Bank Act Revision in Canada:
Past and Potential Effects
on Market Structure and Competition”

At its introduction, the Canadian Bank Act of 1967 was pro-
claimed by the Minister of Finance to be “A Blueprint for Com-
petition”. The Act incorporated a number but by no means all
of the recommendations made in 1964 by the Royal Commission
on Banking and Finance (the Porter Commission). The Comrnis-
sion had explicitly stated that it favoured:

..a more epen and competitive banking system.. carefully and
cquitably regulated under uniform legislation but not bound by
restrictions which impede the response of the institutions to new
situations, enforce a particular pattern of narrow specialization or

shelter some enterprises from competitive pressures. We believe that
this framework will encourage creativity and efficiency... [19; p- 5641

Now, some cight years since enactment of the legislation, it
is possible tentatively to evaluate whether the 1967 Act had sufficient
market impact to realize any of the Commission’s hopes, and also
to develop some guidelines for the impeding Bank Act of 1977.

The Porter Commission’s Report is replete with expressions
such as ‘competitive markets’, ‘competition’, and ‘making financial
institutions more corapetitive’. The chartered banks were to become
more competitive with near banks, and were as well to compete
more vigorously with each other. This provides a neat dichotomy
for the discussion which follows.

In their submissions to the Porter Commission, the chartered
banks argued that they were denied entry to a number of financial

* Thanks are due to John Chant, Kevin Cinton, Jack Galbraith and Grant Reuber
for valuahle comments, and to Eileen Stewart for her excellent research assistance.




20 Banca Nazionale del Lavoro

markets as a result of legally imposed barriers. A discussion of the
nature of these barriers and the effects of their attenuation by the
Act constitutes Section I of this study.

In its deliberations the Commission also noted that competition
between the chartered banks thernselves was somewhat deficient
and sought to remedy this with policy suggestions, a number of
which eventually became law. Section IT of this paper therefore
involves a discussion of the structure and conduct of the Canadian
banking industry and provides some insights into the efficacy of the
Act in bringing to that industry more vigorous interfirm competition.

The paper concludes with suggestions for the 1977 Act.

1. Bank/Near Bank Competition

~ Under the Bank Act of 1954, banks faced various impediments
to entry into loan and deposit onarkets, where their major competi-
tors were the ncar banks.! With the exception of its provision of
federafly-backed deposit insurance, which probably helped the near
banks more than the banks by aiding the former’s relative credibility,
the 1967 Bank Act was clearly designed to improve the relative
position of banks, by removing both direct and cost-related barriers
to - their participation in financial markets, The two main direct
barriers were an interest rate ceiling and a ban on conventional
mortgage holding, whereas the cost disadvantages concerned rescrve
requirements and the ability to issue debentures. ,

1. Eradication of<the interest ceiling

“Prior to. May of 1967, Canadian chartered banks were subject
by law to a 6 per cent ceiling on the rate they could charge on loans.

By December of 1965, the banks’ prime rate had hit the ceiling,

while other interest rates continued to rise. In fact by 1966 the

1 As can be seen from Table I, the latter institutions consist, in order of size, of
trust companies, credit unions and caisses populsives, MOLZAZE loan - companies, and
Quebec savings banks; in 1967 they qumbered over 5,00, as opposed t© 9 chattered banles.
The Quebec savings banks compete with the banks on a somewhat limited basis:_ there
have in recent years been very fow of them (only ope since 1969) and’ they have never
operated outside Quebec, : :
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banks’ rnajo_r competitors for deposits, the trust companies, were
able to pay in excess of 6 per cent for long term deposit funds. To
a considcrab_le extent, the banks could and did circumvent the ceiling
by demanding compensating deposit balances, charging insurance
and service fees, and quoting rates on nondeclining principal;
nevertheless, their position in both deposit and loan markets wa;
gradually being eroded. |

The 1967 Act provided for complete removal of the ceiling by
January 1, 1968, and since then the prime rate has never in fact
falllen below 6 per cent. Clearly the ceiling had become inappro-
priate to market conditions and would have forced nonprice ration-
ing cven in the prime loan market had it been maintained.

It is difficult to draw conclusive inferences from data on market
chares since both before and after the Act banks among financial
institutions enjoyed a near monopoly of the business loan market
and in. the market for personal loans they had begun to bid hcavilj;
and therefore increase their sharc well before 1967. Nevertheless
certain patterns do emerge. '

Banks® increased concentration on personal loans is evidenced
by a steady increase in the proportion of such loans in both total
bank loans and total bank assets prior to the tight money year of
1966. However that proportion did not increase in 1966 and it is
dlﬂi(%ult to sec given generally rising interest rates how it could have
continued to rise, as it did from 1967 on, had the ceiling not been
rcm(?ved. The banks would have had to rely increasingly on the
prcwogsly mentioned methods of circumvention; these were clumsy
and .d}shonest and were already leading to pressurc for legislation
requiring disclosure of true rates of interest, Business loans also
continued to increase relative to other bank assets, so that between
the year-ends of 1967 and 1974, total general loans as a percentage
of assets rose from 51 to 58 per cent (Table 8).

In the ll)zjmk /near bank market for personal loans, removal of
tglc lo,an ceiling was followed by a relatively minor increase in
";‘Iﬂ];ls share, .betwccn 1967 ax}d 1974 from 73 to 79 per cent
(Table 4). This reflected the simultancous growth of their major
Eompct}tors, the credit unions and caisses populaires. However
o;ir}il:?;t aglr:nv:trl;,;rfom 35 to 53 per cent, is f:vid'ent in the bank-s’ share
s o ek cir consumer credit, which includes such high rate
_ ealers and consumer loan and sales finance com-
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panies (Table 4)- Such lenders tend to charge considerably higher
rates than do banks and near banks, reflecting their customers’ igno-
rance and/or unrcliability. Removal of the ceiling enabled banks
to bid for this class of borrower thereby reducing the monopoly
rents which had been accruing to high rate lenders.

This increased ability to bid for the high risk borrower is of
particular importance in tight money periods, when some such
borrowers are typically rationed out of bank credit by nonprice
means. For personal borrowers the only major alternative sourccs
of funds are credit unions or sales finance and consumer loan com-
panics. Small businesses are in an even less flexible position. Aside
from the govcrnmcnt—backed Industrial Development Bank, they
have few nonbank credit sources short of selling commercial paper,
the sales finance companies, and, in recent years, foreign wholesale
banks.2

One would hope and expect that discrimination against small
borrowers was diminished after 1967, and there is some evidence
from the one tight money period since the Act that this has been
the case. Small business, construction and personal loans declined
markedly during 1966, a year of sharply reduced growth in both
money and total loans, but were not squeezed nearly so hard in
1969-70, an even tighter period and the tightest since the Act (Table %)
In fact mortgage loans in both 1969 and 1970 grew at about twice
the rate of loans as a whole, although this undoubtedly reflected
in large part adjustment to the 1967 removal of the prohibition
against holding conventional mortgage paper.

2 Sultan [20] calculates marker shares of shost term industrial-commercial credit
in 1g74 as chattered banks 66 per cent, commercial paper and bankers® acceptances 1z per
cent, U.S. banks 71 pet cent, sales finance companies § per cent and the Industrial
Development Bank 3 per cent. Trust companies generally are prohibited by their chatters
from granting noncollateral business loans because :of potential conflict of interest with
their role as trustees. Credit unions have traditionally concentrated on morigages and
personal loans, although they are legally free to gramt business loans and have recently
begun to seek out that market. Mortgage loans companies handle only a very small volume
of collateral loans and grant oo ansecured business loans. ‘This leaves the sales fimance
companies as the major nonbank institutional source of business loans. These companies
chatge rates considerably above the banks and are heavily dependent on the latter as 4
cource of funds. The government-backed Industrial Development Bank is an attempt (0 fill
this gap, but it concentrates on medium and long term loans, lends only to businesses that have
been turned down by banks, and then only in small amounts averaging about $25,000-
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. Permission to hold conventional morigage paper

A second direct barrier to competition between banks and
other financial institutions was the pre-1g67 exclusion of banks
from most of the mostgage market. Although the 1954 Bank Act
permitted them to hold residential mortgages guaranteed under the
National Housing Act (NHA) as well as a limited range of other
mortgages on specified asscts, it disallowed most conventional
mortgages. In fact by 1959 NHA mortgage rates had exceeded
the 6 per cent loan ceiling, and at that point banks by and large
dropped out of the mortgage market completely’

The removal of the 6 per cent lending ceiling allowed banks
to reenter the NFA mortgage market at prevailing rates. In
addition, the 1967 legislation permitted banks for the first time
to originate and trade in conventional mortgages. Their holdings
were restricted to 3 per cent of Canadian deposit and debenture
liabilities until October 31, 1967; thereafter the limit increased 1 per
cent each year to a maximum of 1o per cent effective October 31,
1974. By the end of 1974, banks had taken full advantage of this
Erowsmn, with mortgage holdings at 9.g7 per cent of the liability
ase.

