 days h l A 
270 - 36 k days h 1/2 
1 yp. - 3 yrs . h 3 A -

Source; McLeod, Young, Wier and Company, "Weekly Money 
Market Quotations". 
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In conclusion, the Canadian money market, while s t i l l 

i n i t s development stages, does offer a great deal to the 

corporate treasurer as a means of ameliorating his profits 

through improved cash management. Techniques for better use 

of this vehicle, factors affecting such ac t iv i ty , and current 

attitudes and actions of Canadian corporations w i l l con

stitute the discussions of Chapters IV and V. 
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CHAPTER IV 

TECHNIQUES OF MONEY MARKET INVESTMENT AND BORROWING 

The investment and borrowing outlets i n the money market 

permit much scope f o r the corporate treasurer to ameliorate 

hi s company's p r o f i t s . This chapter s h a l l consider methods 

available to use the market most e f f e c t i v e l y , and p o l i c i e s 

and attitudes of several active p a r t i c i p a n t s . 

I. CHANGES IN MONETARY CONDITIONS 

Causes of interest rate fluctuations have been noted i n 

previous chapters. Such movements are of p a r t i c u l a r concern 

to the corporate Investor who wishes to gain the greatest 

y i e l d from managing his i d l e balances, and car e f u l scrutiny can 

res u l t i n rewards simply from the timing of purchases and ad

justing of maturities c o r r e c t l y . Some judgment regarding 

probable trends i s required and when extensive trading i s con

templated, the l i q u i d i t y inherent i n Government of Canada 

treasury b i l l s renders them the most useful veh i c l e . To aid 

t h e i r c l i e n t s i n such manoeuvers, the money market dealers 

publish. c i r c u l a r s . Some such as that published by McLeod, 

Young, Wier and Company, place emphasis on the yiel d s of the 

various instruments, while Greenshields and others stress a 

more detailed verbal account of the trends and t h e i r causes. 

Before noting some trends and deducing the appropriate 

action to be taken i n l i g h t of them, i t w i l l be useful to 
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cite a typical action and the appropriate reaction. Suppose 

a firm obtains a large inflow of cash i n a particular week 

and w i l l not require i t for corporate purposes u n t i l six 

months hence. An example of this type of company i s a credit 

rating firm which obtains the bulk of i t s receipts right 

after i t sends out i t s yearly ratings to customers. Another 

example might be a firm which has engaged i n long-term finan

cing but does not require some of the funds u n t i l a later date. 

Suppose further that the board of directors of the firm has 

limited i t s investments to treasury b i l l s and the dealer 

advises the treasurer that rates are l i k e l y to rise by 1/2 of 

1$ within the next week. If the investment i s $1 mi l l ion , the 

annual before-tax yield difference for the 6-month b i l l s would 

be $5000; the after-tax difference (with a 50$ tax rate) for 

the six-month period would thus be $1250. The yield w i l l 

actually be only $1250 - (1250 f- 26), or about $1200, because 

the b i l l s w i l l only be held for twenty-five weeks. An assump

t ion i s that the one-week b i l l s w i l l be capable of being sold 

at a price nearly equal to the or ig ina l . The gain can be 

augmented further by investing the $1 mi l l ion for the f i r s t 

week. Changes are rarely as dramatic as the example noted 

here, although i n the June, 1962 f inancial c r i s i s , before-tax 

yields on six-month b i l l s rose almost 2$ i n a month. After a 

r ise from 3.83$ to 4-. 12$ between. June 6 and June 13, the alert 

treasurer contemplating investment might have speculated on 

the trend and waited u n t i l the following week to buy at 5.16$, 

or even u n t i l June 27 > to obtain the yield of a near peak of 
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5•73%* Further implications of short-term price and yield 

movements w i l l he discussed i n the following section. 

The causes of movements i n long-term interest rates 

were noted i n Chapter II . It i s basical ly the same factors 

which cause short-term rates to fluctuate, but there i s less 

time to assess a trend and action must be taken more quickly. 

The question i s no longer whether to float a long-term bond 

issue now or next year, but rather, whether to place funds 

i n treasury b i l l s today, tomorrow, or next week. 

As i n the long-term market, one of the more important 

influences i s the act iv i ty of the Bank of Canada i n the open 

market. This has already been discussed adequately. Another 

factor to note is the yield pattern i n the United States and 

United Kingdom. For example, on February 28, 196 k, when 

inflationary tendencies and external pressures on the pound 

caused Great Br i ta in to raise i t s bank rate from h% to 5%y 

yields on Canadian government securit ies , including treasury 

b i l l s , also r o s e . 1 The B r i t i s h action had been predicted 
2 

two weeks ear l ier and although the investment dealer making 

the prediction referred to i t as "rumour," mention i n i t s 

weekly c ircular indicated the poss ib i l i ty for rates to i n 

crease. Other paper follows the treasury b i l l pattern so 

the corporate treasurer should have stayed l iqu id i f advised 

that the cost of doing so (in terms of lower yields for near-

maturity instruments) would be more than compensated by the 

AGreenshields Incorporated, Canadian Money Market  
Review. March 3, 1964-. 

2 I b i d . , February 18, 1964-. 
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higher rates forthcoming. 

A f i n a l factor which affects the money market rates to 

a substantially greater extent than long-term yields occurs 

at the end of the year. It was noted i n the previous chapter 

that at the 1963 year end short-term money was scarce. This 

s ituation was not limited to 1963 and i s l i k e l y to occur i n 

the last week of every year. The reason i s that many cor

porations wish to liquidate their marketable security port

fo l io and show as much cash as possible on the balance sheet. 

Regardless of the ethics or advisabi l i ty of such a pol icy, i t 

does exist , and rates on one- or two-week paper can become 

very attractive as issuers require the cash to f i l l the gap 

u n t i l balance sheet date. A corporation which does not follow 

this pol icy, or one which closes i t s books at another date, 

may find rates extremely attractive for these few days, and 

profitable to t a i l o r i t s short-term investment maturities 

accordingly. 

Other changes i n short-run monetary conditions are 

generally the same as those i n the long run. Normally, the 

former precedes the latter but i f participants i n the long 

market foresee changes in the underlying forces and anticipate 

the action that w i l l l i k e l y be taken by the central bank, the 

long market may change direct ion before the short. For 

example, long-term rates i n Canada f e l l very sharply i n 1957 

and rose i n 1958 prior to the reversal i n short-term rates. 

Therefore, participants i n the money market might look at 

the longer-term market as yet another hint as to future 

fluctuations. 
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II . THE YIELD CURVE AND TRADING PROFITS 

The yield curve described i n Chapter II can play an 

important role for the treasurer who wishes to take maximum 

advantage of treasury b i l l dealings. Because of the normal 

pattern of lower yields on outstanding securities closer to 

maturity, a technique known as "riding the yield curve" can 

be a rewarding pursuit. This action consists of buying 

treasury b i l l s and sel l ing them on the market before maturity. 

Suppose, for example, that someone bought a 182-day b i l l on 

September 19, 1963 for an annual after-tax yield of 1.83$. 

He could have sold i t three months later on December 19, 1963 

at the market yield of 1.77% or 1.81$^ after the dealer was 

compensated for his services,for an extra .02% for the three-

month period, or .04-$ on an annual b a s i s . k Add to this the 

after-tax 1.83$ on the b i l l he held for the three-month 

period and the annual rate of return i s 1.87$. 

This technique does have i t s l imitations as the Bank of 

Canada lends some support to these rates through i t s reserve 

bid at the weekly treasury b i l l tender. Furthermore, i f 

interest rates r ise substantially while the b i l l i s held, 

^McLeod, Young, Wier and Company L t d . , "Weekly Money 
Market Quotations." 

4-
The determination of this rate can best be explained 

i n dol lar terms. If he bought a $100 b i l l at 1.83$, the 
annual yie ld would be $1.83; but i f he sold i t at maturity 
(that i s , after one-half year) he would receive only one-half 
of the annual interest , or $.915. Likewise, the gain i n the 
example of .02$ becomes $.01 for the six-month b i l l . If he 
continues this exercise a l l year, making the same gain of 
$.01 four times, the annual gain is $.04% or .04-$. It i s 
assumed that this interest i s not compounded. 



the natural drop i n yield caused "by approach toward maturity 

may be deleted. In fact , Figure 2 shows that the above 

example was part ia l ly such a case. That i s , interest rates 

had generally risen from September 19 to December 19, but 

not enough to completely offset the effect of the yield curve. 

It should be noted that this technique i s much more 

practicable i n the United States than i n Canada as treasury 

b i l l s are no longer such an important money market investment 

for the corporate treasurer (see Table VII) . In the United 

States, on the other hand, they constitute about 70% of money 

market securit ies . They are held for quarterly tax payments 

while Canadian companies must pay monthly. In Canada the 

difference between the dealer bid and asked yields was .06% 

on September 19 for 182-day b i l l s , while i t was .50% on 7-day 

b i l l s . ^ Therefore, while the short end of the September 19 

yield curve persisted through the following week, and i t may 

have appeared extremely profitable to buy a 14-day b i l l to 

s e l l a week la ter , the high dealer spread would more than 

offset any gains from "curve riding". 

? D . P . Jacobs, "The marketable Security Portfolios of 
Non-Financial Corporations, Investment Practices and Trends," 
The Journal of Finance , XV (September, I960), 34-3. 

%he reason for the higher spread i n terms of yie ld on 
shorter term b i l l s i s that the shorter the term to maturity, 
the less difference i n price for a given difference i n y ie ld . 
(See Chapter II , Footnote 9, p.16). 
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FIGURE 2 

SELECTED AFTER-TAX YIELD CURVES (DATA FROM 
McLEOD, YOUNG, WIER AND COMPANY 

LIMITED, "WEEKLY MONEY 
MARKET QUOTATIONS") 
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III. LONG TERM RATES AND SHORT TERM INVESTMENT 

Policies regarding the composition of capital structures 
vary widely between firms. Some prefer to have a high percent
age of their capital i n debt while others choose to minimize 
or eliminate long-term debt. This depends largely upon con
siderations of leverage versus equity base. Any firm that 
desires some debt i s concerned with i t s cost and naturally 
wishes to float a new issue or refund an old one at the lowest 
debt-servicing costs possible. The timing of such an issue i s 
thus an important factor i n light of the fluctuating pattern 
of long-term interest rates, and i t may be viewed as less 
costly for a constantly expanding firm to issue some debt 
even when i t i s not immediately required. 

Suppose that a firm expects to need funds i n about a 
year for expansion of f a c i l i t i e s but at the present time long-
term interest rates are generally regarded as low, perhaps 
because of a central bank monetary policy of ease, or because 
of a temporary economic slump. Under these circumstances i t 
can presently float a twenty-year issue with no sinking fund 
for $10 million at a rate of k%%, and i s advised that a year 
hence the yield may have to be raised to 5%, The firm has 
the choice to wait u n t i l the funds are needed and thus pro
bably pay a higher interest rate for them, or to s e l l secu
r i t i e s immediately and invest the proceeds temporarily i n 
the money market. 

The second method can be advantageous, for while the 
firm w i l l be losing the diff e r e n t i a l between higher borrow-
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ing than lending rates for one year, i t w i l l gain the d i f 

ferent ia l between the borrowing rates for the entire l i f e of 

the issue. 

The advantages can be i l lustrated with an example using 

the assumptions outlined above. Since i n either case i t w i l l 

want a maturity of twenty years after the start of the pro

ject , i t s choice i s to borrow now for twenty-one years or a 

year hence for twenty years. The f i r s t alternative offers 

an annual before-tax saving of 1/2 of 1$, or assuming a 50% 

tax rate, l A of 1% after taxes. In dol lar terms this is an 

annual after-tax saving of $25,000. Assuming that the company's 

after-tax normal rate of return i s 6%, the discounted savings 

taken one year from now, when the project begins, for the 

following years w i l l be $286,750 (or 25000 x 11.4-70). The 

present value of this amount received one year hence i s 

$270,k05 (or 286750 x .9k3)> and this is the present value 

of the savings made by the alternative. 

One must next consider the costs. For the following 

year, the company w i l l be paying 4-£# before taxes on the $10 

mil l ion with which i t can earn only 3% i n short-term invest

ments. This i s an after-tax cost of 3 A of 1%, or $75>000, 

of which the present value i s $70,725. Thus the net present 

value of the savings they can achieve by this alternative i s 

$270,1*05 - $70,725 = $199,680. 

This , of course, i s a hypothetical and simplified 

example, but the essence of the argument is s t i l l valid* 

The higher cost of borrowing lasts the entire l i f e of the 
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bond issue while the extra cost from lending at a lower rate 

than borrowing should only last a short time. 

IV. CASH MANAGEMENT 

Brofit from money market investment depends largely on 

the eff icient use of idle cash. The treasurer must therefore 

determine how much cash he w i l l have on hand on particular 

dates and then how much i s needed for corporate purposes. The 

residual i s invested i n the money market. Each of these areas 

w i l l be considered i n turn. 

Cash Forecasting. In almost every firm there is some 

degree of cash forecasting. The extent may only be an edu

cated guess on the part of a treasurer but i f the maximum use 

of cash is to be achieved a more detailed and formal prediction 

i s required. Often cash forecasting i s part of the profit plan, 

where profit objectives are set for the f irm, and operations 

are planned to produce the desired results . Where such a 

budget i s used as a control as well as a planning device, i t 

i s easier for the treasurer to maintain rel iable forecasts as 

objectives are altered according to changing circumstances. 

Some firms plan annually although additional shorter planning 

periods provide for more eff icient u t i l i z a t i o n of the cash 

account. Therefore, i t i s becoming more common to plan 

monthly, weekly, and even da i ly . 

The f i r s t operation i n a popular method of cash fore

casting i s to determine the cash receipts from sales. Credit 

sales are subtracted from tota l sales i n a period to establish 

the expected cash sales and added to this figure is the 



expected col lect ion of accounts receivable. Proceeds from 

the sale of used equipment and other income items such as 

interest and dividends received are then added to obtain a 

figure for the tota l cash receipts anticipated. The next 

step i s to determine the outlays by adding cash purchases 

of materials and equipment to payment of outstanding trade 

accounts, wages, administrative expenses, taxes, dividends, 

interest , and bond redemptions. Other items, such as the 

sale of stock or bonds expected i n a period, are also i n 

cluded and the net receipts minus the net payments gives 

the net inflow or outgo. F ina l ly , the balance or def ic i t 

at the beginning of the period is added or subtracted to 

estimate that at the end.? Presumably the company has 

determined i t s minimum cash position so i t can decide how 

much to plan on borrowing or investing temporarily. 