Banks share of the bank /near bank mortgage market rose from
13 per cent at the end of 1967 to 24 per cent at the end of 1974
(Table 5). In the same period their share of new mortgage loans
approved by selected institutions rose from g to 28 per cent; at the
expense of life insurance companies and the government-sponsored
Central Mortgage and Housing Corporation (Table 6).

However examination of mortgage holdings by firm reveals that
ileslnte t}?c rclaxatiog of restrictions on banks, institutional concen-
ration has increased. The top cight firms held cent of
bank /near bank holdings in 1562, %}3 per cent in 1‘;567P§117.1d 46 per
cent in 1974. In fact the increase in concentration is clearly a result
of I.Dank’s’ entry, as was the decrease in the carly sixties a result of
their exit: of the top eight firms, only two were banks in 1967, but
four were banks in 162 and three in 1974 (Table 11).

_ The need for further improvement of mortgage markets is
evident. Small brokers continue to flourish charging rates sub-

hold‘m3 O_f course batks kept 2 hand in mortgage revenues all along via their ownetship
gs n trust and mortgage loan companies. The 1967 Act cutailed such ownership.
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stantially above those of banks and near banks, an indication of
market segmentation. It is difficult, moreover, to detect any fall in

mortgage relative to other lending rates, DOI has the differential

between Canadian and U.S. rates narrowed appreciably.

Recent developments in both the private and government SCC-
tors should help both to widen and deepen mortgage markets.
The supply of mortgage funds has been considerably enhanced
since the appearance in 1972 of Mortgage Investment Trust Corpo-
rations (MICs) and real estate investment Crusts (the latter are
typically owned by trust companies and banks). The enactment
in 1973 of the Residential Mortgage Financing Act provides for the
creation. of another such institution, the Federal Mortgage Exchange
Corporation (FMEC).

‘The FMEC is designed to improve the secondary mortgage
market by buying residential mortgages from primary lenders, and
will also lend against mortgage paper to institutions active in the
market. The MICs are a special form of housing-oriented loan
company similat to ccal estate investment trusts and are intended
to appeal to smaller financial institutions and to individual investors.*

Reduction of cost barriers: the split reserve requirement and the
debenture provisions

The 1967 Act changed banks’ reserve requirement from an 8
per cent requirement behind all deposits to a sphit requirement of
4 per cent behind time deposits and 12 per cent behind demand
deposits. The cffect has been to lower the average requirement
from 8 to just over 6 per cent, as well as to provide the banks with
an incentive to offer, for the first time, nonchequable Pcrsonal
savings deposits, Consumers have been encouraged t0 econamize
on their holdings of demand deposits and banks have been able to
offer savings deposit rates which are now competitivc with those
offered by near banks, Chequable personal savings deposits declined
between 1967 and 1974 from 37 to 14 per cent of banks’ total
publicly-held deposits, and in the same period demand deposits fell
from 29 to Ig per cent (Table 9)s nonchequable savings deposits,
both personal and business, increased their share accordingly, result-
ing in pecuniary benefits (increased interest income) to depositors

JE———— )

4 For a detailed description of the intended roles of the FMEC and MICs, see (181
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as a whole. Simultaneously, the turnover rate of demand deposits rose
from 88 to 147 per cent per year, reflecting their more eflicient use

A scFond cost-reducing feature of the Act was to allow banks‘
for the first time, to raise funds by issuing debentures (which carﬁ;
no reserve requircment). Banks took immediate although limited
advantage of this provision, and their share of debentures in total
liabilities now stands at about 1.2 per cent (Table g).

4. Overall effects of the legislation removing restrictions on banks

Given the considerable convenience to most depositors in usin
4 bank rather than a near bank, convenience which flows lar élg
from the Canadian banks’ extensive branching system, it has grc’)}i
bably redounded to the average consumer’s advantag,e to perP;nit
bank.s into the mortgage market and to adjust the banks’ reserve
requirements so that they could pay more on deposits. It is also
probable that the consumer has benefited from the removal of the
i:%tercst ceiling, both via the erosion of monopoly rents accruing to
h%ghlraﬁc lenders of personal funds and via the reduction of nonprice
discrimination against the small borrower in tight money periods.

‘What is equally cvident is that banks have benefited. The Act
has permitted the banks between 1967 and 1974 to increase their
share of loans in total assets from 51 to 58 per cent and of mortgages
jfrom 4 to 1o per cent (Table 8). As high yield assets these have
increased banks® ability to attract deposits, Thus banks® size rclative
to near banks has stabilized at its 1967 level of 68 per cent of bank
plus near bank assets, whereas this fraction had been falling contin-
uously before 1967 from a high of 88 per cent in 1945 (Table 1).
Morever banks’ profit rate has risen from an average of about 8 per
cent over the six years prior to and including the Act to about 13
per cent over the seven years since (Table 13)7 Yet concentration in

is dcvse]iir:l ellr-; T’ldﬁﬂcc that b:clnks benefited by the Act at the expense of near banks
both bank and ncarpgperk by (.;ﬂfﬁths (10]. He calculates cumulative residual returns to
bank returns and Tan equity, where the residual is a difference between bank or near
He concludes { . Sf;ﬂto Stock Exchange * security market line” with systematic risk,
out and thoscp;)fzgj, ]ilﬁ fact that th.t: cumulated residuals of banks was positive through-
banks gained relati niar anks predominantly negative suggests that is was not that the
than the menr b vely more than the near banks gained por that they lost relatively less
ear banks lost but that the banks gained and the near banks lost *.
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of this paper therefore is concerned with competition and potcntlal
compctition between the banks themselves.

the industry has barely diminished (Table x0). The second section

II. Competition in the Banking Industry

Students of industrial organization characterize the level of
interfirm competition through investigation of market structure,

conduct and performance. We shall deal with each of these in turn.

1. Structure
Discussions of market structure generally emphasize concentra-
tion and barriers to entry.

D Concentration

ntration in the Canadian banking industry s, quite
simpcljycjn::r; high. The proportion of total industry assets controll;cl
by the five largest banks has not fallen below gt per cent over

irteen years (Table 10). .

e tslt'itctly zpcaki(ng, however, ‘banking’ docs not quahfg as :;1;11
industry. Rather, the chartered banks compete with other 1ri)anc1 f
institutions both for deposits and carnings asscts in a numper o
distinct markets. The five largest chartered banks do rx‘:lamtal{{lc;
tight oligopsony in hoth the savings and demand deposit mzrtwo
(Table 2 and 3)- However as scllers, three trust companies limnks 0
mortgage loan companies combine with the three largest aI .
control 435 per cent of the mortgage market (T able 10)- n1 e
consumer credit market the five major ban}{s constitute a fairly o}:}sc_
oligopoly, holding according to our estimates slightly less than

one-half the market; however this is double their share in 1962

Table A). .
( Thjzc barebones concentration ratios do not tell the whole

ory. Firstly, the degree of mono oly is increased bcyo.nd the level

iflgchby tge ratios %hrough the aIc):tivitics of the Carllac!mn Bankers’
Association to which all banks belong. The :ftssocmnon performs
o number of functions for the industry }ndudmg research, cduc(:ia':
tion, lobbying, clearing of cheques, a}n_d prior to the 1967 Act, co0r i
nation of industry-wide pricing policies.
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Secondly, a number of the above mentioned financial markets
can themselves be subdivided geographically and according to clien-
tcle. For example geographically the residential mortgage market
would not qualify as a national market. Thus the five largest banks,
with 5,790 branches in 1973 as compared with 336 outlets for the
five largest trust and mortgage loan companies, probably enjoy
local monopolies in a significant number of regions. Morcover the
consumer credit market is hardly homogeneous with respect to
clientele. Traditionally the banks have catered to low risk borrowers
while less credit worthy customers have had to rely on the consumer
loan and sales finance corporations.

Theoretical explanations for industrial concentration are mani-
fold, ranging from government-sanctioned monopolization to empire
building by individual firms. However the most common justification
for concentration in banking is that the banks are simply exploiting
scale economies,

The existence of scale economies in banking is a much dis-
cussed but still unsettled question with such fundamental issues as
definition of industry output remaining unresolved. Additionally
the bulk of research in this area is dated, applies to unit banking and
uses U.S. data, all of which makes its application to the contempo-
rary Canadian system extremely tenuous,

. Stuart Greenbaum in his 1966 review of the literature concluded
that:

..small banks — say $1o million or less in assets — are probably
grossly inefficient. It scems likely that significant economies of scale
prevail beyond the $10 million asset size but they are probably of a
smaller order of magnitude. The conditions under which banks
of more than $300 million in assets operate are much more difficult
to judge. ‘The studies done have run the gamut, observing rising
costs, falling costs, and essentially constant costs lg; p. 4731

With respect to branch banks Greenbaum [9] cites evidence from
his own research which shows that they enjoy lower costs than unit
banks with the same output. Conversely Benston [4] found that
there were actually additional costs attributable to branching not
offset by any economies of scale, whereas Alhadeff [2] found little
difference in costs between unit and branch banks.

Subsequent to Greenbaum’s survey, Kalish and Gilbert [14],
Cmp}oymg a frontier estimation procedure, generated cost curves
explicitly for U.S. branch banking. Using loans plus investmentas
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the output Proxy, they found significant scale economies up to
about the U.S. $17 million level of output, and gradually increas-
ing cost when output expandcd beyond this level. While their
estimate of minimum optimal scale is comewhat larger than Grecn-
baum’s, even when the latter is adjusted for inflation, their finding -
of diseconomies of large size is significant and alarming.

While intercountry comparisons of minimum optimal scale are
hazardous (see Bain [31) application of the Kalish and Gilbert

findings to Canadian banking yiclds some startling results. For

example, in 1968 (their sample year) the Canadian Imperial Bank

of Commerce was 352 times larger than their estimate of minimum
officient scale while the smallest of the big five, the Bank of Nova
Scotia, was 167 times the minimum. In fact i each bank bad been
of minimum scale there would have been yoom for 1,437 participants
in the industry. Furthermore, :f Kalish and Gilbert’s estimate of
the slope of the cost curve 1s accurate it implies that in 1968 costs
for the five major banks cxceeded the minimum possible by some
$ar0 million, or o per cent of that year's GNP.

Worse still, comparison of the actual unit costs of Canadian
banks with Kalish and Gilbert’s frontier estimates, while revealing
remarkable consistency for the smallest and the largest banks,
suggests that the other seven banks were operating well above the
minimum cost attainable at their respective levels of output (Table 12).

While the evidence does not conclusively resolve the scale econo-
mies controversy it does lead us to concur with jones and Laudadio
that ... we feel justified in not accepting the hypothesis of the
existence of scale economies in Canadian banking and recommend-
ing that those interested in explaining the present banking structure
lock elsewhere” [12, P. 271

One factor which may help to explain the Jevel of concentration
in the Canadian banking industry is the attitude of public authorities.
Banking is unique amongst industries in that it is at once a
privately owned, profit secking industry and a critical wehicle for
the implementation of monetary policy. This results in contradictory
goals for public officials responsible for the industry. They must
seck market structures concurrently compatible with competition
and with public control; the former implies an atomized structurs,

the latter a concentrated structure if policy is to include © moral
suasion” (see Acheson and Chant [1]). It is no wonder that moral
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suasion 1s an efficient tool of monetary policy in Canada while it
is .ncarly ?vgrthles-s in the fragmented U.S. banking system. Nor
is it surprising. that in Canada official policy has not been .hostile
to concentration in banking.

Concentration then is prima facie high, and when supercontrol
forccs are considered is probably even higher. High concentration
in an mdy.stry, especially when. combined with high profit rates
gen,crally' indicates significant barriers to entry, and it is to thi;
second dimension of market structure that we now turn.

(i) Barriers to entry

Th.f: b\arn_cr to entry to an industry is defined as the disadvan-
tage Vis a Vs established firms faced by the most advanta ed
Potenual entrant, With respect to Canadian banking the two rr%ost
important types of entry barriers are those imposed by legislation
and those associated with product differentiation.

‘T'wo barriers to entry are imposed by legislation. - Bond and
Shearer [5] have called these the incorporation barrier and the
financial barrier. The former is the process by which a bank is
chartered, requiring as it does a special Act of Parliament. The latter
amounts to a $1 million capital subscription, half of which must be
depc:sued with the Minister of Finance, Of the two, the incorporation
bar}'l.cr seems to be the more significant in that the 1;1gs betwccEIJL initial
EEEEOD tobth(; Serlllate of Canada and the actual opening of the

can be len s 1 i i
patk can be 1o ?;arij in fact in the case of the Bank of B.C. it
; AIK).thcr kind qf entry b:arricr is _rclatcd to product differentia-
ion. .product differentiation barrier exists when the potential
cntrant is forced either to charge a price lower than thaf of the
estaghshed firm (duc to consumer loyalty to the established firm’s
E;ocuct.), 101' to incur substantial selling costs in order to charge
P_riccqlll;; cz:htpnce. Thz.tory prcdict‘s that in tight oligopolies non-
prlce o pas1 ;{r;ti gr?:tlsls. over pﬁlcc .co-mpctition, and therefore

] 1 k i
policies aimed at di%crcnti:tiigu%h;irolsfgg:z %;‘il'hk'dyf o
eacly to be the case, . is in fact seems

. cfhe' principal source of differentiation in Canadian banking
P :;orr;cl convenience, and it is realized through an impressive
gree of branching, The ten chartered banks held, as of 1974,
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6,705 branches, with the five major banks holding about go per cent
of these. The Porter Commission noted this proliferation of branches,
‘found the number of branch outlets per capita to exceed significantly
that in the U.S., and concluded that « there are tendencies in some
areas to excessive expenditures on branching” [19, P- 121]. The
Commission based its conclusions upon 2 density of one branch per
3,862 persons. As of 1974 that density had increased to one branch

per 3,362 persons.
Besides providing convenience, extensive branching also rein-

forces depositors’ perception of the safety of the institution to which

they have entrusted their funds, Large absolute size implies safety,
and the most direct public evidence of large size that a bank can
providc is a plethora of branches. This combination of convenience
and safety attained through extensive branching results in. a formi-

dable barrier to potential entrants.
This, then, is the structure of the Canadian banking system:

highly concentrated with strong possibilities of supercontrol forces;
an “incorporation” barrier to entry; product differentiation barriers
related to a pervasive propensity to branch. We now turn to the
question of whether the Bank Act of 1967, through lowering of the
incorporation barrier, tempering of the rate of branching or other-
wise, fostered a more competitive banking structure.