Suppose, for example, that a company has decided upon 

a minimum cash balance of $10 mi l l ion and that i t prepares 

monthly forecasts for six months ahead and extended appro

priate ly every month; that i s , at the end of December i t 

plans u n t i l June and at the end of January i t extends i t s 

plans u n t i l July. Suppose further that (1) at no time 

during the six-month period from January u n t i l June i s the 

cash balance on hand expected to f a l l below $15 mi l l ion; 

(2) i t w i l l be as high as $20 mi l l ion throughout every month 

'P. Hunt, C M . Williams and G. Donaldson, Basic  
Business Finance (Homewood: Richard A. Irwin, Inc., 1961), 
pp . l51 - l£?V 
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except A p r i l ; and (3) at the end of June the expected cash 

balance w i l l be reduced again to $10 m i l l i o n . 

The most l o g i c a l a l ternative would seem to be to invest 

$5 m i l l i o n i n a six-month note and $5 m i l l i o n i n a three-month 

note, the l a t t e r to be liquidated at the end of March and r e 

invested at the end of A p r i l . Table IX shows the p r o f i t s to 

be gained by t h i s approach using treasury b i l l s and t h e i r 

y i e l d s as of December 31, 1963. This s h a l l be referred to 

as Investment P o l i c y A. 

An alternative approach i s Investment Pol i c y B whereby 

the company invests the entire $10 m i l l i o n i n six-month 

notes and plans to li q u i d a t e $5 m i l l i o n f o r the month of 

A p r i l . Table X shows the r e s u l t s from t h i s attack. It 

should be noted that December 31 rates are used i n both 

cases and an assumption i s therefore that i n t e r e s t rates 

w i l l not change between December and A p r i l . If such a 

change i s expected the figures should be altered accordingly, 

and i n p a r t i c u l a r , the gain from "curve r i d i n g " i n Invest

ment P o l i c y B may be a loss i f intere s t rates r i s e sub

s t a n t i a l l y . 

There i s yet a t h i r d possible approach which s h a l l be 

designated as Investment P o l i c y C. This consists of invest

ing the f u l l $10 m i l l i o n i n six-month b i l l s and leaving i t 

invested f o r the entire period. When the money i s needed i n 

A p r i l , a 30-day promissory note w i l l be issued. It i s 

assumed that the company has a high c r e d i t r a t i n g and that 

the prime corporate paper rate of December 31> 1963 w i l l 

p r e v a i l through A p r i l , 1964-. This rate i s 4- 1/8$ and when 
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TABLE IX 

PROCEEDS FROM INVESTMENT POLICY A 

Annual aft e r - t a x y i e l d 
f o r 6-month Treasury B i l l 

Amount invested f o r 6 months 

Proceeds from Investment 

1.1 

$5 m i l l i o n 

$4-7250 

Annual after-tax y i e l d 
f o r 3-month Treasury B i l l 

Amount invested f o r 3 months 

Proceeds from Investment 

1. 

m i l l i o n 

$22250 

Annual after-tax y i e l d 
f o r 2-month Treasury B i l l 

Amount invested f o r 2 months 

Proceeds from Investment 

1.73$ 
$5 m i l l i o n 

$14-750 

Net Proceeds $84-250 



TABLE X 

PROCEEDS FROM INVESTMENT POLICY B 

Annual after-tax yield 
for 6-month Treasury B i l l s 

Amount invested for 6 months 

Proceeds from Investment 

1J 

$5 mi l l ion 

$4-7250 

Amount invested for 3 months 
i n 6-month B i l l s 

Proceeds from Investment 

mi l l ion 

$23625 

Annual after-tax yield 
for 2-month Treasury B i l l s 

Amount invested for 2 months 

Proceeds from Investment 

1.73$ 

$5 mi l l ion 

$14-750 

Gain from "Riding the Yield 
Curve" (per analysis i n 
previous section) j 0007 x $5 mi l l ion =$ 1 7 $ 0 

2 

Net Proceeds $87375 
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the dealer commission of 1/8 of 1% i s added, the net before 
o 

tax cost to the company i s 4- l A $ , or 2.04$ a f t e r taxes. 0 

Table XI shows the r e s u l t s of such a p o l i c y . 

It would seem from the above analysis that Investment 

P o l i c y B i s the most appropriate. However, i t i s based upon 

the assumptions that (1) the only vehicle i s the treasury 

b i l l ; (2) that the December 31, 1963 y i e l d s on treasury b i l l s 

w i l l hold through A p r i l , 1964-; (3) that the yields on cor

porate paper w i l l also remain constant; and (4-) cash forecasts 

are only made on a monthly basis. These assumptions may or 

may not be reasonable at the time an investment i s contem

plated. As noted previously, the treasury b i l l i s not the 

only method of investment and, i n f a c t , f a r from the most 

important one. Other papers o f f e r higher y i e l d s and are 

l i k e l y to be used instead. The advantages i n y i e l d , however, 

may be o f f s e t by a s a c r i f i c e i n l i q u i d i t y and even i f the 

paper can be sold before maturity a s i g n i f i c a n t loss on sale 

may be the r e s u l t . Thus, Investment P o l i c y B may be i n 

appropriate. In such a case t h i s p o l i c y should be examined 

i n r e l a t i o n to Investment P o l i c y A or C using finance or 

other paper. The second and t h i r d assumptions may also not 

be v a l i d . Even i n the example c i t e d above, inter e s t rates 

were r i s i n g from September to December, 1963, and i f t h i s 

trend i s expected to continue p r o f i t s from r i d i n g the y i e l d 

McLeod, Young, Wier 
Money Market Quotations." 
the examples noted i n t h i s 
52$. 

and Company Limited, "Weekly 
It i s assumed i n a l l cases i n 
section that the tax rate i s 
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TABLE XI 

PROCEEDS FROM INVESTMENT POLICY C 

Annual after-tax yield 
for 6-month Treasury B i l l s 

Amount invested for 6 months 

Proceeds from Investment 

1.89$ 

$10 mi l l ion 

$94-500 

Annual after-tax cost 
of Corporate Paper 

Amount issued for 1 month 

Cost of the Issue 

2.04-$ 
$5 mi l l ion 

$ 8500 

Net Proceeds $86000 
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curve w i l l be reduced or eliminated. Furthermore, they are 

investing f o r six months at lower yie l d s than w i l l be l a t e r 

obtainable. Both of these factors w i l l increase the r e l a t i v e 

advantages of Investment P o l i c y A. 

If the fourth assumption, monthly cash forecasts, i s 

not v a l i d the entire analysis may be a l t e r e d . For example, 

the company may f i n d that funds are not required throughout 

the entire month of A p r i l but only the l a s t two weeks. The 

issuance of corporate paper f o r such a short time may not be 

f e a s i b l e so the costs of a bank loan should be investigated; 

or the type of paper bought may not be attainable f o r maturity 

except at 30, 60, or 90 days. In the l a t t e r case, the 

p o s s i b i l i t y of buying the paper f o r a three-month period and 

then investing i n a more l i q u i d instrument f o r the two weeks 

of A p r i l should be examined. It i s obvious that more precise 

cash forecasts w i l l increase the number of p o s s i b i l i t i e s and 

maximize the gains possible from investment by keeping the 

funds more f u l l y u t i l i z e d i n the paper. 

One must conclude from the above remarks that there i s 

not one p o l i c y that i s u n i v e r s a l l y better than any other. 

The important point i s that i t i s useful f o r an analysis such 

as the one made above to take place before the investment. 

In the questionnaires c i r c u l a t e d by the author, comments were 

requested. Many respondents expressed pride i n t h e i r extensive 

cash forecasting but none mentioned any formalized approach to 

decide upon a l t e r n a t i v e s . One f i r m d i d state that i n accor

dance with t h e i r cash forecasting i t t a i l o r e d i t s maturity 
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dates. Most of i t s payments were mailed on the twentieth of 

every month, so when receipts came i n throughout the month, 

they were invested i n paper to mature on the twenty-first, 

twenty-fourth and twenty-fifth. However, i t did not mention 

consideration of other a l t e r n a t i v e s , such as remaining f u l l y 

invested f o r a longer time and borrowing to meet these pay

ments. Therefore, an approach consisting of a consideration 

of alt e r n a t i v e s i n l i g h t of future expectations and types of 

authorized investment media i s recommended here. 

Cash Economizing. In the analysis above the minimum 

cash balance was given; determination of t h i s figure i s an 

Important decision. If the f i r m i n the example was a c t u a l l y 

able to work with a minimum balance of $5 m i l l i o n instead of 

$10 m i l l i o n , a large sum of potential gains from money market 

investment was foregone. 

With the large postwar economic expansion, addi t i o n a l 

working c a p i t a l needs have made firms aware that they could 

generate a volume of sales with much les s cash than they had 

e a r l i e r anticipated. In poor business years when inventories 

were reduced and there was more cash avai l a b l e , the treasurer 

was then able to use the excess. Garvy explained t h i s i n 

terms of the "ratchet e f f e c t " : a need caused an action, but 
9 

once the need disappeared the action remained. In spite of 

a r i s e i n interest rates during an expansion, rather than 

7Garvy, G., Deposit V e l o c i t y and Its Significance. 
(New York: Federal Reserve Bank, 19WT, p.70. 



encourage corporate security investment, additional capital 

investment took place. This , i n turn, created a corporate 

demand for money which pushed interest rates up further. 

With money harder and more expensive to obtain, the cor

poration, out of necessity, worked with a smaller cash/sales 

rat io than i t had previously, and thus learned to economize 

cash. Then when the economy's growth slowed down, the 

treasurer learned to work with less cash and thus could 

invest i n short-term securities the surplus not needed. 

To examine the va l id i ty of the above argument i n l ight 

of recent Canadian events, Table XII shows the cash/sales 

ratios i n recent years. One w i l l note that the years 1951, 

1956 and 1959, i n which there were the most rapid r ise i n 

sales, coincided with the most rapid declines i n cash/sales 

rat ios; and i n the years of slowed growth i n sales (1952, 

1954-, 1957, 1958, I960 and 1961), the ratios a l l climbed or 

showed minimal decreases from the previous years. Table 

XIII shows further that manufacturing firms have had lower 

cash/sales ratios than non-manufacturing firms i n good years 

and higher ratios i n lean years. This may be attributed to 

the larger size and greater susceptibi l i ty of the former to 

cyc l i ca l swings . 1 0 

Bruce King MacLaury, "The Canadian Money Market, 
Development and Impact" (Doctoral Dissertation, Harvard 
University, 196l), p.24-5. 
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TABLE XII 

SALES AND CASH OF CANADIAN NON-FINANCIAL CORPORATIONS 

(Millions of dol lars; percent) 

Year 

1950 
1951 
1952 
1953 
1954-
1955 
1956 
1957 
1958 
1959 
I960 
1961 

Notes: These s tat i s t ics are totals for a l l f u l l y tabulated 
corporations minus "finance, insurance, and real 
estate" category. Taxation Stat i s t ics . 

Taxation year includes a l l corporations whose f i s c a l 
year ends within the stated calendar year. 

Cash Sales Cash/Sales 

$1225 $ 25827 k.9# 
113k 3064-7 
1267 332k5 3.8 
13k9 36862 3.7 
1515 37968 4-.0 
1637 4-2311 3.9 
154-7 43461 3.2 
1571 50399 3.1 
1706 50811 3.3 
1654- 554-96 2.9 
1597 574-27 2.8 
1789 594-52 3.0 

Source: Canada, Department of National Revenue, Taxation 
Division,Taxation Stat i s t ics . 



TABLE XIII 

SALES AND CASH OF CANADIAN MANUFACTURING CORPORATIONS 

(Millions of d o l l a r s ; percent) 

Year Cash Sales Cash/Sales 

1950 $ 64-5 $ 12853 5.0$ 
1951 502 15360 3.3 
1952 553 16267 3.4-
1953 604- 17756 3 . k 

195V 729 17758 4-.1 
1955 7k7 19805 3v8 
1956 602 22213 2.7 
1957 632 22111 2.9 
1958 753 21774- 3.5 
1959 - 668 23824- 2.8 
1 9 6 0 64-1 24680 2.6 
1961 725 25289 2.8 

Source: Canada, Department of National Revenue, Taxation 
D i v i s i o n , Taxation S t a t i s t i c s . 
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It was mentioned that i n years of rapid growth when 

interest rates were high, there was a great deal of capital 

investment. This situation exposes an interesting paradox, 

as just when money market securities were most attractive, 

the corporation had less funds available to invest i n them. 

Of course, i t also had less cash relative to sales. The 

conclusion, then, is that high interest rates were not 

necessarily the cause of money market investment, and i n 

fact , the relationship should be an inverse one. The 

treasurer should have taken note of the "ratchet effect," 

however, and realized that he was able to work with less 

cash than he had earl ier supposed. F i n a l l y , when his sales 

growth slowed down and investment opportunities in his own 

company decreased, he could have maintained the previous 

cash/sales ra t io , and with the excess cash, obtained some 

return from the money market. At this time money was l i k e l y 

to be easier and his returns not as great as before, but the 

opportunity to invest did exist . 

The last condition, that of easier money with slowed 

expansion, i s not always a va l id one. In fact , during recent 

years the Bank of Canada, through i t s monetary policy, has 

maintained interest rates at a high level i n spite of slowed 

expansion. Therefore, re la t ive ly high interest rates have 

coincided with ava i lab i l i ty of funds for temporary investment. 

The most useful tool to aid cash economizing i s the cash 

budget similar to that described i n the previous section. 

Other methods include centralizing of bank balances, improved 
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communications between branches, and improved synchronization 

of trade payments and receivable col lect ion. 

V. EMPIRICAL OBSERVATIONS 

Much of the short-term borrowing and investment act iv i ty 

of a particular firm Is tempered by the character of the firm 

i t s e l f or the industry of which i t forms a part. These factors 

shal l be discussed i n the following chapter. This part shal l 

consider some of the investment and borrowing policies of 

Canadian firms to give an impression of attitudes of several 

f inancial executives regarding the money market, and what i s 

currently being done by some firms to take advantage of the 

opportunities. 

Cash Forecasting 

The most detailed reply to the questionnaire regarding 

cash forecasting i n conjunction with money market ac t iv i ty 

was submitted by a large industr ia l corporation with to ta l 

assets exceeding $150 mi l l i on . The assistant treasurer 

made the following comments after stating the large scope 

of his firm's operations: 

. . .Thus to gain the maximum benefit from surplus 
funds (or conversely to avoid having idle funds i n 
the bank at no interest) , to meet short-term re
quirements, for additional funds at the lowest 
possible cost, and to be forewarned regarding the 
need for additional, more permanent capital i t is 
necessary to prepare plans ranging i n term from 
one month to five years. These f inancial plans 
are developed from short- and long-term operating 
forecasts, projected capital expenditures and other 
estimates of the future, most of which are compiled 
as part of a regular routine. 
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A long-term forecast gives us an indication of 
the cash which w i l l he generated internal ly , the 
demands on i t for capital expenditures, the amounts 
which w i l l he available for investment or debt re
payment, and i s one of the factors taken into 
account for dividend policy. The one-year cash 
forecast i s a more detailed plan by months for the 
next quarter and by quarters for the balance of the 
year. It i s revised every three months. From this 
and data on monthly variations, we can judge whether 
investments should be for , say, 30 or 60 days, or 
extended into six to nine months. We can also 
judge from this whether i t would be preferable to 
select some easi ly saleable security rather than 
some fixed term commitment which would result i n 
a loss i f additional funds were needed i n an emer
gency. The f i n a l measures consist of a forecast 
for one month which is developed i n considerable 
deta i l and a dai ly cash statement prepared i n 
similar form. These lat ter elements i n cash plan
ning provide us with a dai ly check on our progress 
against the plan and allow us to invest cash for 
as short as one day or as long as 30 days, indepen
dent of what may be indicated by longer term 
estimates. 

Another large industr ial firm with to ta l assets exceed

ing $50 mi l l ion reported use of a cash forecast i n conjunc

t ion with a profit plan. The treasurer stated the following: 

We prepare a 12-month running forecast of profit 
and loss and a 12-month running forecast of cash 
flow. We merge these into a forecast of change in 
f inancial position and a forecasted balance sheet. 
This procedure permits us to see well i n advance 
whether or not the results we predict w i l l be sat is
factory. If i t appears that they are not going to 
be satisfactory, i t gives us plenty of time to 
change our plans and f ind a basis that w i l l produce 
the desired results . 

These reports are based upon a forecast of unit 
sales, production, and inventory, broken down into 

, , and Various 
special products. To the unit forecast we are able 
quite accurately to apply the weighted average sales 
prices to obtain sales estimates and the weighted 
average cost prices to obtain cost of sales and cost 
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of production. We have detailed methods of 
forecasting and budgeting sales and admini
s t r a t i v e expense and other major disbursement 
areas including c a p i t a l disbursements f o r ex
pansion, improvement and replacement of c a p i t a l 
f a c i l i t i e s . 

We also maintain a long range 5-year sales 
forecast, a 5-year p r o f i t and loss and cash 
flow, which are prepared on a d i f f e r e n t basis 
than the 12-month short range forecasts which 
permit a more detailed approach. 

The companies quoted above were large, but t h e i r pro

cedures were not necessarily a function of s i z e . The con

t r o l l e r of a f i r m with assets of less than $15 m i l l i o n r e 

ported that his company prepared pro-forma f i n a n c i a l state

ments on a monthly basis and while he described his weekly 

cash forecasts as "rough estimates", they did permit him to 

invest i n treasury b i l l s f o r about ten days each month 

between large cash inflows and outflows. 

Banker Relationships 

It has been noted that banks are adverse to the issuance 

of commercial paper, e s p e c i a l l y because they are forced to 

support the market through t h e i r l i n e s of c r e d i t . However, 

the extent to which action i s taken by the banks to prevent 

t h e i r customers from issuing paper d i f f e r s widely among 

firms and, judging by statements of respondents to the 

questionnaire, the paramount factors are attitudes of cor

porate treasurers and bargaining between them and t h e i r 

bankers. The following examples w i l l i l l u s t r a t e t h i s l i n e 

of reasoning. 



The treasurer of a company with an AMI credit rating 

and a sophisticated system of cash management stated that: 

...we would not borrow from commercial corpora
tions because we prefer to pay s l ight ly more and 
keep our lines of credit with our bankers firmly 
established. When money i s essential i t i s 
usually hardest to get and the commercial type 
of borrowing is on a here-today-gone-tomorrow 
basis, whereas the banks are constant, and we 
fee l i t i s better to keep our credit well 
established with them. 

A construction supply firm with a highly cyc l i ca l cash 

flow reported: 

At present, we choose to remain i n the short-term 
money market since i t i s more economical with i n 
terest rates i n the range of 4-$ to 4- 1/2$, whereas 
long-term borrowing rates would be i n the 6$ to 
6 1/2$ range and, of course, i n addition to this 
you would have the legal , f inancial and underwrit
ing costs which go along with a long-term issue. 
This policy can only be followed as long as suf
f ic ient funds are available i n the short-term 
market and, at the same time, we believe that any 
short-term borrowing on the open market must be 
f u l l y backed by a l ine of credit with the banks. 

One commercial paper borrower had an understanding with 

his banker that he would do at least 66$ of his short-term 

borrowing there, while another had a similar agreement, but 

the amount was 50$. 

There is also a wide variety of pol icies on the invest

ment side. Some firms keep a minimum cash balance with the 

bank, while one mentioned that i t has agreed to keep a 

$700,000 deposit with i t s bank for services rendered; for a 

period of about ten days every month the balance declined 

below this figure and an annual 4- 1/2$ interest rate was 

paid to the extent of this deficiency. A firm was quoted 

i n the previous chapter as investing i n term deposits only 



to maintain banker relationships. Another stated that i t 

placated.Its banker by buying treasury b i l l s there. On 

the investment side the banks have at least offered the 

corporate treasurer a competitive instrument, the bank 

term deposit; on the borrowing side, both their loans and 

acceptances were deemed excessively expensive. 

Investment Policies 

As i n the case of banker relationships, one cannot 

generalize with respect to investment pol ic ies . Board of 

director approval was generally required for the various 

securities and one finance company executive stated that 

most larger firms placed l imits on the amounts of various 

instruments. He noted further that since his company has 

been growing very rapidly i n the past several years, one 

of his continuing problems was to convince larger indus

t r i a l firms to increase their quotas of his notes. He 

also mentioned that while a l l finance company notes were 

placed through investment dealers, he did extensive mar

keting himself on an informal basis. Thus, once again, 

personal attitudes and the bargaining process were para

mount considerations. 

Not one firm reporting on their procedure detailed 

any type of formal analysis as recommended ear l ier i n 

the chapter, but many firms outlined considerations i n 

cluding expected needs according to their cash flow, 

security, marketability, and y ie ld . 



°ne of the basic problems regarding safety of the 

investment was that there were no concrete standards of 

performance. Many firms expressed fear as to defaults 

i n commercial paper, yet the fact remains that to date 

there has been none; nor have any of the finance com

panies l i s ted i n Table V fa i led to meet a maturity pay

ment. Examples presented below give an impression of 

the variety of attitudes of several treasurers active 

i n the money market and how these attitudes affect their 

portfol ios . The portfolios themselves are presented i n 

Table XIV. 

Company A. The treasurer of a large public u t i l i t y 

stated that the basic policy relat ing to investments was 

"maximum security with complete l i q u i d i t y . " Table XIV 

shows that this policy was not i n fact adhered to, although 

the treasurer also mentioned that maturity dates were 

tailored carefully to corporate needs. The meaning of 

maximum security was also not clear but the absence of 

commercial paper i s noteworthy. 

Company B. The secretary-treasurer noted that, i n 

conjunction with a policy of highest net y ie ld consistent 

with safety and l iqu id i ty , his company rarely invested for 

a period beyond six months i n non-Government of Canada 

securit ies . The following remarks further explained his 

portfol io: 

. . .The growth and ava i lab i l i ty of Provincial 
and Municipal low-coupon bonds and notes have 
resulted i n our using this medium for a sub-
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stantial amount of our term lending rather 
than Finance and Trust Company paper, which 
media we had used extensively i n prior years. 

In conclusion, I would point out that one 
cr i t i c i sm we have of the present short-term 
market is that quality of investment does not 
always seem to be reflected i n the yields 
available. This may have something to do with 
the relative amount of money available from 
lenders who are taxable as compared with those 
who are not taxable on capital gain, combined 
with lack of appreciation on the part of some 
lenders as to the inherent risks i n lending to 
some borrowers. 

Company C. The Vice-President-Finance of a large 

appliance firm stated the following regarding his Invest

ment pol icy: 

From a review of the investment securities 
statements, you w i l l note that our securities 
are highly marketable. Our policy is to keep 
l iqu id and not to get locked into an invest
ment situation even though this policy does 
reduce the yield that we might obtain. How
ever, we fee l that i t i s wise i n order that 
we may take advantage of any opportunity that 
might present i t s e l f where a substantial amount 
of cash might be required. 

Table XIV indicates that a large proportion of the firm's 

investment was not, i n fact , highly marketable. However, i t 

forecast i t s cash needs and i t was thus l i k e l y that the large 

sum on c a l l would suffice for any unexpected requirements. 

Furthermore, the detailed l i s t sent to the author gave 

evidence of a substantial d ivers i f icat ion both i n issuers 

and maturity dates. 

Company D. This is the company of assets over $ 5 0 

mi l l ion quoted In the "Banker Relationships" section above. 

Regarding i t s investment pol icy, i t agreed with Company B 
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that the yields on corporate paper did not just i fy the r i sk 

and i n conjunction with i t s policy of good hank relations, 

invested mainly in hank term deposits, U.S. "swaps," and 

treasury h i l l s . While i t s policy indicated lack of 

aggressiveness i n searching for the highest yielding i n 

struments, the following extract from the treasurer's 

let ter showed much aggressiveness i n another respect: 

. . .Wi th regard to real short-term money we 
always look at our hank balance at 10:30 
Friday morning, ascertain our probable 
exposure for drawing on the week-end on 
Friday u n t i l close of banking, then we i n 
vest the balance for the week-end by dealing 
with a large underwriting house on a s e l l - and 
buy-back basis with short-term treasury b i l l s 
held as co l la tera l . Thus, we may have a 
variety of investments a l l at the same time, 
namely, bank deposit cert i f icates for th ir ty , 
s ixty, or ninety days, th ir ty , sixty, or 
ninety-day treasury b i l l s and week-end loans 
on short-term market supported by treasury 
b i l l co l la tera l . We graph our bank balance 
vs. our investments and try at a l l times to 
have the maximum amount of refund invested. 
It pays off, has no r i sk and is using funds 
that would otherwise be i d l e . 

Company E . The Vice-President-Finance of this firm 

was interviewed by the author. Table XIV shows a well 

divers i f ied portfol io , most of which was In discounted 

bonds. He stated that he kept informed of movements within 

the money market, and had a thorough understanding of d i s 

count and yield movements. In fact , he claimed that many 

issuers and dealers often misquoted prices, so he made 

continual reference to his own yield book. Not only did 

he receive a dai ly statement from his bank, but reconciled 

this with his own cash flow and issuance of cheques, and 
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he knew each day exactly what his cash position was. His 

hank account was kept at a minimum and often was a negative 

f igure. This was unknown to the hank because of the bank 

f loat , and when a def ic i t occurred he was sure to replenish 

i t before his outstanding cheques would be entered i n his 

account. 

His policy with regard to long-term debt was equally 

aggressive. His firm was continually expanding, so when 

few issues were placed on the market by others, and the mar

ket seemed receptive, he would float an issue whether he 

needed the money or notj then he invested the proceeds 

temporarily. Furthermore, his bond indentures from previous 

issues had sinking fund provisions, but instead of ca l l ing 

bonds at 100, he bought outstanding bonds on the market at 

as low as 83. The price was this low because these bonds 

were or ig ina l ly sold when interest rates were much less. 

Therefore, he f u l f i l l e d his sinking fund requirements, and 

made substantial profits i n the process. 

He admitted to a slight "window-dressing" of the cash 

account for annual report purposes. The reasoning was that 

shareholders l iked to see some cash, and this was accomplished 

by not renewing some of the investments that matured at the 

end of the year unt i l the beginning of the next. Nevertheless, 

the company did show i t s short-term securities separately on 

the balance sheet and profit from this dealing i n the income 

statement. 

This f inancial man agreed with those i n Companies B and 

D that yield differences did not merit investment i n cor-



95 

porate paper. He stated that i f the firm i n which he placed 

about $5 mi l l ion had f inancial d i f f i cu l t i e s and defaulted, 

court delays might hold up payment when his own firm needed 

the funds for corporate purposes. He would then be em

barrassed to t e l l board of directors that he made the invest

ment for an after-tax yield advantage of about 1/8 of 1%. It 

i s noteworthy that his board was an exception to the rule by 

showing enough confidence to place no restrict ions whatever 

upon his investment pol ic ies . 

The company made ten-year and five-year predictions of 

capital expenditures, the lat ter i n greater deta i l than the 

former. Furthermore, a one-year cash forecast was made by 

months i n conjunction with the operations budget. Thus, 

inflows and outflows were known well i n advance and maturity 

dates could be tai lored accordingly. The dai ly forecast has 

already been noted and i t enabled the Vice-President-Finance 

to invest for periods as short as a week. He has occasionally 

placed money over the week-end and expected to give more 

attention to this outlet in the future. 

Aside from these companies noted i n the examples above, 

other respondents indicated further variety i n policies and 

attitudes. In part icular, two firms i n a chronic cash sur

plus position preferred to place the funds i n equities 

because the dividends were not taxable i n the hands of cor

porations. The secretary-treasurer of one of these firms 

mentioned the r i sk of capital loss through forced sale, but 

expressed confidence that the r i s ing trend i n stock prices 

should continue. 
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TABLE XIV 

INVESTMENT PORTFOLIOS OF SELECTED COMPANIES 

(In percentages of to ta l short-term investments) 

Security Company  
A B C D E 

Government of Canada 
Direct and Guaranteed 
Bonds 7.5 3 .̂3 30.8 - 34-. 5 

Provincial Direct and 
Guaranteed Bonds 22.0 32.2 7.9 - 52.0 

Municipal - - 4-.1 - 4-.1 

Bank Term Deposits 
(Canadian and U.S. 
Funds 22.4- 12.3 - 100.0 

Trust Company 

Deposits 39.6 - 8.3 - 2.7 

Finance Paper 8.5 - 1.6 - 6.7 

Commercial Paper - - 12.6 

Dealer Loand - 21.2 34-.7 

Total 100.0 100.0 100.0 100.0 100.0 

Note: Companies reported on different dates 

Sources: Selected Canadian companies. 
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S e v e r a l r e p l i e s i n d i c a t e d disagreement w i t h the a t t i t u d e s 

o f Companies B and D concerning s a f e t y , and one t r e a s u r e r r e 

garded a p o l i c y o f o n l y p l a c i n g funds i n governments as an 

"extreme view". Composite r e s u l t s o f t o t a l investments and 

borrowings o f the respondents are presented i n the Appendix. 

The predominance of F e d e r a l Government o b l i g a t i o n s and those 

o f banks and t r u s t companies i s noteworthy as i s the f a c t 

t h a t o n l y t h r e e respondents i n v e s t i n g i n co r p o r a t e paper made 

use o f th a t media, a l o n e . 