(iif) Effects of the 1967 Act

Concentration ratios based upon assets have declined very slightly
since enactment of the 1967 legislation, fivefirm concentration
declining from g4 per cent in 1967 to g1 per cent in 1974 (Table 10).6
Nevertheless market growth, one of the traditional explanations for
copcentration erosion over time, was impressive. Between 1967 and
1g74 assets grew by 202 per cent (Table 10)7 and yet did not lead
to any significant decrease in five-firm concentration, The mainte-
pance of a fivefirm concentration ratio of over go per cent in the
face of such market growth is truly exceptional.

—

6 In order to obtain a stricter measure of domestic asset concenttation, five-firm
ratios were constructed petting out foreign asset holdings. This had a minor cffect,
reducing the ratios by approximately two percentage points,

7 This figure is an overstatement of real domestic asset growth. Netting out price
level increases and growth of foreign asset holdings yields a still impressive 120 Pe¥ cent

growth figure.
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Market growth should have acted as a strong inducement t
entry. 'In. addition a potential entrant should have found encoura :
ment in industry profit rates (Table 13). The average rate of retu{i’i
on stockholders’ equity for the six years preceding and includin
enactment was about 8 per cent, in sharp contrast with the 1 c%
cent average rate experienced in the seven post-legislation years 3P
. The fact that concentration was maintained in the f:;u:c f
increased inducement to entry leads to the suspicion that the Banol
Act of 1967, regardless of its intent, did not significantly lo c{
barriers to entry into the industry. The incorporation barricxy ngcli
could easily have been reduced by legislation remained intact
T‘he product differentiation barrier, based upor;. perceived con e.
nience and safety as manifested by pervasive branching, has bc‘;r;
only'partlally affected by the change of Iegislation,. Branéhin‘ itself
has increased both absolutely and relative to total populattiorig '

On the other hand the perceived ¢ safety * advantage h'cld b
1':hc established banks has been to some extent diminisl%ed b thy
implementation, of deposit insurance. Such insurance, rcquirgd be
the 1967 Act of all deposit-accepting financial instigutions whiclyl
are federally incorporated (ic. all the chartered banks), ostensibl
would benefit the entrant bank more than existing ba;lks Whosz
safety has already been established by their longevity and \:isibilit

The Act, then, did reduce at least one barrier to entry. Howcvgxi
at the same time it erected barriers to those who were alrcady on
the periphery of the market and therefore the most likely act?mll
to enter. The near banks are prohibited from establishing bankz
(qnless th.ey give up near banking) by the Act’s ban on joint
ii'lrcctltl)rsmps and balllk /near bank ownership connections. A]ddi-
bl;);l; y t}_lc Act restricted the entry of foreign institutions into the

iking industry through the “25 per cent rule” whereby non-
;czldcnts can hold a maximum of 25 per cent of the sthes‘ of
765 er:ily incorporated financial institutions. The Act also required
ganﬂdia;cﬁtizin?e directors of a chartered bank to be resident

he id L 3
structgra;liin!tﬁi tilslc(:lrlt;sf:rc (1}1;71 little to n}ducc a more competitive
upon Toret o ry‘.ﬁh. e next consn.:lf:-r the effect of the Act
" symptomn of o ct. W .11c noncompetitive behaviour is usually
oncompetitive market structure there are, nonethe-
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less, certain types of conduct which if curtailed can lead to more
competitive performance Evel though the actual structure of the
industry remains untouched.

2. Conduct

In an industry as highly concentrated as Canadian banking
the chartered banks necessarily share a strong SChsc of mutual
interdependence in their pricing policies. The banks are not liable
to the anti-combines legislation and up until 1967 the Bank Acts
did not forbid price collusion. The unsutprisiog consequence of
this lack of public control, as noted by the Porter Commission
[19, p- 127], Was cartel pricing presided over by the Canadian
Bankers' Association. ‘

As of May 1, 1967 collusion on price for either loans or deposits
was forbidden by Section 138 of the Bank Act. This prohibition
scemingly has afected both the timing of rate changes and, in
certain markets, the frequency of rate changes. Prior to the Act
a1l banks simultaneously announced changes in the prime rate and
the rate paid on pcrsonal savings deposits. Subsequent to the Act,
according to Jones and Laudadio [13], rate changes are staggered
with lags ranging from several days to several weeks. They rightly
argue that this introduction of lags does not imply competitive
pricing. .
Section 138 did result temporarily in moxc competitive bidding
for large denomination term deposits, but within two years this
had become too intense for both the banks and the Bank of Canada.
In mid-1g6g the latter initiated an arrangement which fixed an
interest ‘cciling® This ceiling ceased to be effective once interest rates

began to fall in the second half of 19770, but was replaced in May of

1972 by 2 sitnilar arrangement {the Winnipeg Agreement 7} which
latest through February 1975 Legislative intent was thus insufficient,
at least in the market for wholesale deposits, to dominate the
oligopolistic bias toward collusion® =

§ Pattison [18] suggests that frequent rate changes and the consequent shifting of
deposits from bank to bank canses a welfare loss manifested by a higher proportion of

liquid * precautionary ” assels in hanks* portfolios. Certainly in any tight oligopoly there'

is strong inducement to coordinate ptices in order to avoid mutually costly price wais.
Overt coordination is probably unnecessary in most baplking matkets: instead banks s10CE
the Act have relied upon more subtle forms of consclously parallel action.

sale deposit market, which is exceptionally competitive and where large sums ate at
stake, a formal agrecment appears to have been -necessary.

In the wholc-_—
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Competition. for i
_ personal savings deposits on
¢ the other h
e . . - a
;r?i;i? :ﬁiatlvel_y lackll.lster, with interest rates changing 1:::
e gopson3; POIJV f;ll'ﬁc.thThls prisun:iably reflects the banks’ continued
( i at market due to indivi i
lack ofumobxlity and information, the individual depositor’
Collusive agreement ic
s on. service charges h i
Collus ges have not been forbidden
E,)Z: ! eglﬁitlon. f)}c:nscqucntly the banks continue to collude on ser-
v intmdgcs,_ although such collusion has been less explicit since
the intro ;lgi:; oiil single chall'lge service packages, all of which fea
: charges on cheques but i i )
B 7 e e q ut which differ from bank to
In summary, the effect
\ ect of the Bank Act of :
n st e efl 1907 upon tnar
;c;;crllu;tr 11;:3 tfl}c. ban;mn% industry has been minima19 ‘{t }is ccntci{:it
ixing for deposits and loans b ith 1i
_ ; lepos ut with little substantiv
f\g;;tt 5;2;;3 the oligopolistic incentive to price coordinate is maLaltﬁrede
ains now is to see if the Act, despite its superficial eﬁeciz

upon structure and conduct, has h:
. s ad any marke |
mance in the banking industry. y d effect upon perfor-

3. Performance

T o
o :izdptr;n;:égfg caspects..of performance are technical efficiency
as relate conormics and allocative efficiency as related to
al 1‘:;1(3.6 blcth:fan price and marginal cost.

. iE b‘;flgisn y i(ilscussed the existence of significant scale eco-
oy thcgc Illlriigroved. MOI:CO'VC.I‘ our application of a recent
o sudy to e € anac iim system }mphes that the majority of the
Canadian banks f neither at minimum optimal scale nor for that
fater Sen on.t Zb?;vcstlposslblc cost curve (‘X inefficiency). While
e oadence B indous y too weak to justify a deconcentration
Tottion s ustry it is strong enough to bring into serious
exploitationyo% scaﬁ:atmn of _mcreascd concentration based upon the
op pitation of sca t;conomm.s. Moreover it tends to discredit those
o thar el e granting of charters to small banks on the
T st g : frc lllneHiFlently .small and thus prone to failure.
25 it ideally mommus allocative cfficiency is difficult to contend with

B Bk sitates the estimation of marginal cost. How
. 't [6] has suggested a facile method mating the
price elasiity of donlr : method of estimating the
Home ooty Of nd for banks’ output. Under certain assump-
icity approximates the inverse of Lerner’s [15] indgx
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of monopoly power, (P-MC)/P, where P is price and MC is mar-
ginal cost.