From an examination of the responses one must conclude 

t h a t t h e r e was a v a r i e t y of investment p o l i c i e s based mainly 

on the d i f f e r e n t a t t i t u d e s o f the e x e c u t i v e s and boards o f 

d i r e c t o r s of the companies. There were a l s o s u b s t a n t i a l 

d i f f e r e n c e s as t o how hard companies were w i l l i n g t o work 

t h e i r cash. Only two companies r e p o r t e d the use o f week-end 

investments and one t r e a s u r e r s t a t e d t h a t h i s board o f 

d i r e c t o r s d i d not t h i n k an investment f o r a few days o n l y 

was "worth w h i l e " . 

The f a c t o r s noted above determine the investment o r 

borrowing p o l i c y when there i s a s u r p l u s or d e f i c i e n c y o f 

funds. Such excesses o f , or needs f o r , cash are l a r g e l y 

determined by c h a r a c t e r i s t i c s p e c u l i a r t o an i n d u s t r y o r 

by the f i n a n c i a l s t r u c t u r e o f i n d i v i d u a l f i r m s . These con

s i d e r a t i o n s w i l l form the d i s c u s s i o n o f the f o l l o w i n g c h a p t e r . 



CHAPTER V 

INFLUENCES UPON MONEY MARKET ACTIVITY 

The non-financial corporation's major scope of 

ac t iv i ty does not include dealing i n securit ies . It has 

i t s own nature of trade toward which efforts are concen

trated, and money market dealings should thus be a marginal 

portion of operations to take place when the firm has sur

plus funds available or needs additional cash to carry on 

i t s business. Many factors cause some firms to have more 

of such surpluses or needs than others, and these considera

tions shal l be the subject of this chapter. It should be 

noted that the factors do not always carry the same weight. 

For example, one company may have a large dividend payment 

of $5 mi l l ion while another, only $100,000; the former w i l l 

have to save i n anticipation of the payment while the lat ter 

may find dividends a minor aspect of i t s cash flow. One 

should also note that the factors do not always work i n the 

same direction and a firm may discover, for example, that 

bank borrowing f a c i l i t i e s eliminate the need to save for 

any lump sum payments. 

I. THE INDIVIDUAL FIRM 

If a firm can earn 8% before taxes on capital invested 

within i t s e l f , i t i s obvious that such capital i s being put 

to better use than i n securities yielding 3% or h%. There-



99 

fore, i t i s advantageous for the company to have i t s cash 

and marketable security accounts as small as possible. 

The more even the cash flow, the easier i t becomes for the 

company to minimize these accounts, but most firms are sub

ject to fluctuations aris ing from causes noted below. 

Use of Trade Credit . With the exception of r e t a i l sales, 

buying and se l l ing are rarely done on a cash basis. As this 

i s affected by particular industry characteristics i t shal l 

be discussed in the next part of the chapter, but i t i s 

often a function of the firm i t s e l f or i t s suppliers and 

customers. A company may deal extensively with one supplier 

from which i t receives invoices throughout the month payable 

on the tenth of the following month. Furthermore, i t may 

receive payment from customers throughout the month, and 

thus have a surplus build up for which a lump-sum payment 

must be made. The supplier, on the other hand, may have to 

make Its disbursements throughout the month, so receipts 

must be held for these payments. The ideal situation for 

minimizing the cash account would be a coincidence of 

receipts and payments. 

The use of trade credit has had an important influence 

on the cash account In periods of credit restraint .^ With 

money harder to obtain, firms have found i t arduous to 

collect accounts according to the agreed terms and such 

J . H . Young, J . F . Hel l iwe l l , W.A. McKay, op .c i t . 
p p . V - l , V-2. 
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terms have become increasingly d i f f i c u l t to enforce i n l i g h t 

of more competitive business conditions. The res u l t i s that 

the supplier must maintain a d d i t i o n a l l i q u i d reserves to com

pensate f o r slowed c o l l e c t i o n s . 

Cash discounts can aid i n ensuring quicker customer pay

ments. Terms of 2/10, net/ 3 0 , are a substantial incentive 

to the customer; i f he chooses to pay a $1000 b i l l i n t h i r t y 

days he gets the use of $980 f o r an extra twenty days at the 

cost of the discount foregone of $20. He thus pays 2.04-$ f o r 

the use of $980 f o r twenty days (or one-eighteenth of a year), 

and i n annual terms the cost of the continued loss of d i s 

count i s 2.04- x 18 or 3 6 . 7 2 $ . One c o n t r o l l e r who had pre

vio u s l y given such discounts to customers, however, stated 

that he did not f i n d the arrangement s a t i s f a c t o r y ; customers 

would often take the discount even when paying l a t e , and 

b i l l i n g them accordingly was not only a nuisance but also a 

source of f r i c t i o n . A similar t a c t i c is- to charge inte r e s t 

f o r overdue accounts, but the same c o n t r o l l e r noted that t h i s , 

too, hampered customer r e l a t i o n s h i p s . 

Lump Sum Payments. Certain types of payments are made 

on s p e c i f i c dates throughout the calendar year and funds 
2 

must be saved f o r these purposes. The f i r s t i s the ac

cumulation of tax reserves f o r monthly payments. The need 

Garvy, o p . c i t . . pp.68-69 
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for such saving i s greater i n the United States where taxes 

are paid quarterly, and one Canadian firm with a sizable 

portion of i t s earnings i n the United States reported a 

substantial investment in American treasury b i l l s for tax 

purposes. 

A second category of lump-sum payments relates to the 

f inancial structure of the f irm. Dividends and interest 

remuneration and debt repayment or amortization take place 

at specified times during the year and funds must be ac

cumulated accordingly. Also, when a long-term security-

issue is f loated, funds may not be needed immediately i n 

the business, and thus a large cash surplus results . This 

condition Is especially pertinent to a continually expanding 

firm which goes to the market frequently for funds. The 

extent to which the firm can immediately reinvest retained 

earnings to finance the expansion w i l l have the effect of 

reducing the size of security issues, and thus also reduce 

the pool of surplus funds. 

Liquidi ty i s often desired-to take advantage of busi

ness opportunities, such as, exercise of options, acquisi

t ion of inventories, and deposits on bids. These oppor

tunities are largely a function of the industry and shal l 

be discussed as such i n the following part of the chapter. 

Reserves are also maintained for precautionary purposes. 

Funds may be unexpectedly needed because of a str ike, 

transportation t ie-up, a sudden decline i n sales, and the 

l i k e . 
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Size of Firm. The size of a company w i l l have an 

effect upon the amount of l iquid reserves and, more im

portantly, changes i n them. The corner grocer, for example, 

w i l l obviously have a much smaller monthly cash swing than 

a large grocery chain and the factors noted i n the previous 

section w i l l have greater consequences for the la t t er . I t s 

capital needs, payrol l , tax payments, and emergency reserves 

w i l l be larger, as w i l l the surplus or deficiencies which 

result . Investment and borrowing opportunities are likewise 

a function of size* The large chain w i l l l i k e l y find borrow

ing available i n the commercial paper market, while the 

corner grocer, i f i n a surplus posit ion, w i l l probably not 

have enough to buy the smallest unit treasury b i l l . 

Table XV shows the average cash and security portfolios 

for the different sizes of Canadian firms i n 1961. The 

average size of the sum of these two accounts i s , of course, 

greater for larger firms; more significant i s the fact that 

as firms increase i n size their rat io of cash to to ta l 

securities f a l l s . Thus, not only do large firms have more 

l iquid funds available, but they use a greater proportion 

for investment. 

Debt versus Surplus Positions. Two firms i n the same 

industry and similar i n a l l respects noted thus far may have 

substantially different current accounts because of the 

relative preference for a debt or surplus position. Some 

companies l ike to build up their cash account to make pay-



TABLE XV 

CASH AND SECURITY HOLDINGS OF CANADIAN COMPANIES 
(Dollar figures in thousands) 

Asset Size Cash Govern
ment 
Secu
r i t i e s 

Other 
Secu
r i t i e s 

Total 
Secu
r i t i e s 

Total 
Cash & 
Secu
r i t i e s 

Number 
of 

Firms 
Average 
Cash & 
Secu
r i t i e s 

Cash/ 
Total 
Secu
r i t i e s 

Under 
$ 100,000 

$ 100,000-
24-9,999 

$ 250,000-
4-99,999 

$ 500,ooo-
999,999 

$ 1,000,000-
4-,999,999 

$ 5,000,000-
9 , 9 9 9 , 9 9 9 

$ 10,000,000-
24-,999,999 

$25 ,000,000-
99 ,000,000 

$100,000,000 
and over 

156.2 

14-9.7 

175.3 

150.5 

376.4-

180.6 

251.8 

4-57.4-

9.5 

24-.8 

28.1 

35.7 

101.3 

56.1 

130.4-

273.7 

4-19.6 677.9 

133.2 14-2.7 

302.5 327.3 

337.9 366.0 

397.6 4-33.3 

1165.4- 1266.7 164-7.1 

678.3 734-.4- 915.0 

906.1 1036.5 1288.3 

2069.8 234-3.5 2800.9 

298.9 52136 .006 

4-77.0 26222 . 02 

54-1.3. 12287 . 04-

583.8 6710 .09 

54-39 .32 

807 1.13 

535 2.4-0 

350 8.00 

234-0.0 3017.9 34-27.5 110 31.10 

1.09 

.46 

.V8 

.38 

.30 

.25 

.24-

.19 

.l*f 

Source: Department of National Revenue, Taxation Division, Taxation Statistics . 1 9 6 3 « P . 1 5 6 , 



merits, while others prefer revolving credit from the hank. 

Theoretically, the latter type borrows from the bank with 

the understanding that i t w i l l eliminate the debt position 

periodical ly . However, several firms reported that they are 

continual borrowers on a demand basis. The reasoning here 

was that their operations showed a greater return than the 

6% interest for the loan. This system was even more advan

tageous before September 1962 when banks allowed overdrafts. 

The firm would then show a negative cash balance and pay 

interest only to the extent of i t s overdrawn account on a 

dai ly basis. Overdrafts are no longer allowed, so a company 

must now take out a loan for a certain period of time and 

pay interest even on the funds left on deposit i n the bank 

during the period. The effective rate of interest i s thus 

above 6%. This procedure may become even more costly to the 

smaller firm i f legis lat ive action i s taken upon the recom

mendation made by the Royal Commission on Banking and 

Finance that the 6% interest ce i l ing be removed. 

Of the 137 respondents to the questionnaire who 

claimed no money market part ic ipat ion, sixty-seven stated 

the use of bank borrowing, twelve claimed no bank borrowing, 

two mentioned that their cash needs were f u l f i l l e d within 

their intercorporate organization, and f i f t y - s i x made no 

statement regarding their borrowing position (See Appendix). 

To the extent that borrowing i s used i n l i e u of a 

policy of always having enough cash or marketable securities 

on hand to meet payments, less funds are available i n non-
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f inancial corporations for investment into the money market. 

One firm even reported use of hank credit beyond current 

needs: 

Our short term cash requirements are predicted 
on the maintenance of debt/equity rat io theoreti
ca l ly set at 60A0. Between Issues of securities 
(a discreet rather than continuous process), com
mercial bank loans are used to supply funds for 
both operating and capital expenditures, ks the 
loan approaches a stated credit l i m i t , a new Issue 
of securities is floated to ret ire i t , and from 
that point the cycle starts again. 

Such a policy again reduces ac t iv i ty i n the money market and 

i s opposed to one of issuing long-term securities before the 

cash account becomes negative. 

Intercorporate Relations. Participation i n the money 

market i s further reduced by the extent of intercorporate 

cash transfers between parents and subsidiaries and between 

associated companies. When peaks and troughs of cash offset 

one another i t i s wise to lend between the companies, and to 

that extent, eliminate the profits of intermediaries. Con

versely, when the peaks and troughs occur at the same time 

i n parent and subsidiaries they can pool their funds to make 

the investment a worthwhile amount and thus enhance money 

market ac t iv i ty . 

The investment and borrowing policies of a subsidiary may 

be somewhat inhibited by Its parent and the lat ter may either 

place restrict ions or supply the f inancial requirements of 

the former. From the point of view of the whole organization, 

this can be advantageous as the subsidiary's short term re 

quirements may be f u l f i l l e d by corporate paper issued under 
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the stronger name of the parent. 

Other Restrictions. The trust deed of a debt obligation 

often carries restrict ions regarding l i q u i d i t y . One firm 

which had placed a long-term obligation with an insurance 

company was forced to maintain a specified minimum working 

capital posit ion, and this had the effects of reducing i t s 

borrowing and decreasing i t s funds available for temporary 

investment. In actual fact , the firm was able to manipulate 

i t s balance sheet to reduce the burden of the res tr ic t ion by 

denoting a bank loan a "special" item, and placing i t out

side the current l i a b i l i t i e s section. 

When a firm deals with a government i t must often leave 

a deposit to assure fulfi l lment of the contract. Rather than 

place this deposit i n cash, government securities are used. 

At least one provincial government has been known to ins is t 

that i t s own obligations be used for this purpose. 

A f i n a l characteristic which can have a substantial effect 

on a firm's cash flow i s i t s location. When goods must be 

transported inland by ship, the company i n the centre of the 

country must stockpile i t s inventory i n the f a l l to last 

through the winter months, while i t s counterpart on the coast 

can even out i t s transportation costs. Furthermore, a firm 

with heavy construction payments w i l l have a more even cash 

flow i f i t i s located on the coast where the ground does not 

freeze i n the winter. 
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II . INDUSTRY CHARACTERISTICS 

The cash flow of a company is highly dependent upon i t s 

nature of trade. Certain factors peculiar to the various 

industries cause different types of fluctuations i n their 

cash accounts and each major type of industry shal l be con

sidered. To aid i n the analysis, the following tables are 

presented below: 

Table XVI - Day's Receivables Outstanding. 
Table XVII - Day's Payable Outstanding. 
Table XVIII - Sales Growth from 1957 - 1961. 
Table XIX - Proportion of Total L i a b i l i t i e s i n 

Mortgage and Other Funded Debt. 
Table XX - Mining Production by month using 

194-9 base Year Index. 
Table XXI - Manufacturing Shipments by Months. 
Table XXII - Retai l Trade by Months. 
Table XXIII - Retail Credit Outstanding by Quarters. 
Table XXIV - Wholesale Trade by Months. 

These tables shal l be referred to i n the text. The i n 

dustries are broken down into groups and sub-groups where 

significant differences exist within them and reference shal l 

be made to pertinent items affecting cash flows. Figures 

used i n Tables XVI and XVII are for the year 1961; those i n 

Tables XIX to XXIV are for the year 1963. Where monthly 

fluctuations are noted, the year 1963 has been found to be 

typ ica l . 

Mining. Mining production has a gradual increase during 

the spring, a slight downturn i n July, a pick-up again in 

the autumn, and f i n a l l y a decrease i n the winter. Such 

fluctuations cause seasonal changes in the cash flows. An 

even greater need for cash balances arises from the develop-
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TABLE XVI 

COMPUTATION OF DAY'S RECEIVABLES OUTSTANDING, YEAR 1961 

(Dollar figures in. millions) 

INDUSTRY Sales Average Year-end Day's receiv-
day's receiv- ables out-
sales ables standing  

Mining, 
Quarrying and 

O i l Wells 2233.7 6.1 256.1 4-2 

Manufacturing 25289.V 69.4- 2909.0 4-2 

Construction 4-287.7 11.5 697.9 61 

Transportation 2124-.9 5.8 234-. 5 40 

U t i l i t i e s 8 ) 578.9 1.6 83.8 52 

Merchandising: 
Wholesale 11865.3 3 2.4- 14-26.6 44-
Retal l 9977.9 27.3 679.4- 25 

Includes "Electric Power," "Gas Distribution," and "Other 
U t i l i t i e s . " 

Source: Canada, Department of National Revenue, Taxation 
Divis ion, Taxation Stat i s t ics . 1963-
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TABLE XVII 

COMPUTATION OF DAY'S PAYABLES OUTSTANDING, YEAR 1961 
(Dollar figures i n mill ions) 

INDUSTRY Cost 
of 

sales 

Average 
day's 

purchase 

Year-end 
payables 

Day's 
payables 

out
standing 

Mining 658.9 1.8 192.2 107 

Manufacturing 18670.9 50.8 1700,6 34-

Construction 34-58.6 9.5 500.4- 53 

Transportation 199.4- .55 209.0 380 

U t i l i t i e s 5 1 ^ 161.2 .44 62.8 14-3 

Merchandising: 
Wholesale 
Retai l 

9811.7 
764-2.4-

26.8 
20.9 

806.9 
536.6 

30 
26 

a) Includes "Electric Power," "Gas Distribution," and "Other 
U t i l i t i e s . " 

Source: Canada, Department of National Revenue, Taxation 
Divis ion, Taxation Stat i s t ics , 1963. 
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TABLE XVIII 

SALES GROWTH 

(Dollar figures i n mil l ions) 

INDUSTRY 1957 1958 1959 I960 1961 Growth 
1957-1961 

Mining 1882.6 185-+.9 2092.8 2168.6 2233.7 18. 

Manu
facturing 22111.2 21773.9 23822.5 24680.0 25289.4- 1*+. 
Construc
t ion 3636.2 3830.8 4-04-4-.5 4-220.6 4-287.7 15.2$ 
Transpor
tat ion 1806.6 1796.8 2014-.1 2084-.5 2124-.9 17.6$ 
U t i l i t i e s 3 - 365.7 4-36.4- 531.6 54-0.3 578.9 58.5$ 

Merchandis
ing: 
Wholesale 10219.7 10278.5 10990.9 11367.6 11865.3 16. 
Retai l 8157.7 8619.6 9467.2 9598.0 9977.9 22. 

a") 
Includes "Electric Power," "Gas Distr ibution," and "Other 
U t i l i t i e s . " 

Source: Canada, Department of National Revenue, Taxation 
Divis ion, Taxation Stat i s t i cs . 1963. 
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TABLE XIX 

PERCENTAGE OF TOTAL LIABILITIES IN MORTGAGE 

AND OTHER FUNDED DEBT, YEAR 1961 

(Dollar figures i n mil l ions) 

. $ 
INDUSTRY Mortgage Total Mortgage and 

and other l i a b i l i - other funded 
funded t ies debt to to ta l 

debt ; l i a b i l i t i e s 

Mining 2182.4* 6306.6 34-.7$ 

Manufacturing 24-92.6 6367.3 37.6$ 

Construction 263.9 264-2.2 10.0$ 

Transportation 1508.3 4-4-99.4- 33.6$ 

U t i l i t i e s * } 1225.0 2704-.3 4-5.3$ 

Merchandising 509.2 9271.1 5.5$ 

Includes "Electric Power," "Gas Distr ibution," and "Other 
U t i l i t i e s . " 

Sourcet Canada, Department of National Revenue, Taxation 
Divis ion, Taxation Stat i s t ics . 1963* 



TABLE XX 

MINING PRODUCTION 

(Volume Index 194-9 = 100) 

1963 Metals 

January 169.9 
February 177.0 
March 182.7 
A p r i l 191. 4-
May 207.3 
June 211.9 
July 183.1 
August 198.8 
September 220.2 
October 208.0 
November 202.0 
December 184-.2 

Non-Metals Fuels 

201.0 54-0.8 
203.1 555.2 
210.1 539.2 
207.1 4-71.4-
23^.9 ^83.3 
231.5 497.7 
201.2 4-90.1 
244.1 468.9 
251.7 514-.0 
256.4- 512.8 
274.4- 522.1 
221.9 561.1 

Source: D.B.S., Canadian S t a t i s t i c a l Review. A p r i l , 1964, 
p.6. 
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ment of new mines once the ore i s discovered and the research 

that accompanies such discovery. 

Table XXVII shows that the day's payables outstanding far 

exceeded the day's receivables outstanding, allowing mines, i n 

effect, to use the funds of others for their own purposes. 

The sales of the industry have grown i n the years 1957-61 and 

thus the need for capital funds has also increased. In fact , 

the rat io of debt to tota l l i a b i l i t i e s was re lat ive ly high i n 

1961 compared to other industries and this indicates greater 

interest and sinking fund payments as well as lump sums of 

funds received from security issues. 

Manufacturing. Manufacturing firms i n general have a 

shorter payment than receivable period, and thus experience 

the need for cash to help finance their customers. While 

their growth in sales has not been as large as most other 

industries, they do more debt financing than any other, 

carrying with i t the implications noted in the previous 

section. 

The best indication of seasonal fluctuations i s shipments 

and because of substantial differences between segments of 

the industry, Table XXI breaks down these groupings. The 

f i r s t category, foods and beverages, shows wide fluctuation 

by months with no real discernible pattern. This i s because 

of the wide variety of foods and beverages, each with i t s own 

pattern. From production s tat is t ics ,^ the sector showing the 

D . B . S . , Canadian S ta t i s t i ca l Review, A p r i l , 1 9 6 k , p . 7 . 



TABLE XXI 

1963 

MANUFACTURING SHIPMENTS 

(Dollar figures i n mil l ions) 

Food and 
beverages 

Textiles Wood Primary-
m e t a l . 

Metal 
fabricating 

Machinery 

January 
February 
March 
A p r i l 
May 
June 
July 
August 
September 
October 
November 
December 

1963 

•+12.7 
•+02.7 
1+17.1 
-+38.1 
1+81.5 
4-79.5 
4-93.4-
•+82.3 
4-77.4-
503.3 
4-77.5 
•+59.6 

Transpor
tat ion 

Equipment 

87.3 
82.9 
92.2 
86.0 
96.2 
93.6 
79.7 
85.6 
95.8 

103.9 
97.6 
9*+. 5 

E l e c t r i c a l 
products 

90.6 
95.9 

107.0 
100.7 
117. 4-
118.7 
14-4-.6 
14-2.7 
139.k 

14-1.1 
130.8 
129.0 

269.2 
21+4-.5 
268.2 
257.6 
285.1 
263.6 
258.6 
262.7 
259.5 
281.5 
279.6 
268.5 

Non-Metallic 
mineral 
products 

Petroleum 
and coal 
products 

121.0 5k.3 
112.9 60.9 
125.4- 67.8 
128.9 7 k.2 
150.0 75.3 
14-7.3 7 k . l 
146.5 82.1* 
11+7.0 64-. 4-
161.5 66iV 
166.2 68.6 
14-9.4- 63.5 
11+0.7 6 3 . k 

Chemical and 
Chemical 
products 

January 
February 
March 
A p r i l 
May 
June 
July 
August 
September 
October 
November 
December 

252.7 
2 3 k . k 

21+4-.2 
272.9 
305.6 
270.0 
215.1 
105.9 
214-.5 
275.6 
322.6 
337. k 

103.9 
107.2 
113.4-
104-.9 
114-.5 
116.8 
108.7 
107.2 
135.7 
136.9 
131.1 
123.6 

•+1.1 
1+0.5 
1+7.8 
5 k . 0 
6 9 . k 

73.6 
72.9 
71.0 
71.8 
73.6 
6*+. 9 
1+8.7 

121.8 
110.7 
110.1 
107.2 
121.7 
113.1 
120.7 
120.9 
121.2 
118.9 
116.6 
126.9 December 337.4- 123.6 -+S.7 126.9 

Source: D . B . S . , Canadian S ta t i s t i ca l Review. & p r i l , 1964-, pp.7-10. 

120.7 
120.1+ 
132.8 
14-4-.6 
162.2 
1^.7 
125.4-
132.7 
14-0.6 
11+8.1 
137.0 
126.7 
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greatest seasonal change was the canning industry, of which 

the production increased substantially i n the summer months 

after the f ru i t was collected. Also noteworthy were spring 

and summer increases i n the production of beer and soft 

drinks to meet the increased summer demand i n these seasons. 

The following responses to the questionnaire give further 

impressions of characteristics enhancing the opportunity for 

money market ac t iv i ty i n the food and beverage sector of the 

industry: 

Sugar Refinery. As the sugar refineries of this 
company are located on inland ports, i t i s 
necessary to accumulate substantial inventories 
of raw sugar over the period when navigation is 
closed. In consequence, substantial sums df 
money are invested in inventories throughout the 
winter and substantial recourse is- made to the 
short-term money market to finance this require
ment. In the spring and summer the reverse holds 
true and substantial sums are available for short-
term investments. 

Bread Company. Our period of short-term borrowing 
i s usually for the period December to March, which 
i s our slack sales period each year. 

Malting Company. Our company is required to buy 
i t s winter requirements of barley (Our raw materials) 
i n the late summer and f a l l i n order to obtain the 
desired quality for malting and also to take advan
tage of water rates for transportation (which are 
roughly one-third to one-half the corresponding 
r a i l rates) to Eastern Canada. This results i n a 
substantial accumulation of inventory which has to 
be financed by bank borrowings and commercial notes. 

. . .Cash flow estimates are made for 2 or 3 years i n 
advance as required. In addition, the current cash 
position i s watched almost dai ly to keep track of 
borrowings and the proportion between bank and paper. 
There can be substantial fluctuation(#100,000 -
$200,000) depending on barley purchases, which can 
fluctuate considerably due to weather, ava i lab i l i t y , 
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e t c . , and a l s o i n cash c o l l e c t i o n s , w h i c h can 
a l s o v a r y , e s p e c i a l l y i n the export f i e l d . 

Candy Company. I n our b u s i n e s s cash comes i n 
a t the peaks, such a s , Chris tmas and E a s t e r and 
i s r e q u i r e d i n the o f f - s e a s o n s f o r p u r c h a s e s , 
d i v i d e n d s , wages and o t h e r r u n n i n g expenses. 

D a i r y Company. The s u r p l u s funds we do have, we 
keep i n r e a s o n a b l y s h o r t - t e r m paper due t o the 
f a c t t h a t we have, g e n e r a l l y s p e a k i n g , f a i r l y 
l a r g e commitments i n the summer months on our 
i n v e n t o r i e s and i n the s p r i n g months on c a p i t a l 
e x p e n d i t u r e s . 

The importance o f seasonal f l u c t u a t i o n s i n food and 

beverage manufactur ing i s f u r t h e r supported by Table XXIX 

i n theAppendix i n w h i c h n i n e t e e n of the t w e n t y - f o u r r e p o r t 

i n g f i r m s i n d i c a t e d t h i s as a reason f o r money market 

a c t i v i t y . Furthermore , Table X X V I I I i n the Appendix shows 

the predominance of the " food and beverage" segment as 

i s s u e r s o f c o r p o r a t e paper . The s t a b i l i t y o f the i n d u s t r y 

i s a p o s s i b l e reason e n a b l i n g the f i r m s t o meet t h e i r 

seasonal needs t h r o u g h t h i s media . 

Most o f the o t h e r s e c t o r s o f the manufactur ing i n d u s t r y 

are a f f e c t e d by the s h o r t - t e r m c o n s t r u c t i o n c y c l e and Table 

X X I shows i n c r e a s e s i n shipments i n the s p r i n g , e s p e c i a l l y 

May. 

Table XXIX i n the Appendix i n d i c a t e s e s p e c i a l importance 

o f seasonal f l u c t u a t i o n s i n e l e c t r i c a l equipment and i r o n , 

s t e e l and n o n - f e r r o u s m e t a l s . Because o f the b u l k i n e s s o f 

m e t a l s , the t r a n s p o r t a t i o n f a c t o r i s important t o i n l a n d 

companies, and one r e p o r t e d a l a r g e b u i l d u p i n i n v e n t o r y 

before the w i n t e r months. Peak s a l e s p e r i o d s were c i t e d by 
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one company as being l a r g e l y determined by automobile pro

duction, and i t w i l l be noted that Transportation Equipment 

has a highly seasonal pattern. On the other hand, a struc

t u r a l s t e e l f i r m noted i t s operation as c y c l i c a l but not 

seasonal. Therefore, i t s cash flow was determined p r i n c i 

p a l l y by the longer term construction cycle. 

Construction. The time periods of receivables and pay

ables outstanding i n the construction industry are quite . 

c l o s e l y synchronized. One f i r m reported thirty-day terms 

on receivables but "hold-backs" tended to increase t h i s 

period. Growth has been about average although the industry 

i s less leveraged than any other. The heavy construction 

period i s i n the second and t h i r d quarters of the year, but 

the e f f e c t t h i s has on cash flows shows some v a r i a t i o n 

between companies, as noted by the following comments: 

Construction Firm. In the Construction Industry 
borrowing i s generally of a short-term nature; 
the c a p i t a l borrowed being used primarily f o r : 
(1) security deposits with tenders 
(2) 30-day financing of Accounts Receivable 
(3) the financing of hold-backs which vary 

from 10$ to 20$ of the t o t a l contracted 
amount. 