Brucker assumes that the government bills market is essentially
a ‘dumping market’, whercin no bank exerts influence over price,
with the result that average and marginal revenuc in this market
are equal. Profit maximization implies that the marginal revenue

from every credit instrument will be equalized and thus will equal

average revenue earned in the bills market, AR,. Assuming that
the bank issues one type of loan for which average revenue, ARy, is
known, then price elasticity of loan demand, e, can be expressed by:

= ARi/(AR—ARs).

Lerner’s index is equivalent to the reciprocal of the price elasticity

of demand when marginal cost equals marginal revenue. Therefore
the smaller the value of e the greater the divergence between price
and marginal cost and hence the greater the degree of monopoly
power.
The assumption that individual banks are price takers in the
government bills market is admittedly somewhat tenuous in the
Canadian. context. However, the banks oligopoly power in this
market is obviously tempered by the government’s mONOPsoNy power
as sole purchaser of such loans, whercas the borrowing public, which
“buys” ordinary loans, is relatively atomized. Treasury bill yields
merely provide a base against which to measure changes in the
banks' oligopoly power vis 3 vis the borrowing public.

This elasticity measure will obviously vary in the short run
due to cycles in. financial markets but it is perhaps significant that
our calculations® show the 1962-677 average (2.26) to be slightly
higher than that for 196874 (2.12), indicating an increasing diver-
gence between marginal cost and price and hence a greater degree of
allocative inefliciency. This is not to say that there is necessarily 2
causal link between the Act and an increment in monopoly power,
but rather that the post-legislation years have witnessed no decrement
in such power, at least according to this admittedly imperfect
measure.

In sutnmary, it has been argued that the Bank Act of 1967 has

—_——

9 Using AR|=average revenue on loans, and ARp=average yield on 3 month Treasuty

hills, Data from Bank of Canada Review.

- oug
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one H i
done little to bring the structure, conduct or performance of the

banking industry cl
: y in oser to the competitive 1 i
in certain instances, the opposite efgect deal. In fact it has had,

. Conclusions

1. Deficiencies of the 1967 Act

We conclude that ¢
t the 1967 Bank A . '
’ ct had its i i
stren, s major impa
as agtr;ﬁingfﬂ}e postion of the banks relative to th]e ncarpbj:n]lg
s o re hold its remqval of the loan rate ceiling, granting per-
e u;) conventional mortgages, and lowering of the a%crz e
customersqbremilnt'-Thcse measures to some extent benefited bafk
votal supol Yofrc ucing nonprice credit rationing, increasing the
o thoscplz)fjfre dmOItgages, and raising bank deposit rates relative
the majorit ref ?(E,ancal: banks. Thesc benefits are important since
than or] inYc{)d- Canadians find it necessary to use a bank rather
oo adva-n?ag ;:Ialhit:h .ztﬂr.lc:arf bank because of the locational and
ow fro : .
of branches. m the former’s pervasive network
Neve
financial ritrl:;ll;i& ,thcl.mcasu‘rcs.s have also helped to strengthen the
markets ace d ry’s oligopolistic structure, Most loan and deposit
mortgage niarﬂmlr;:wd by the five big banks, or, in the case o-fp tlsﬂlc
foan cor%q anies S(E, Ay the banks and a handful of trust and mortgage
by forbid%ing ;:Ollustit;;npts b)i the Act to stimulate price conipeti%ifh
n over loan charges ha ; .
i:sults’ and two years after the Act vghen igtfgfseg 1§tab1}’ Coomee
rge term ; . ’ ompetitio
tha%cforccd tﬁzg‘(l)s;gs I‘Csu!ted in frequent interbank dCIEJOSit ]:hlffc;l;
remain unnecessarily liquid

ed an agreement fixin ; ssarﬂy liquid, the banks welcom-

g maxtmum interest rates. Considerable

10 The chartered
bank:
U8, “sitcase” b ¢ s are cutrently concerned over the a i
: ; e
;‘ﬂce they do not Z:f:;’)t ‘:::;h' Ewag-; the Bank Act’s Pl'Ohibiting: az;ncfor::?gf all:lvad:' o
s risen from § > osits, cir shate of the short term busi , aneng
chartered by per cent in 1970 to r1 per . usiness credit market
rks. Their i per cent in 1g74, mostly at th
their impact, however, is 1 3 e expense of the
tatal assets stood at only 1.8 per cent i;gclii'ni:?ﬁnad to that market: in April 1975

Another sm
okescreen ; s
competitive enyi sometimes raised by the banks i
. nviron : . y the banks is that th i :
ment internationally (see, for example, Sultan e{ztﬁ]l;cmt;-lm . hlgt];]y
. owever this

n no wsa '
y denies their oli .
i gopolisti i
foreign currency assets, polistic domestic structure, as Table 1o illustrates by netting
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time lags persist between changes in prime rates and changes in
rates offered to small depositors. QOur index of divergence between
the marginal cost of loans and their price shows a slight increase
in banks monopoly power. Clearly if the 1967 Act benefited con-
sumers in some respects, it was seriously deficient in others.

o, Liberalization and integraion of financial markets

The key to improved pesformance in Canadian financial markets
js, in our minds, the granting of easier access on equal terms to
all po-ten.tial entrants to all loan and deposit markets, with guar-
antces of equal regulation once cntry has been accomplished.
‘These principles if applied would concentrate regulation on markets
rather than institutions, and thereby eliminate much of the ineffi-
cient market scgmcntation that currently exists.

The costs of market scgmentation in terms of resource misalloca-
tion are well known. A further problcm with scgmcntation has
been identified by those concerned with foreign ownership of
Canadian industry: the paucity of funds available for small and
venturesome business due to banks’ and near banks® concentration

on specified and in particular safe earning assets has led to a gap

in the market for wholesale funds which 1is typicaﬂy filled by

direct investment from abroad, expansion by multinationals from
internal sources, or, most recently, forcign—bascd banks and ven-
ture capital firms.!!

Easier access on cqual terms to all potcntial market entrants
would involve the elimination of cumbersome chartering proccdures
as well as the opening of all markets to all institutions subject only
to the regulations which are specific to each market. It would in-
volve dropping all regulations or advantages which arc purely insti-
tution-specific: for example, the preferential tax treatment presently
enjoyed by credit unions, or the lender-of-last-resort facilities cur-
rently available only to banks.

The most obvious specific result of this type of legislation would
be to allow foreign deposit-taking institutions to operate in Canada.
Nationalist fears seem to us paranoic in this instance. If financial
market segmentation and lack of competition has encouraged foreign

11 See Pattison [r7] for a similar argument as well as reference to such arguments
by various committees on foreign ownership.

R EEEEEEEEE—————h————..
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ect .

((igrilcisti? Efg?m.t’ Ehc. cotry of forcign banks should encourage

F fonds and IE;ZCh{ m;ll}l)r_ovmg. competition, increasing the supply
g their price. There is .

foreign en . . R no reason to restrict

savcrg Ice 1try i; non-deposit-taking institutions, since the small
clearly suffers under the present oligopoly and a more com

petitive market for bank deposit i i
savingS}Z posits should help to increase Canadian

3. Regulation of financial markets

It is impossi ) . ..
o so 111 pc‘ismbif to ignore a major political problem with regu-
moriz IEt cyhm the Canadian context of federalism. Near banks
mo of itn td a}n not operate under provincial charter whereas bank;
fore;'gcfubatek edi:li:aﬂy under the Bank Act. And the activities of
anks, which are prohibited from ini
obtaining chart
for m obta g rters under
fedcr?ffjleg;lt;t i(:)l;llrrentlydfaii undir provincial jurisdiction. All that
can do is to liberalize both th i
c;durcs ;nfi regulations covering banks so that cc:taciiia;;:;i;ii?cipi’lo_
chartered institutions are enco e
uraged to become ch
and/or provincial authoriti i chartercd banks
for 1 rities are 1 1 i i
ety nduced to liberalize their laws
The ki il
- bcei kinds Olf' regulation that need to be enforced after entr
has been a;:ooznlta ished shoultld follow three principles: insurance 0}f7
s, ctary control, an i |
o y , and the counteraction of monopoly
The i inci i
i ass;ns;éznclc g?;maplc would require institutions to regulate
] iability mix with considerati i
e asser _ th eration to protection of
theit c Efidit(lj}r;. iﬂ;r(')pomonc of liquid asscts, equity-to-debt ratios
Of .re ould sufficiently high for this purpose. Much of this kinci
gulation could be left to insurance companics — in the case