Construction Supply Company. In our business 
which i s highly c y c l i c a l , our greatest sales 
take place during the period May through 
October of each year, with the r e s u l t that the 
cash flow from receivables i s r e l a t i v e l y small 
f o r the f i r s t f i v e months of the year. During 
t h i s time, of course, our short term borrowings 
reach t h e i r peak and thereafter they tend to 
decrease u n t i l the low point i s reached i n 
December and January. 
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Cement Company. Cash forecasting i s t i e d to our 
annual budgeting f o r c a p i t a l expenditures, the 
timing of these with progress payment require
ments and dividend payments. Large inventory 
requirements such as f u e l o i l by tanker load 
approximately every eight months. Our lending 
begins to b u i l d up each year by May increasing 
r a p i d l y through the heavy construction season 
to a peak during Nov - Dec. Major c a p i t a l 
i n s t a l l a t i o n s are done over the slacker winter 
season i n preparation f o r the next spring. 
Heavy outflow generally Jan. - A p r i l . 

Cement Company. Our business i s s t r i c t l y seasonal 
and we f i n d that large cash balances accumulate up 
to March 31st at which time they diminish u n t i l 
September when they again begin to b u i l d up. As a 
matter of p o l i c y then, excess cash In the F a l l 
(beginning build-up period) would be invested f o r 
longer terms i n order to achieve the highest rate. 
This basic philosophy must be tempered by the need 
f o r large cash at October 31 to cover interest and 
bond repayments. 

Paving Firm. Generally speaking, our Investment i n 
short term funds i s confined to either Government 
of Canada Treasury B i l l s or Bank Guaranteed Deposit 
Receipts. This, generally speaking, takes place i n 
the l a t t e r part Of our f i s c a l year which ends 
March 31st . During the operating season, generally 
from A p r i l to November, we do experience f l u c t u a 
tions on our bank deposits during the month and we 
are how giving a great deal more attention to i n 
vesting these monthly surpluses f o r periods of from 
one to two weeks. 

Transportation. The fig u r e f o r days payable outstanding 

i n Table XVII f o r the transportation business i s meaningless 

as i t w i l l be noted that year-end payables exceeded t h e i r 

cost of sales. This s i t u a t i o n arises because the industry 

does not buy and s e l l commodities so t h e i r payables are f o r 

other expenses. The large investment i n c a p i t a l equipment 

contributes to a large debt structure although growth has 

not been exceedingly great. 
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R a i l transportation has peaks i n the spring and summer 

months. Other types of transportation follow t h i s pattern 

generally, although the following responses w i l l indicate 

p e c u l i a r i t i e s inherent i n them. 

Steamship Company. Our normal cash flow cycle 
culminates at December 31 of each year... 
During the next 4- months, the lake ship trade 
i s inoperative and we run down cash balances 
through payments f o r overhead and ship r e p a i r s . 
In addition, our land transportation businesses 
borrow from the parent company during the f i r s t 
six months of the year to pay f o r li c e n s e s , 
insurance, and equipment. 

Cash balances from May to October remain more 
or less s t a t i c and r a p i d l y b u i l d up again during 
November and December. 

The requirements of shipyards f o r financing 
varies considerably from year to year and does 
not present any consistent seasonal trend. 

Our short term lending p o l i c y therefore i s as 
follows: 

1. Maintain an investment i n mid-term Government 
of Canada bonds to be used f o r ship
yard deposit purposes. 

2. Maintain investment of i n 1-2 
year Government of Canada bonds. 

3 . Invest ' on various instruments 
coming due i n 2 week i n t e r v a l s during period 
from January to A p r i l . 

4-. Maintain variable balances on " c a l l " to 
finance day to day demands. 

Trucking Firm. Because of the fa c t that most of 
our payments must be made i n cash and by t h i s I 
mean other than p a y r o l l , items such as Income Tax, 
l i c e n s i n g , gasolene, etcetera, the shortage of 
t h i s commodity i s of v i t a l importance to any Truck 
Company here. 

Also, another point i s , that when your wage b i l l 
runs at approximately F i f t y Per Cent of your Revenue, 
a supply of ready cash i s of paramount importance to 
t h i s operation, we therefore operate on c r e d i t 
accommodation from one of the l o c a l banks. 
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U t i l i t i e s , As i n the case of transportation, the days 

payable outstanding i s a meaningless f i g u r e . 

The noteworthy features of public u t i l i t i e s are t h e i r 

huge rate of recent growth and frequent t r i p s to s e c u r i t i e s 

markets, and Table XXIX i n the Appendix shows " c a p i t a l ex

penditures" as t h e i r main reason f o r money market a c t i v i t y . 

Several firms noted that because of t h e i r large size and 

thus substantial amounts required when an issue was made, 

they have t r i e d to f i n d times when the market seemed most 

receptive. Thus they have had large sums of cash on hand 

for temporary investment before and during construction. 

As reported by the treasurer of an e l e c t r i c a l company: 

The need of continuing c a p i t a l expenditures 
are important i n our industry due to increasing 
demand f o r e l e c t r i c power. A c e r t a i n amount i s 
generated i n t e r n a l l y from depreciation arid re
tained earnings less long term debt sinking fund 
requirements. The needs do not always dovetail 
with the expenditures. Excess funds are tempo
r a r i l y employed i n short-term investments and 
d e f i c i e n c i e s by bank loans or other short-term 
borrowings. Unusual large expenditures that 
cannot be generated i n t e r n a l l y over a few years 
are covered to the extent necessary by issuance 
of long-term debt and equity financing to the 
proper proportion and depending on the security 
market. 

Telephone companies are not seasonal but have marked 

patterns within the month. One secretary reported that his 

payments occurred between the tenth and the f i f t e e n t h , while 

his receipts flowed i n between the twentieth and twenty-sixth. 

Natural Gas companies, on the other hand, have a d i s t i n c t 

seasonal pattern: 
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. . . I may say that cash requirements and cash 
surpluses i n the natural gas business di f fer 
materially from those of manufacturing and 
r e t a i l business. The revenue Is greater than 
expenses during the heating months and the 
expenses exceed the revenue i n the warmer or 
summer months. Consequently, surplus funds 
accumulate i n the early months of the year 
which are used to meet operating expenditures 
occurring i n the lat ter part of the year. 
Capital expenditures are usually financed by 
the issue of bonds or long term debt. 

Merchandising. Wholesale firms have longer receivables 

than payment periods, while these periods are about equal for 

r e t a i l companies. Cash discounts are common to reta i lers and 

there i s thus an incentive to make lump-sum payments on the 

tenth and/or the fifteenth of the month. Merchandisers show 

a generally small leverage position and much of their f a c i l i 

t ies are rented. Therefore, quarterly or semi-annual mortgage 

and debt servicing payments are small while monthly rentals 

are high. The r e t a i l business has shown substantial growth 

and a department store chain expressed a continuing need for 

funds to expand f a c i l i t i e s . 

Table XXII i l lustrates that most sectors of the r e t a i l 

trade show sales peaks i n the Christmas season and Table 

XXIX lends support to the importance of seasonal peaks i n 

the industry. The resulting cash flow was noted as follows 

by the assistant-treasurer of a department store chain: 

The Company i s primarily In the Department 
Store business across Canada. During the course 
of the year the department store industry's cash 
requirements for inventories and receivables 
rises gradually to a peak generally i n late 
November, and f a l l s off rapidly and substantially 
by year-end. The slower periods of the Spring 
and Summer provide the opportunities for major 
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TABLE XXII 

VALUE OF RETAIL TRADE 

(Dollar figures i n mil l ions) 

1963 Grocery Other Food General Depart
and and ment 

combination beverage 

January 303.8 89.2 >+8.5 100.7 
February 290.6 91.8 -+3.2 9 k .9 
March 329.9 102.1 1+9.1 11-+. 7 
A p r i l 300.9 104-.2 55.0 129.7 
May 3 k k . 9 106 . 9 62.8 135.2 
June 326.3 113.8 62 . 7 121.4-
July 313.7 116 . 1 61+.8 111.8 
August 34-7.9 127.3 68.3 133.0 
September 308.6 105.1 60.0 14-0.4-
October 328.7 115.9 61+.3 146 . 5 
November 34-8.1 117.5 65.7 187.1 
December 34-9.5 168.9 69.4- 230.4-

1963 Variety Motor Garages & Family 
vehicle f i l l i n g Clothing 

stations 

January 20.3 211.9 96.2 16 .7 
February 20i2 212.0 85.2 12.2 
March 25.3 265.4- 90.4- 16 .8 
A p r i l 31.0 303 . 2 102.8 21.4-
May 31 . 9 318 . 2 108.7 20.7 
June 32.8 298.7 104-.6 20.9 
July 31.4- 255.8 119.7 -17 .1 
August 35.4- 202.0 118.7 20.9 
September 30.0 172.8 105.6 20.0 
October 32.5 252.3 110.6 23.1 
November 38.2 267.2 107.9 28.4-
December 68.0 24-5.2 110.6 37.7 



123 

TABLE XXII (continued) 

1963 Shoe Hardware 

January 12.0 20.2 
February 8.0 19.7 
March 11.6 21.1+ 
A p r i l 15.6 26.1+ 
May 15.9 33.7 
June 16.6 3 k . l 
July 13.6 31.3 
August 32.7 
September lk.5 3 L k 

October 13.7 33.6 
November 16.4- 30.1+ 
December 22.5 1+0.3 

Lumber & Furniture 
building and 
material appliance 

26.8 k 7.5 
23.6 35.3 
30.2 4-2.3 
32.9 4-3.7 
1+2.2 1+6.2 
1+7.8 -+!+.3 
1+8.3 4-3.2 
1+8.5 k 7.5 
1+6.3 46.5 
51. k 55.1 
1+2.3 58.5 
33.8 58.2 

1963 Restau Fuel Drug Jewelry 
rants dealers 

4-5.7 36.0 36.0 7.7 
4-2.6 3 k . l 3 k . l 7.3 
1+8.8 37.4- 37.4- 8.5 
1+8.1 37.2 37.2 9.1 
50.3 36.2 36.2 10.8 
50.4- 35.7 35.7 10.7 
55.2 36.3 36.3 
58.1 37.1 37.1 10.8 
50.8 36.6 36.6 11.1 
50.8 39.3 39.3 10.2 
4-9.4- 36.3 36.3 12.4-
4-7.9 1+8.5 US.5 32.2 

January 
February 
March 
A p r i l 
May 
June 
July 
August 
September 
October 
November 
December 

Source; D . B . S . , Canadian Sta t i s t i ca l Review. A p r i l , 1964-, 
PP. 53-54-. 
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expenditures f o r f i x t u r e s and construction of 
stores, and a f f e c t , to some degree, the cash 
heeds of the industry i n the f i r s t three-quarters 
of the operating year. The periodic payments of 
dividends n a t u r a l l y have a nominal ef f e c t on the 
cash needs of companies i h t h i s industry, however, 
income tax payments are f a i r l y regularized from 
month to month, and therefore, do not materially 
a f f e c t a normalized pattern of cash flow.. 

...the Company's cash resources are small i n 
r e l a t i o n to current l i a b i l i t i e s . However, these 
resources are supported by a substantial amount 
of accounts receivable which provide a very steady 
cash flow to meet the payment of current l i a b i l i t i e s . 

Table XXIII i l l u s t r a t e s that the credit extended by most 

types of r e t a i l e r s follows t h e i r sales patterns with peaks at 

the end of the year. A notable exception f o r sales and r e t a i l 

c r e d i t outstanding i s the automobile sector which has peaks 

according to the introduction of new models. 

Chain r e t a i l e r s have the addi t i o n a l problem of numerous 

bank accounts and the cash needs of i n d i v i d u a l stores renders 

i t d i f f i c u l t to integrate the cash balances f o r investment. 

Nevertheless, one r e t a i l e r mentioned that he brought the cash 

accounts together every Friday f o r weekend investments with a 

finance company. An a d d i t i o n a l problem i s cash forecasting 

because of the large number and d i v e r s i t y of payments and 

receivables. The treasurer of a Hardware chain which imported 

su b s t a n t i a l l y and also had a large wholesale department, 

stated that he could not know when l e t t e r s of cre d i t would 

arrive nor when a large bid to a contractor would be accepted. 

He, therefore, did not even attempt a d e t a i l e d cash forecast 

and loaned continuously from the bank with an established 

cre d i t l i m i t . He expressed much displeasure with the d i s -
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TABLE XXIII 

RETAIL CREDIT OUTSTANDING 

(Dollar figures i n mill ions) 

1963 Motor Cloth Hard Furniture Grocery 
Quarters vehicles ing ware appliance and com

and radio bination 

1 107.1 52.3 3^.3 10.3 184.1 
2 115.3 53.2 40 .3 10 .9 186 .0 
3 110.4- 53.1 4-1.0 1 1 . 4 188.2 
4 113.1 65 .7 4-1.6 12 .1 197 .5 

1963 Jewelry General Fuel Depart Garages & 
Quarters dealers ment f i l l i n g 

stations 

1 1 8 . 0 32.4- 6 7 . 0 383 .1 29.6 
2 1 7 . 0 36 .3 4-7.1 387 .3 30.9 
3 16 .7 3 7 . 2 4-1.5 393.5 3 1 . 5 
4 23.6 3 7 . 5 59 .5 4-56.7 30.2 

Source: D.B.S. Canadian S ta t i s t i ca l Review. Apr i l 1964, p.57. 
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continuance of the overdraft system and found that he was 

paying 6% on some money i n his cash account at the hank. 

Table XXIV shows that the wholesale trade follows the 

r e t a i l i n most sectors except, of course, that seasonal 

flu c t u a t i o n s of the former precede those of the l a t t e r . 

I I I . SUMMARY AND CONCLUSION 

If a firm's own trade y i e l d s greater returns on invested 

c a p i t a l than money market s e c u r i t i e s the treasurer would want 

to minimize a c t i v i t y i n the l a t t e r by an even cash flow. 

However, considerations r e l a t i n g to the f i n a n c i a l structure 

or p o l i c y of the i n d i v i d u a l f i r m and the nature of i t s i n 

dustry cause fluctuations i n the cash account throughout the 
k 

year or over a period of years. When such peaks or troughs 

cannot be avoided the y i e l d from money market investment 

provides an incentive f o r the fir m i n a surplus p o s i t i o n to 

gain some return from i t s temporary excess cash balance. 

Conversely, a company i n a d e f i c i t p o s i t i o n can examine i t s 

f i n a n c i a l strength and weigh the lower costs of commercial 

paper issuance against i t s e f f e c t s upon his banker r e l a t i o n 

ships. 

^Table XXIX i n the Appendix i l l u s t r a t e s the predominance 
among the respondents of seasonal f l u c t u a t i o n and c a p i t a l 
expenditures as reasons f o r money market a c t i v i t y . 
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TABLE XXIV 

VALUE OF WHOLESALE TRADE 

(Dollar figures i n mill ions) 

1963 Foods Clothing, Drugs E l e c t r i c a l 
footwear & and appliances 
texti les sundries 

January 167.8 23.2 19.8 17.2 
February 189.2 25.9 20.0 17.0 
March 192.2 28.6 22.2 16.5 
A p r i l 187.5 31.0 19.5 18.3 
May 214.0 27.1 21.6 16.5 
June 207.4 25.7 20.3 12.9 
July 225.5 23.0 

?M 
19.0 13.8 

August 232.7 
23.0 
?M 20.6 14.8 

September 206.6 40.8 24.6 20.9 
October 231.1 34.4 27.1 20.6 
November 204.2 35.3 22.2 22.0 
December 224.3 29.9 21.4 28.0 

1963 Farm Coal and Hardware Building 
machinery coke supplies 

January 3.0 13.7 25.0 66.9 
February 4.4 12.7 22.8 59.5 
March 7.0 10.9 26.2 75.4 
A p r i l 10.8 9.2 28.6 75.2 
May 11.0 12.3 33.1 95.7 
June 9.1 10.1 32.6 90.0 
July 11.5 8.6 28.8 91.5 
August 6.6 11.7 30.6 90.5 
September 5.6 13.9 31.5 99.0 
October 5.8 16.5 33.1 107.1 
November 2.6 15.3 32.1 94.2 
December 7.5 16.2 31.5 76.3 



128 

TABLE XXIV (continued) 

1963 

January-
February 
March 
A p r i l 
May 
June 
July 
August 
September 
October 
November 
December 

Industry & 
transport 
machinery 

Auto Parts 
and 

equipment 

Newsprint 
and paper 
products 

Tobacco & 
confec
tionery 

50.0 26.5 22.1 53.1 
58.1 28.8 22.5 55.2 
88.3 40.0 23.8 79.2 
71.1 41.2 27.2 62.2 
90.8 43.5 28.9 74.6 
78.8 42.2 26.7 72.0 
64.9 38.9 28.9 64.7 
61.6 45.0 28.1 65.9 
65.4 38.0 29.7 70.4 
71.1 39.6 31.0 66.6 
64.6 36.8 29.4 57.9 
63.2 36.4 26.9 78.6 

Source: D.B.S., Canadian S t a t i s t i c a l Review. A p r i l 1964, p.56 



129 

CHAPTER VI 

CONCLUSION 

A p r o f i t a b l e non-financial corporation seeks to avoid 

the need f o r money market a c t i v i t y ; as long as the company 

can earn a greater return on the investment i n i t s e l f such 

investment takes precedence. However, i n the conduct of 

i t s own business a f f a i r s the f i r m w i l l l i k e l y f i n d that a 

v a r i e t y of factors cause peaks and troughs i n the cash 

account. When t h i s occurs, any return from temporary i n 

vestment of surpluses i s better than leaving the cash i d l e . 

To p a r t i c i p a t e i n the money market the treasurer does 

not necessarily have to be an expert i n the f i e l d of invest

ment anal y s i s . A t y p i c a l s i t u a t i o n with those whom the author 

contacted was board of d i r e c t o r approval on quotas of the 

various instruments. From there the treasurer would deal 

with one investment dealer, and i t did not require much 

imagination or aggressiveness to gain returns on i d l e funds 

i n t h i s manner. However, the more active participants were 

aware of y i e l d - p r i c e r e l a t i o n s h i p s , dealt with many invest

ment firms i n search of the most p r o f i t a b l e o u t l e t , and 

followed economic trends to make t h e i r money market operations 

f i t i n with those of the company's own trade. The less 

sophisticated did not even examine one- or two-week investment 

opportunities, while the most aggressive attempted to earn a 

return on every d o l l a r not e s s e n t i a l to the running of the 
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business. It i s hoped that exposition of the a c t i v i t i e s of 

some of these more sophisticated participants has indicated 

the wide range and pr o f i t a b l e opportunities f o r the non-

f i n a n c i a l corporation. 

For active p a r t i c i p a t i o n i n almost any venture, an under

standing of what makes i t work i s e s s e n t i a l . Therefore, 

Chapter II outlined the general background and Chapter III 

attempted to give an understanding of the money market by 

ou t l i n i n g i t s b r i e f , but eventful, history, and the vehicles 

i n use. When dealing i n money market s e c u r i t i e s i t i s 

necessary to learn how to parti c i p a t e i n the bond market, 

and understand y i e l d - p r i c e relationships and dangers i n 

herent i n some of the instruments. The secondary bond market 

also plays an important role and can o f f e r p r o f i t a b l e oppor

t u n i t i e s . Perhaps the most pertinent conclusion of Chapter 

II i s that bonds are not "money i n the bank" and i n return 

f o r a y i e l d , they do possess some r i s k s . Even where the 

instrument has impeccable safety of p r i n c i p a l upon redemption, 

as i n Government of Canada obligations, there s t i l l e x i s t s 

the danger of y i e l d f l u c t u a t i o n s ; some of the most knowledg-

able bond dealers learned a hard lesson i n the Conversion 

Loan of 1958. 

The h i s t o r y of the money market presented i n Chapter III 

i s most l i k e l y not a l l of the story that w i l l be t o l d i n a 

few years from now. If any action i s taken upon the recom

mendations of the Royal Commission on Banking and Finance, 

i n t e r r e l a t i o n s h i p s between the f i n a n c i a l i n s t i t u t i o n s w i l l 
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be substantially altered as noted i n the concluding section 

of the chapter. As for the instruments, one can conclude 

that at the top of the hierachy of principal safety rests 

Government of Canada obligations, followed by those of the 

f inancia l ly stronger provinces, the banks, and other f inan

c i a l inst i tut ions , i n that order. The f inancial institutions 

themselves must be individual ly examined as must be most of 

the provinces and municipalities. The paper of non-financial 

corporations requires even closer scrutiny and i t i s recom

mended that the principles of prudent bond buying outlined i n 

Chapter II be followed when contemplating such investment. 

The l i q u i d i t y offered by the instruments depends upon the 

issuer and the term to maturity. If the buyer knows exactly 

when the funds w i l l be needed i t w i l l pay to invest i n the 

highest yielding instrument which meets his standards of 

safety and matures on the date required. Otherwise, he looks 

at the extent of secondary market dealings. 

Comparative yields generally vary inversely with l iqu id i ty 

and safety, although they are also affected by the amount of 

paper outstanding from the different issuers and the times to 

maturity of the various issues put put by the individual i n 

st i tut ions. The author agrees with a few of the active 

f inancial men that the yield differences do not adequately 

reflect the r i sk and although there is yet to be a default i n 

corporate paper, fear of such by some prominent investment 

dealers indicates that a slight loss i n yield i s a worthwhile 

insurance cost when rejecting corporate paper which f a i l s to 

meet r ig id safety standards. 
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The most pertinent f i n d i n g regarding investment and 

borrowing p o l i c i e s i s that few, i f any, f i n a n c i a l men are 

using a formalized approach beyond the preparation of a 

detailed cash forecast. It was demonstrated that what may 

seem to be the most l o g i c a l p o l i c y i s not always the most 

pr o f i t a b l e and therefore a detailed analysis, as suggested 

i n Chapter IV i s recommended. Another important conclusion 

of that chapter i s the large part played by attitudes and 

the degree of sop h i s t i c a t i o n of the f i n a n c i a l o f f i c e r s of a 

company. Each has his own d e f i n i t i o n s of such terms as 

" l i q u i d i t y " and "safety" and these attitudes together with 

the bargaining process and banker relationships are i n s t r u 

mental factors i n the investment or borrowing decision. It 

should be added here that one attitude p r e v a i l i n g with a l l 

respondents who gave de t a i l e d information to the author was 

that such information was to be treated as c o n f i d e n t i a l . 

Reasons given were that (1) they did not want the investment 

community to know with whom they were dealing and to what 

extent; and (2) the nature of the information was not pub

lis h e d i n t h e i r annual reports and, as such, was not f o r 

public use. Even a f t e r second requests, 207 of the 505 firms 

s o l i c i t e d refused to give any information to the author, or 

did not reply (See Table XXV i n the Appendix); so i f i t i s 

to be learned exactly how much of every type of paper rests 

i n the hands of the non-financial corporation on any p a r t i 

cular dates, such information w i l l have to be compiled by a 

government agency. To date, t h i s has not been attempted. 
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The extent of money market a c t i v i t y i s l a r g e l y deter

mined by a company's cash flow. The factors a f f e c t i n g the 

peaks and troughs i n a company's cash account are so 

numerous and can carry such a large range of weights that 

each f i r m would have to examine i t s own s i t u a t i o n . Chapter 

V was intended to note the absolute factors themselves and 

what i s l i k e l y to a f f e c t t h e i r weights and d i r e c t i o n s . 

Beyond that point, one cannot generalize and the actual 

weights have to be adjusted f o r each i n d i v i d u a l company. 

The f a c t o r s to be considered are the use of trade c r e d i t , 

the extent of lump-sum payments to occur on s p e c i f i c dates, 

the size of the firm, p o l i c i e s regarding a debt versus sur

plus cash po s i t i o n , banker rel a t i o n s h i p s , intercorporate 

r e l a t i o n s , senior debt r e s t r i c t i o n s , dealings with govern

ments, l o c a t i o n of the firm, seasonality of the industry, 

and c a p i t a l structure of the company. 

In conclusion, the Canadian money market was not estab

l i s h e d mainly f o r the benefit of the non-financial corpora

t i o n . Through i t s short history, however, i t has shown 

i t s e l f to present l u c r a t i v e opportunities to enhance a 

company's p r o f i t s through improved f i n a n c i a l management. 

Knowledge of the workings of t h i s mechanism requires much 

less s o p h i s t i c a t i o n than other duties of the f i n a n c i a l 

executive, such as determination of cost of c a p i t a l . 

Furthermore, i t does not take much of his time once he has 

established his p o l i c y and outlined a formal approach. 



Because of the short term of the transaction from buy to 

maturity, p r o f i t s are e a s i l y pinpointed which further 

renders active, though prudent money market dealing a 

s a t i s f y i n g and rewarding pursuit. 
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APPENDIX 

RESULTS OF QUESTIONNAIRE 

The Questionnaire Survey, In November, 1963? a p i l o t 

survey of ninety-eight questionnaires was mailed and f o r t y -

one firms r e p l i e d . Second requests with a supporting l e t t e r 

from Dr. H.L. Purdy were mailed i n January 1964 to the other 

f i f t y - s e v e n firms and twenty-six r e p l i e d . An ad d i t i o n a l 407 

were mailed i n January 1964, of which 177 answered. Second 

requests were mailed to the remaining 230 and r e p l i e s were 

received from f i f t y - f o u r companies. In t o t a l , 505 question

naires were mailed; 161 indicated p a r t i c i p a t i o n i n the money 

market, 137 claimed no p a r t i c i p a t i o n and 207 either did not 

answer or refused to give information, 1 These t o t a l s are 

broken down by industry i n Table XXV. 

The firms s o l i c i t e d were selected from the F i n a n c i a l Post 

Surveys of Industrials, O i l s , and Mines, and the inte n t i o n 

was to sample a large v a r i e t y of industries and sizes of 

firms. Data presented on the basis of the questionnaires 

are subject to the following l i m i t a t i o n s : 

1) S t a t i s t i c a l v a l i d i t y i s not claimed and generaliza

tions pertain only to the firms which r e p l i e d ; 

•'•Example of the l e t t e r , questionnaire, supporting l e t t e r 
and second requests are presented at the conclusion of the 
Appendix. 
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TABLE XXV 

RESPONSE TO QUESTIONNAIRE 

Industry-

Property 
Development 

Public U t i l i t y 

P r i n t i n g and 
Publishing 

S o l i c i t e d 

17 

14-

Iron, Steel and 
Non-Ferrous Metals 82 

Mining 18 

O i l and 
Pipeline 38 

Pulp and Paper 32 

Transportation 13 

E l e c t r i c a l 

Equipment 21 

Construction 28 

Chemical and 

A l l i e d 24-

Tex t i l e 32 

Food and 

Beverage 61 

Merchandising 72 

Number 
of 

r e p l i e s 

10 

30 

8 

4-7 

7 

24-

20 

8 

15 

14-

19 
14-

34-

4-8 

Money 
Market 
p a r t i c i 
pation 

4-

21 

28 

4-

19 

9 

4-

3 
10 

7 
h 

22 

20 

No Money 
Market 
p a r t i c i -
pation 

6 

9 

19 

3 

5 

11 

4-

12 

4-

12 

10 

12 

28 

Totals 505 298 161 137 
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2) Not a l l firms which replied regarding participation 

were wi l l ing to provide details to the questions. 

The number that did submit details is given where 

data are presented; 

3) Data for investment and borrowing by the respondents 

were not a l l given as of the same date. Therefore, 

percentages are used rather than dol lar figures and 

an assumption is that each firm allocated i t s port

fo l io i n a consistent manner. 

Instruments for Investment. Table XXVI gives the percent

age of tota l investment i n the different instruments by 100 

firms which gave the requested figure data, out of the 298 

replying. Of the 26.5$ invested in banks and trust companies 

at least 9.6$ and 3.5$ were speci f ical ly noted as Canadian and 

American banks, respectively. There was, of course, much 

difference i n the amounts invested by various companies and 

thus some of the figures were weighted by heavy investment of 

one of two large firms. Therefore, a more meaningful account 

of the propensity toward the different papers is the number 

of corporations buying each type, and this is presented in 

Table XXVII. 

From Tables XXVI and XXVII the predominance of Canadian 

Government obligations and those of banks and trust companies 

is apparent. Of the seventy-five firms investing i n the 

la t ter , at least thirty-two held paper issued by banks. It 

was noted in Chapter III that the deposit receipt is an 

effective means of gaining a return on cash while continuing 



TABLE XXVI 

CORPORATE HOLDINGS OF MONEY MARKET SECURITIES 

Instrument Per Cent 

Government of Canada Bonds and Treasury B i l l s 32.3 
Provincial 12.0 
Municipal 3.2 
Finance Company 10.6 
Corporate Paper 5.8 
Investment Dealer "Buy Back" 5.8 
Banks and Trust Companies 26.5 
U.S. Treasury B i l l s 3.8 

100.0 

Source: Response to Questionnaire 

TABLE XXVII 

NUMBER OF REPORTING FIRMS INVESTING IN INSTRUMENTS 

Instrument Number of 
firms investing 

Government of Canada Bonds and Treasury B i l l s 57 
Provincial 37 
Municipal 13 
Finance Company k 3 
Corporate Paper 26 
Investment Dealer "Buy Back" 13 
Banks and Trust Companies 75 
U.S. Treasury B i l l s 5 

Source: Response to Questionnaire 
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to maintain good banker r e l a t i o n s , and t h i s i s the most l o g i c a l 

explanation f o r the great interest i n the instrument. 