,Of d . » s » . . 1
eposit-accepting institutions, the Canada Deposit Insurance

Corporati iti i
'msti}:u;;;zn.inInacadd(;tmn, premiums .could be adjusted between
e cordance .w1th thc. insuror’s calculation of the
aton’ iness given its portfolio, and firm rules on asset or
Cg m&x could thereby be eschewed.
o gllilinii;ablfc scgmentation in panada’s capital market results,
1, from the unnecessarily conservative restrictions which

—_—

12 This point |
This point is well-argued in Pattison [r7].
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federal and provincial legislation imposes on banks’ and vear banks’
portfolio mix. With appropriate deposit insurance premiums, there
is no reason why Canadian banks could not involve themselves
more heavily in industrial finance, including venture loans and even
purchases of equity. It is also difficult to believe that trust manage-
ment carries sufficient potential for conflict of interests that the
trust companies should be prohibiced entirely from making unse-
cured business loans.® Proposals of this nature should carry consid-
erable political appeal given that many committees on foreign
ownership have identified restrictions on merchant banking activity
as a crucial gap in Canadian financial markets.!*
The second principle we suggest for the regulation of financial
matkets involves monetary control. If reserve requirements are to
be imposed, they should be uniform across dcpositutaking institu-
tions. The question of which Tiabilities ought to be subject to reserve
requirements is (aside from insurance considerations) identical to the
question of which liabilities should be considered «money » for
control purposes. The present system whereby the Bank of Canada
can control chartered bank but not near bank deposits is both illogical
because it treats similar deposits differently and inequitablc because
jt imposes the opportunity Ccosts of zero-interest reserves on panks
but not near banks. Moreover there is no reason insofar as mone-
tary control is concerned to imposc different rescrve requiremnents
on deposits of differing liquidity (although insurance principles
may dictate something similar).? Neither does monetary control
require the currently-imposed « secondary » reserve requirement to
supplement the original primary ratio$ Ideally, also, the Bank of
Canada should pay interest on reserves, since under the present
system. it effectively receives an interest-free loan from the private

13 Ag substantiation of this we note that a 1g8 revision of legislation permits credit
amions in British Columbia o engage in trust management without curtailing  their
growing involvernent in business loans.

14 See Pattison [17], P. IO-

15 Uniform reseeve requitements on all types of deposits should encourage the banks
to pay interest on deposits and charge actual clearing costs for cheques drawn, a system
Johnson [1] shows to be eptimal.

16 However it can be atgued that the secondary reserve requirement might
the attainment of certain targets o which the ‘monetary authority aspires in sddition 1©
monetary control: interest rate stabilization, enhabcement of the market for Trcasury bills,

or contro! over the weloeiry of money (seec Dean [7])-

aid in
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sector, introducing an incenti
ive to overallocate deposit i
secto% }zltnd qndcra]locatc them to the private posits (0 the public
e ;: 213{1;(3 ir;:gtu}}atlolr)l princi¥le stems from recognition of the
e absence of economies of scal i
: : C e, many if n
?;11(;:; nf;n_ancll.al _market§ would continue to be dorninal:edy by tl?é
current 1:13t1tut10n§1_ giants for the foreseeable future despite the
" 011] s | 0 Tﬁ:ﬁggf&tnw‘n tl'llalt b:cchc foregoing recommendations should
3 ore it wi necessary to limi i i
‘. v limit the exercise of oli-
gopojz IEOWEr to resl,rlf:t output and extract supernormal profits
imidiousu;'itn:s .fotentfgl consequence of oligopoly power is more
it would serve to enhance tha ' i
; at power. If all insti
tions are to be granted e 2 be
qual access to all markets, it 1
one . , it would be
Isjur:,il‘),ic afor_thosc with. .m(?nopoly power and the wherewithal to
survive price war to' ch.mmate smaller participants by temporarily
t.s ‘t}zmg uneconomic interest rates out of earnings from other
ki . )
f;r ve1 }:ac; Of ost_of past profits. In this way chartered banks might
for exa bp ek rive out venture capital firms, subsidiaries of large
fore a% ) anks .ml'ght dump their services and eliminate the smaller
ian institutions, or established institutions might bank
new entrants. & ot
avcr;l‘he identification ar{d prohibition. of financial pricing below
er gt; e:{o:t WOIll.d. provide sufficiently prophylactic regulation to
e PE:} Wejsorwyoi(igwtly. Jl: rcglﬂitlory agency with such information
also be capable of the more traditi |
oY ot itional role of
: ;
ficz;ignilg pr;cmg above average cost. Thus the regulation of
cial markets can be argued
on two grounds: to p
nane . : ¢ . g : to prevent
}c)ost z:;gy tpracl:.tmt.:s via pricing practices that are temporarilvp below
e c;) st;lmma.ltc the Ulsugcmormal profit and restricted output
erwise result from ici i
(he Tomg run monopoly pricing above cost in
Th y . - . -
Presenc: pfra§t1_ca1 problems of identifying costs, especially in the
i : C1]01nt products, are significant. Nevertheless there is
industrﬁg S ci el;flt for regulation in utilities and other monopolistic
. In fact pressure to subject service industries to the Com-

17 0f cours ; : i

option of rencwine iliic ;Inm?tc impetus (o competition would be the *trust-busting *

. - dominant market fharc: bi:lis _Cilartersnln 1g77 only with the proviso that those wligth

- possibili Y ik into smaller units within a i i : \
ility we reject as politically untealistic. cettain period of time, This
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bines Act began with a report in 1969 by the Economic Council of
Canada which stated that:

it is our view that the application of competition policy is as relevant
to the provision of financial services as it is to other fields. The
Director of Legal Proceedings and the tribunal should be given the
authority to investigate and, where appropriate, strike down practices
in the financial area that are inimical to the public interest in com-
petition and efficiency [8; pp- 154 551

Institutionalized supervision could easily lead to unwarranted
interference with market mechanisms. We cpvision adequate price
regulation. to be confined strictly to limiting the exercise or extension
of monopoly power. Fven this kind of regulation is not costless:
there is presumably a tradeoff between reducing supemomal proﬁts
and maintaining an inducement to entry. It may be that the price
of amecliorating the oligopoly structure’s impact through regula-
tion would be to prolong its existence, but we have little faith that
the lowering of entry barricrs would in and of itself modify struc-
ture very quickly. Therefore we choose to €fr if we must toward
granting the oligopolists a longer life but forcing them to hehave
more in the public interest.!®

A possibility worth considering is the establishment of a govern-
ment financial institution to compete freely with private institu-
tions and pro-vide a yardstick by which their performance might
be gauged. Not only would this provide a standard for regulation,
it could remove much of the burden of regulation by providing
market pressure for private institutions to price nearer to cost and
even to innovate!

One avenue through which mogopoly powes is particularly
effectively cxercised, since it involves the ofigopolists’ joint action,
is shared facilities. The banks currently monopolize the clearing

18 In practice public policy toward business is usually citber an attempt lo promote
competition or an attempt to regulate in recognition that the industry is naturzlly monopo-

lized. Our somewhat hybrid proposal s intended to encourage a IORC competitive

structure in the long run (given the paucity of evidence of economies of scale in banking)
but recognizes that evolutionary structural change takes time.