Issuers of Commercial Paper. A t o t a l of t h i r t y - f i v e firms 

reported issuance of commercial paper. Table XXVIII breaks 

them down by i n d u s t r i a l category. It should be noted that a l l 

but three of the issuers had an AMI cr e d i t r a t i n g . A possible 

reason f o r the predominance of food manufacturing firms i s 

t h e i r c y c l i c a l s t a b i l i t y and thus safety of t h e i r obligations. 

Reasons f o r Money Market A c t i v i t y . The questionnaire asked 

f o r reasons f o r lending or borrowing i n the money market, and 

Table XXLX breaks down the r e s u l t s by number of firms i n each 

industry. E s p e c i a l l y noteworthy i n the table i s the importance 

of " c a p i t a l expenditures" as the reason f o r public u t i l i t y 

p a r t i c i p a t i o n and the seasonal peaks i n most manufacturing 

industries and i n merchandising. 

Bank Borrowing and Other Questionnaire Items. Of the 137 

non-participants i n Table XXV, sixty-seven claimed bank borrow

ing, twelve claimed no bank borrowing, two mentioned that t h e i r 

cash needs were attended to by other members of t h e i r i n t e r 

corporate organization and no answer was received from f i x t y -

s i x firms regarding t h e i r short-term borrowing p o s i t i o n . 

Among the bank borrowers, one stated the use of acceptances 

and one had a loan outstanding from the Industrial Development 

Bank, i n both cases to supplement bank borrowing. 



TABLE XXVIII 

ISSUERS OF CORPORATE PAPER 

Industry Number 

Food and Beverage 10 
Iron, Steel and Non-Ferrous Metal 5 
Merchandising 6 
O i l and Pipeline 5 
T e x t i l e 3 
Construction 2 
Public U t i l i t y 2 
E l e c t r i c a l Equipment 2 

T o t a l 35 

Source: Response to Questionnaire 



TABLE XXIX 

REASONS FOR MONEY MARKET ACTIVITY 

Industry Number of 
firms 

reporting 

Property Development 1 

Public U t i l i t y 20 

P r i n t i n g & Publishing 5 

Iron, Steel and Non-
Ferrous Metals 19 

Mining 2 

O i l and Pipeline 13 

Pulp and Paper k 

Transportation 3 

E l e c t r i c a l Equipment 5 

Construction 9 

Chemical and A l l i e d 7 

T e x t i l e 3 

Food and Beverage 2k 

Merchandising 20 
Totals 133 

Interest Dividend C a p i t a l 
payments payments expendi-

ture 

1 -

5 1 + 1 8 

1 3 

3 5 7 

2 

5 6 8 

2 3 2 

1 1 3 

k I k 

2 2 

1 1 

3 k 10 

Jt _g 
29 3 k 58 

Sinking 
fund 

Tax Seasonal 
peaks 

1 

k 3 k 

2 1 3 

2 7 13 

1 1 -

6 k 3 

3 2 3 

1 1 2 

5 

2 1 k 

1 k 

2 

3 2 19 

-31 -2 12 
28 25 81 
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Answers to Section I I I , C do not lend themselves to 

meaningful tabulation as more than one-half of the respondents 

did not answer them and there was no consistency i n the r e p l i e s . 

For example, i n the question regarding a r a t i o of cash to 

current l i a b i l i t i e s , answers i n the "Iron, Steel and Non-

ferrous Metals" category ranged from 25$ to 200$. 



14-7 

SURVEY FORMS 



Dear 

As p a r t of the work f o r my Master of B u s i n e s s 
A d m i n i s t r a t i o n degree at the U n i v e r s i t y of B r i t i s h Columbia, 
I am w r i t i n g a t h e s i s on The Canadian C o r p o r a t i o n and I t s Use  
of the Short Term Money Market. I t w i l l b a s i c a l l y examine how 
f i r m s o b t a i n funds from, and put s u r p l u s cash to use i n 5 these 
markets. I n my study the f i n a n c i a l i n s t r u m e n t s t h a t comprise 
the s h o r t term market (paper w i t h m a t u r i t y up to three y e a r s ) 
are those l i s t e d i n p a r t s I and I I of the a t t a c h e d q u e s t i o n n a i r e ; 

As my r e s e a r c h c o n s i s t s m a i n l y of c o l l a t i n g 
i n f o r m a t i o n from s e l e c t e d f i r m s , i n c l u d i n g y o u r s , I am a s k i n g 
you to be k i n d enough to supply me w i t h some necessary d a t a . 

I r e a l i z e t h a t your time i s v a l u a b l e , so I have 
a t t a c h e d a q u e s t i o n n a i r e which should o n l y take a short time t o 
answer. The answers to q u e s t i o n s r e q u e s t i n g f i g u r e s need o n l y 
be a p p r o x i m a t i o n s , so time-consuming examination i n t o your 
accounts f o r exactness i s unnecessary. I n a d d i t i o n to the 
q u e s t i o n n a i r e i n f o r m a t i o n , the f o l l o w i n g items are a l s o requested? 

1. Annual Reports ( o r r e p r i n t e d F i n a n c i a l Statements) f o r each 
of the years from 1952 to 1962. I f a l l of these are not 
a v a i l a b l e , please send what you do ha.ve. 

2. Copies of your l i s t s of s h o r t term investments as at the 
end of October and/or November 1963, t h a t i s , s u r p l u s funds 
you are l e n d i n g to the market and, i f a v a i l a b l e , such l i s t s 
at year end f o r the p r e v i o u s y e a r s . These l i s t s would be 
most h e l p f u l i f they showed m a t u r i t y date, face v a l u e , book 
v a l u e , and d e s c r i p t i o n ( t h a t i s , source, such as "Finance 
Company Paper," You may wish to keep the a c t u a l f i r m s you 
d e a l w i t h c o n f i d e n t i a l , so names are not requested., 

3. The same as #2, but f o r short term borrov/ing by your Company 
( t h a t i s , funds you o b t a i n from the s h o r t term ma r k e t ) . 

The l i s t s mentioned above are a c t u a l l y the most 
important p a r t of the i n f o r m a t i o n requested:) so, even i f you 
cannot send a l l I have asked f o r , the 1963 l i s t s alone w i l l be 
v e ry h e l p f u l . 

A l s o a p p r e c i a t e d would be any statement of p o l i c y 
on your use of the s h o r t term market, any r e c e n t changes on t h i s 
p o l i c y , or any o t h e r i n f o r m a t i o n you t h i n k would be h e l p f u l . 

The data I am r e q u e s t i n g are e s s e n t i a l to the 
success of t h i s t h e s i s , so your a s s i s t a n c e would be g r e a t l y 
a p p r e c i a t e d . Even i f you have no d e a l i n g s whatever i n the 
.market, a simple statement to t h a t e f f e c t and a r e p l y to p a r t 
C o n l y of the q u e s t i o n n a i r e would be most h e l p f u l . 

Thanking you i n advance f o r your t r o u b l e and the 
c o o p e r a t i o n I t r u s t I s h a l l r e c e i v e , I remain 

Yours very t r u l y , 

David P a s c a l 



Q U E S T I 0 II ii A I R E 

You need not bother g i v i n g any information here that duplicates 
the l i s t s you are enclosing under items # 1 and #2 of my l e t t e r . 

I . USES OF FUNDS% 
What are the approximate amounts you presently have 
invested in? 

1. Government of Canada bonds of maturity under one year 
I 1 - 2 years ; 2 - 3 years 

Government of Canada Treasury B i l l s . 

2. P r o v i n c i a l treasury " b i l l s i short term discount 
bonds 5 p a r i t y "bonds . 

3= Municipal bonds or other o b l i g a t i o n s up to throe years 
maturity . 

4. Finance Company notes or acceptance paper 

5. Commercial paper . 

6. Investment Dealers' "buy hacks" and loans 

7- Banks and Trust Company notes and guaranteed deposit 
re c e i p t s 5 i n t e r e s t earning hank deposits 

8. Bankers' acceptances 

9 « U.S.A. and U.K. short term paper 
10. Grain Co.. Paper 

I I . SOURCES OF FUNDSs " 
What are the approximate amounts you presently borrow "by? 

1. Commercial bank demand notes and overdrafts 5 • X. 
Bankers' acceptances . 

2. Promissory notes / " . • i v »i „V - (other than to commercial banks;. 

3. S e l f - l i q u i d a t i n g short term bank borrowing 

4. Borrowing from governments f o r research or development, 

5= Finance Company loans . 

I I I . GENERAL; 
A. For which of the f o l l o w i n g reasons, and i n about what 

amount, do you place surplus funds i n short term 
investments? Indicate where ap p l i c a b l e . 

1. Interest payments . 

2. Dividends . 

3 . C a p i t a l expenditures 

4. Sinking fund payments 

5. Taxes . 

6. Inventory end/or r o c o i v a b l e . l p e a k S ^ 

7. Other 
(continued) 



Q U E S T I O N N A I R E (co n t i n u e d ) 

I I I . GENERAL (continued) .• 

B. For which of the f o l l o w i n g reasons and i n about what 
amounts do you engage i n short term borrowing? 

1. D i v i d e n d s . 

2. C a p i t a l e x p e n d i t u r e s . 

3. Seasonal i n v e n t o r y f l u c t u a t i o n s . 

4» Taxes . 

5 . Other . . 

C. P l e a s e answer the f o l l o w i n g ? 

1. Would you say t h a t you g i v e much a t t e n t i o n to p u t t i n g 
s u r p l u s funds to use i n the s h o r t term markets? 

2. Do you advocate need f o r such a t t e n t i o n i n your 
i n d u s t r y ? 

3. I I you have i n v e s t e d s u r p l u s funds i n short term 
ma.rkets, about how much e x t r a annual p r o f i t do you 
est i m a t e t h i s has added? 

4« About what r a t i o of cash to c u r r e n t l i a b i l i t i e s 
would you recommend f o r f i r m s i n your i n d u s t r y ? 

5« For purposes o f c o n f i d e n c e , would you p r e f e r t h a t I 
r e f r a i n e d from mentioning your Company's name i n the 
t h e s i s ? 

P l ease l i s t below and on the r e v e r s e s i d e any other i n f o r m a t i o n 
you t h i n k may be h e l p f u l . (For example, e x t e n t o f f l u c t u a t i o n s 
i n s h o r t term l e n d i n g and borrowing over the y e a r , times and 
causes of peaks, and exte n t of cash f o r e c a s t i n g . ) 



U n i v e r s i t y of B r i t i s h Columbia, 

Dear 

Mr. David P a s c a l i s w r i t i n g h i s t h e s i s 
f o r the Master of Busi n e s s A d m i n i s t r a t i o n degree under 
a f a c u l t y committee of which I am chairman. 

I n the case of Mr. P a s c a l ' s t h e s i s , as 
i n many o t h e r s , there i s a requirement f o r the c o l l e c t i o n 
of data from b u s i n e s s f i r m s . Some of these data the f i r m s 
may view as b e i n g c o n f i d e n t i a l and, on b e h a l f o f the 
F a c u l t y o f Bu s i n e s s A d m i n i s t r a t i o n , I can add my assurance 
to t h a t of Mr. P a s c a l ' s t h a t any s t i p u l a t i o n l a i d down by 
the companies who are good enough to a s s i s t Mr. P a s c a l w i l l 
be c a r e f u l l y r e s p e c t e d . 

S i n c e r e l y /q^hrs, 

'H.rL. Purdy, 
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Dear 

With r e f e r e n c e to a l e t t e r and q u e s t i o n n a i r e 
m a i l e d to you r e c e n t l y (a copy of which i s a t t a c h e d ) , I am 
now e n c l o s i n g a l e t t e r of a u t h o r i z a t i o n from my t h e s i s 
chairman, Dr. H.L. Purdy. 

I f p r e s s u r e s of time have delayed your answer, 
t h i s second request i s not i n t e n d e d to r u s h you, "but s e v e r a l 
f i r m s have r e f r a i n e d from r e p l y i n g , f o r purposes of k e e p i n g 
the i n f o r m a t i o n c o n f i d e n t i a l . 

I f the l a t t e r i s the case, I do hops you w i l l 
g i v e i t a second thought i n l i g h t o f Dr. Purdy's and my own 
assurance t h a t any request f o r confidence you may have w i l l 
he r e s p e c t e d . 

I f your f i r m has no d e a l i n g s whatever i n the 
market, j u s t a simple statement to t h a t e f f e c t and a r e p l y to 
p a r t Cl o n l y of the q u e s t i o n n a i r e would be most a p p r e c i a t e d . 

Yours very t r u l y , 

David P a s c a l . 
e n c l s . 
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Dear 

Sorao tirao ago a l e t t e r and q u e s t i o n n a i r e 
were m a i l e d to you r e q u e s t i n g data f o r a t h e s i s r e g a r d i n g 
your p a r t i c i p a t i o n i n the s h o r t term money market. From the 
response to p r e v i o u s second r e q u e s t s , i t was l e a r n e d t h a t 
s e v e r a l f i r m s d i d not r e p l y o r i g i n a l l y because they had no 
sho r t term investments o f t e m p o r a r i l y i d l e funds and/or no 
borrowings o t h e r than from commercial banks. I f suoh i s your 
case, I would v e r y much a p p r e c i a t e your s i m p l y l e t t i n g me know 
of t h i s f a c t . 

S e v e r a l f i r m s have expressed concern 
r e g a r d i n g the c o n f i d e n t i a l nature o f the i n f o r m a t i o n . May 
I assure you t h a t the data are compiled i n t o t a l s and no  
i d e n t i f i c a t i o n o f s p e c i f i c f i r m s w i l l be r e v e a l e d w i t h o u t the 
expr e s s p e r m i s s i o n o f the company. Once the data are compiled 
the r e c o r d s w i l l be d e s t r o y e d . 

C o l l e c t i o n of these data are e s s e n t i a l to 
the success o f the t h e s i s . I f you have m i s p l a c e d the o r i g i n a l 
l e t t e r and q u e s t i o n n a i r e and would s t i l l l i k e to a i d me, pl e a s e 
l e t me know and I s h a l l send a second copy. For your con
v e n i e n c e , s e v e r a l statements are l i s t e d below and i t would be 
a p p r e c i a t e d i f you would t i c k the a p p r o p r i a t e one and r e t u r n 
t h i s l e t t e r . 

Yours v e r y t r u l y , 

D a v i d P a s c a l 
We have no s h o r t term investments or borrowings ( o t h e r than 
bank borrowing) . 
Send us another l e t t e r and q u e s t i o n n a i r e . 

We have not yet been ab l e to complete the o r i g i n a l 
q u e s t i o n n a i r e but expect to do so . 