19 The Provingial Governmest of Pritish Columbia currently proposes 1o establish
guch an institution, although Ilegislation has mot yet been enacted (October 1975) and
details are far from worked out. It is also worth noting that three nationalized baoks
control 60/, of the French commercial banking industry and have proved remarkably
innovative.
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. 1
:?Sf;?, to thc.: cm;ltiméed aggravation of near banks. Of much more
gnificance in the future, however, i .
fican : is the control of el i
banking terminals. A ’ ic O bt
. An electronic payments s i
. ystem is robably a
ﬁs:grilhénzrgopily Illll‘ic the telephone; banks have an igcentivey to
erate this system, and near b
: , anks are extremely
cerned that this not hap is Wi ] ¢ debate
; pen. This will be a major issue duri
. ng debate
prior to the 1977 Bank Act, and in our vi I
_ ) ‘ ew the fledsling payments
,;yStfem is a prime candidate for surveillance by a rcg%lat%rg dency
n fact access to such a system b instituti '
. such y all institutions on equal terms
z?gl[;t, S(::Illllegvlrll:lzc ,1r0n1cally, provide the Achilles’ heel thro?;gh which
¢ bran anks’ tentaculate hold on retail markets is forced free

Burnaby

J.W. Dzan - R. ScuwinpT
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TaABLE I
SIZE DISTRIBUTION OF BANKS AND NEAR BANKS

Total 9% Held by
Assets - T
of Banks* Credit
End of Year plg:lﬂf:r Chartered| Trust U:;C;]I-ls M?_.z:gzge %\ﬁﬁ; _
(millions Banks |Companies| (gices |Companies) Banks
of dollars) Populaives
I S, oy
1045« + « ¢ v 6,781 88.4 3.0 2.1 3.5 2.1
1955+ « + + 12,632 82.6 5.7 5.1 4.5 2.1
1967, + + ¢ o 34,365 67.9 2.7 a.5 8.1 1.5
1974+« + o+ ¢ 91,257 66.7 13.6 1.3 ol 1.0

# The tota] assets series for banks includes net foreign assets but excludes items in

transit and customers’ liability under acceptanccs, guaraniees and letters of credit.
Sources: Data for 1945 and 1955 calculated from [10}, pp. 106-73 1967 and 1974
calculated from Bank of Canada Review data.

TABLE 2
BANK./NEAR BANK SAVINGS DEPOSIT MARKET

9/, Tssuediby _

1Bar§s Credit

pl;; kear Unions Mort-

ants | 1, t ‘Trust be:

oot o v | oo Vot et ) | B | S
of dollars)} Banks Banks panies Ifa p;-s Com-~ | Banks

laires | DAIES

1962 .+ . - 12,855 63.0 69.5 10.5 10.2 7.3 2.5

by .o« . e 23,340 53.8 64.3 145 13.3 8.t 2.0

1974 o+ o0 e 65,775 549 G2.4 16.6 12.8 7.0 1.2

PBank data exclude foreigh currency deposits, Federal and provincial government
deposits, other banks’ deposits and demand deposits, but include chequable savings
1.5% versus

147.5% in 1974). Near bank data include all nonchequable deposits as well as trust
anies’ debentures

and credit unions’ share capital. For credit unions, noncheguable and chequable dépog'{':
redi

deposits (the latter’s turnover is very low relative to demand deposits:
companies’ guarantced investment certificates, mortgage loan comp

data are not disaggregated; we therefore estimated the latter using B.C. Central
Union estimates that 25% of total nonterm deposits in B.C. are chequable.

Sourges: Individual bank data calculated from Canada Gazette, All other data calculated

from Bank of Canada Reviow and Statistical Summary.
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T
BANK/NEAR BANK DEMAND DEPOSIT MARKET s
 Banks % ITssued by
plus
Near i
End of Year Banks Largest Sr?‘dlt
(millions Five BAI{ C Trust :Ill(zins Mfrtgage
an .
ofdollars) Banks @ ornpanies Caisses Oomggz;.lrlﬁes
Populairves
gz . . . . . 5:575 81.2 87.5 6.4 3.7 2
. 2.4,
67 . . . .
1967 . 7,608 79.2 85.3 7.5 5.2 2.0
1974+« o+ - - | 18233 8o.y 87.4 87 7.6 1.8

Bank data are demand deposits and near bank data are chequable demand and sav

ings deposits, For credit uni i
ings debx unions, chequable deposit data are estimated as described under

Sources: As in Table 2.

CONSUMER CREDIT MARKET Tante 4
Al % Le
Banks Instli- % Lent by
plus tution- Sales
[+
End of E‘iﬁ; 1o | Lo Ciredit Fi- Life
Year {mil- { b nd- Larg- Tnions hance Insur-
uil- | by | e \est | Al | & |30 and | Retail | ance
of dol- %{nﬂ.— Five | Banks | Caisses Other [ Con- | Deal- | Com-
lars) oS |Banks* DPopu- Banks |sumer | ers | pany
of dol- laires Loan Poli
la‘rs) Clom- Loa;?sr
panies

igz, .
1,719 68.8 | 4,604 | 23.1 | 25.2 | r1.2 0.3 | 32.3 | 23.2 7.9

196%. .
7 4,001 | 72.8 | 8,616 ge.1 | 4.8 | 12.9 a2 | 279 | 189 5.6

1974. .
47 18,7681 78.6 |20,530| 47.4 | 52.7 | 3.4 09 | 146 | 13.2 5.2

* Estimates obtai
cur » ined by applying the fiv » .
. rency ** (Canada Gazette) to all bank’s c:nls):;ﬁ i:l;::gt,o £ ¢ other loans in Canadian

Sourest Individnal
v b k
from Bank of GanadaanRegii:ei calculated from Canada Gazeile; 21l other data caleulated
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TABLE 5 45
BANK /NEAR BANK MORTUGAGE MARKET*
I :
_"___4___-______:—-;_—-—————_‘_’—#—__— — TOAN ALLOCATION AND TIGHT MONEY TasLe 7
Lgiogr;:; o), Teld by (%changes over previons year-end)
Held by Credit
Banks Mort- | Unjons Total Busi :
d of Your | g | Char | Tt g | and S | fop 2 Priate | Eoaes | mis | new Loans
ear cre o O8I | Ciisses Firms** Year y-held | Includ- | Loans | L Mort- | C
B;_:ﬁx.ks Banks | panies | Com- | pypuiai- Banks Money ing Under 6)3;1: Pf}‘ﬁonal e | st :ur;-_
&“& ars pamies | res Supply* | Mort- | $o.1 mil-| §o.1 mil- O8NS | Loans | tion
/’_f_jjﬂ_,’/—’—‘_—' I gages® * | Lion %% | lion % Con
tractors
1g62 .+« - ¢ 3,332 27.6 254 29.4 Y44 2.9 45.%
1966 . . . . . .
1967 -+« v ¢ 6543 | 128 | 369 | 317 4.9 3.7 | 434 9 7 67 | —s52 | 113 65 | —s0 | —8g
974 . - v 24,863 24.2 5.6 22.2 16.2 1.8 46.3 1960 . « « 4 - . .6 184 7 6
' ) 107 1.5 27.0 19.1
% QOther major institutional holders of mottgages include life insurance comparnies, 970+ « + - s 10.6 6
central credit unions, mortgage invesiment trust corporations (since late 1gy2), mutual : 0 7.6 1.6 10,1 10.0
funds, fire and casualty insurance companies, sales finance and consumer loan companies, 42

wrusieed pension plans, Central Mortgage and Housing Corporation, and estate, trust Notz: For o
and agenln):y funds. At the end of 1974 bank/near bank holdings were 50.6% of total italic type,o each year, 3, changes Jelow the 9, change for ‘total loans®’ i
holdings by banks, near banks and the above institutions (source: Statistics Canada, are 1n
61-006) ; however banks and near banks approve the bulk of new mortgages (see Table 6).
% See Table 1. r
Sourcest Clalculated from Bank of Canada Review data. Credit union data for 1962 ok '.l;‘otal goneral kfam plus NHA and conventional mortgages
from Bank of Canada Statistical Summazy. oans outstanding under (over) authorized Ilimits of § il
Source: Calculated from Bank of Canada Review data 0.1 million.

# Based on year-end data for personal savin,
had l S i i
b ’ P gil gs deposits, nonpersonal notice deposits,

TasLE ©

MORTGAGE LOANS APFROVED BY SELECTED LENDING INSTITUTIONS*

TapLe 8

o7 Approved by BANKS® ASSET MIX
Total™** Trust Central P
Year {millions of | d Loan and Life M°“§fE‘= ‘ End of Year Gm;?? léc}m Lof:i:ﬁl* “fé’fgi?
dollars) Bi;i? Other. Insurance Hg':sin g ‘Total Kssets* as 9% of as %s of
Gomff:ms Companies |  Gorpora- General Loans | Total Assets®
tion
— | 962 ., . . . 43
e e e e s . A 18.
1gbz « .+ o+ ot 1,415 0.0 40.3 459 13.8 106y 4 6.2
167 « v oe v 2,484 9.3 36.2 252 ws | 50.7 25.2 3.6
1974 - - - - o | 6759 28.0 51.3 8.3 12.4 974 . oo
57-5 30.9 9.9

% (lredit unions approve # significant proportion of new mortageges but are not * Total assets defined o TabL
as ‘able 1.

overed by this Table. See also Tables 5 and 10. *% Pri

%% Includes mortgages both on new residential construction and on existing residential clude 0011‘1132112?0;2?7 n?:ltyg NHA-insured mortgages were held; 1964 and 1974 data i
Pproperiy. s Tigages. . ’ 974 data in-
%an Includes mutual benefit and fraternal societies and the Quebec savings banks. cusities, Excludes home improvement loans and personal loans :

Source: Caleulated from Bank of Canada Revisw data. against marketable se-

Source:
urce: Caloulated from Bank of Canada Repisw data
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TABLE O
BANKS’ LIABILITY MIX

M"_‘__‘_———’r—ﬂ_
Deben-
o/ of Total Publicly-Fe1d Deposits tures
as % of
Years Pgﬁgﬂ - Tatal
(averages of Hel dY All Non- ) .Ghﬁ?m~ C%naif,lan
Wednesdays . persona. & ollax
%) Deposits Iéersgmal Term Demand | personal | Liabilities
avings land Notice Savings | {end of
year)
—
wghz . . . 4 - e 12,805 58.5 41.5 not 0. 00
available
1969« + o o - o 20,170 54.8 15.9 20.% g6.7% 0.16
1074 ¢+ 0" 47,808 58.6 22.0 19.4 13.5 1.15

es for last 4 months of 1967. Data for carlier months unavailable

* Based on averag
of Canada Statistical Summarys 1974 data from

Source: 1962 and 1967 data from Bank
Bank of Canada Review.

TABLE 10
GONCENTRATION OF BANKING ASSETS

Domestic Assets®¥*

Assets®
e e——
millions o millions %
of dollars ° of dollars °
e ——
1662
Largest Five Banks . . 17,717 93.1 13,746 g1.7
Total all Banks . . + « « - 19,020 14,9987
1967
Largest Five Banks .« + o ¢ 27,824 93.5 21,408 or.8
Total all Banks . . . « - - 20,810 23,307
1974
Largest Tive Banks + « « « » 82,100 9.t 55,168 89.0
T 00,087 62,023

Total all Banks .

* Txcludes net float.
#% Excludes net float and foreign assets. o
Source: Canada Gazetle, ce(Cthartered Banks of Canada, Statement of Agsets and Liabil-

ities,”’ for appropriate years. Tigures are as of December 31.

Bank Act Revision in Canada: Past and Potential Effects etc 7
- 4

CONCENTRATION IN THE MORTGAGE MARKET e

TOp 8 Fi]’.‘ms as
Institution a Percentage of All
Mortgages Held by
Near Banks

196a

Canada Permanent Mort i
Roval Bank . . . . . . ga ge (?Ol:poratmn oo 8.4
gankd?fMontreaI ST %-9
anadian Imperial Bank of Gommc-rc; ....... -7
Huron & Eric Mortgage Corporation . R 6.7
Guaranty Trust COMPAny » « « « » o v v v v v oo e s 5.3
Coadit Fomgisr  « v vovoe o e . 2.7
Toronto-Dominion Bank . . . . -------- . . 3.3
...... e 3.1
451
Institution. 1967

Clanada Permanent Mori, :

; gage Corporation ¥

Huron & FErie Morigage Gorporatlzona 1?n. """ 12.4
Royal Trust Company . . . . . .. ren e 8.6
Guaranty Trust Company . .« + < - 53
ctoria & Grey Trust COmpany . . » « « o .+« - 4.7
Royal Bank . . . . . . . I_)at.ly ........... 53
National Trust Company . - « » v v v v v oo v o s . 2.3
Bark of Montreal . . o . .. 2.9
...... e s 2.9
434
Institution 1974

Royal Trust Company ., . . . . . .
I(']Iuron & Erie Mortgage Company . . ------- 8.8
ng:g;ff?[rman?n: éwortgage Corporation * s T ;'5
mnerial Bank of Commeree . . « . o o o . A
Royal Bank P il _aflk_ o.f' (.]ommerce ......... 6.2
Bank of Montreal . . . .+ . . ... ... 54
‘émtorla & Grey Trust Company . R R 3.9
uaranty Trust GOmpany A e e e w e e e e 3.8
L 3_3
46.3

® T

Banﬁltgfg S;nha%aﬂiermanent Toronto General Trust Company.
vidual banks Lol fapprov'c(_i and. conventional mortgages; however data indi
assumed that each bf:;kohe‘i‘gnflf: tional mortgages are unavailable. Thereforeo?tuvlv;;
2 it did of bl N same proportion of the total of bank-held

See also ‘Tables ?‘A;n sé‘p%::oved bank-held mortgages. mortgages

Sawm: Charter t
ed banks, Canada G'azette, ¢¢ Chartered Banks of Canada, Statemen
3

of Assets and Liabiliti
Toronto, iabilities.”* All others, Financial Post, Survey of Indusirials, MacLean Hunter.
E
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BANKS® OUTPUT

Bank

Canadian Imperial Bank of
Cormeree . - = » « * *

Royal Bank of Canada . -
Bank of Montreal . . .« -
Toronto-Dominion Bank
Bank of Nova Scotia .
Bangque Canadienns Nationale
Bangque Provinciale du Canada
Mercantile Bank of Canada
Bank of British Clolumbia .

Sourcess {1) Canada Gazelie, ¢ Statement of Asse

, 20, 21; 24+
12, 13, 14, 16, 17, 10 2 by see isal.

(2} Jomes & Laudadio [12].

TABLE 12

AND AVERAGE cosTs FOR 1968

Toans Plus

Loans

Securities (1)

(raillions of
dollars)

5,088
5:696
4,962
2,9 11
2,846
1,24-2
634
136
25

Jones & Laudadio| ¢, & Giibert

Clalculations

.058
062
.0bs5
.066
.0b5
064,
061
083
034

NET PROFITS ON EQUITY

1gha . s e e ettt
1968 » oo ov o ovor ot
1964 o+ v v o or ottt
1965 < - v oo s vt

1966 .+ v w0 e e r et

1967 04w et . .
1968 . . . -0 PR
B

1070+ 0 4w om
1970 e s e nmor
IQT2 o e e e on oottt
1973 - e ettt
TO74 « 4 m oottt

Sources: {1) Caleulated from Ban
{2) Sectors included: agriculture-

tion, wtilities, wholesale trade,

from Taxation Division of the

o ~ Corporations; for 1965-70

12.4

retail trade,

A Bl i
n Do 0O O
oo %

k of Canada Revietw.
forestry-fishing, mix}ing,

finance, service.

Ratio of Expenses [0

. Average for
Banking (1) g Sectors

Plus Securities
Estimates Using

(2) | " procedure (3)

.ok0
055
052
(043
043
056
033
031
.031

(2)

1.0
(1%
2.4
47

iy and Liabilities,’” items g, 10y 11,

manufacturing, construct

Data for 1962, 3968

i s
Departroent of National Revenue, Taxation Statistio
from Statisties Canada, 61-207.

1964
Part

|
2
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