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INTRODUCTION

The central monetary authority in Canada is the Bank of Canada. This bank was established in 1935, and it is fully owned by the Canadian government.  It acts as the federal government banker and therefore controls all the monetary activities of the country. Its main responsibilities includes; issuing paper money to the people, setting the banks rates and formulating and implementing monetary policy. The government also plays the role of fiscal agent of the government.

The independence of the central bank means the extent to which the bank can regulate its affairs without interference from the central government that instituted that bank. It looks at the ability of the central bank to formulate monetary policy of the country without political interferences from the government representatives or politicians. There have been calls for reforms in the Canadian central bank for the past few years due to citizen’s complains that the bank has not be performing well. So the question that comes in ones mind is whether this monetary authority is independent and to what extent is it controlled by the central government. This study attempts to discuss whether the independence of the central monetary authority of Canada will be good. The paper will analyze the benefits of having an independent central bank in Canada.
INDEPENDENCE OF THE BANK


Dodge (2001) argues that monetary independence only happens when the system of exchange rate is flexible. Flexible exchange rate system will occur when the currency values of the country is allowed to change just as the rates of foreign exchange are changing in the market. Cottarelli (1993) argues that Maastricht treaty give the central bank authority to act as the fiscal agent of the government. However the treaty does no give enough details as to how the two bodies should relate when it comes to the monetary policy. According to this act the central bank should act as the cashier of the government where it receive and make payments on behalf of the government. The central bank should also organize and promote the papers of the government as well as managing the debts of the government.
One of major limitation of the bank of Canada comes from the fact that the bank Act of 1967 made the government of Canada fully responsible for the monetary policy implemented by the country. This means that the government has power to control all the monetary policy of the economy. The government can make monetary policy through the executive and the legislature that will override the monetary policies which have been made by the central bank. The major conflict in the monetary authority occurs when the ministry of finance and the central bank are not working together. This happens because of the misconception that central bank is operating beyond its area of jurisdiction. Though the statues of the central bank clearly define the jurisdiction of the bank, many are the areas of conflict between the two bodies. An example of these conflicts happened in 1950s when the country was in economic crises as a result of world wars. As part of the economic recovery effort, the central bank issued government bonds to the public for short term maturity. As the maturity dates for bonds approached, the government of Canada decided to lengthen the maturity of these bonds against what had been planned by the central monetary authority. This action by the government to lengthen maturity period led to conflict between the two bodies but the government had the final say. Again the expected recession in the late 1950s brought another policy conflict between the bodies. This time round the conflict was between the governor of the central bank and the minister of finance. The general elections were approaching and therefore the government was planning for a budget to raise economic growth in order to appease the voters during the elections.

On the other hand the central bank was concentrating its effort on inflation control in order to lower high inflation rates that were facing the country. There was very little communication between the governor and the minister of finance since there no any legislation to force the governor to change his course in favor of the government. The minister of finance started to mobilize support in order to force the governor of the central bank to resign. The governor gave up in the battle and accepted to resign six months before his term was over. According to (Muirhead, 1999) the Act of the bank was changed after six years to put a clear demarcation of the two bodies when it comes to the monetary policy. According to this Act the government was given the ultimate responsibility of the country’s monetary policies but the central government was given the mandate to oversee the daily implementation of these policies.

The independence of central bank and clarity of objectives of monetary policies will always lead to improved economic performance. When the central bank is free from any influence from the government, it will be in a position to formulate and implement monetary policies which are objective to control any economic situations facing the country. These objectives may include inflation targeting when the inflation of the country is very high in order to lower the prices. Inflation will always affect all the sectors of the economy thus affecting both financial and social lives of the people. (Snyder, 1935) Thus clear objectives to control inflation are very crucial in any economy. A central bank that is independent and free from any interference from political leaders will be necessary to achieve these crucial monetary goals.

It is also evident from the cases we have seen earlier between the central bank and government that clear statutory provisions are required in order to define the responsibilities of the two bodies when it comes to monetary policies. A clear statutory provision like the bank Act of 1967 will define the jurisdiction between the two parties as well as safeguarding the autonomy of the central bank from any interference by the central government. Many times the monetary policies that are made by the government through the ministry of finance will have some elements of politics in them. For instance, when the elections are near the government will use monetary policies to stimulate economic growth as a way of trying to win the confidence of the voters. At such a time the government takes over the responsibility of the central bank and they make decisions that may not be appropriate for that time depending on the economic conditions of the country. However, when the central bank is left to operate independently, it will be in a position to make decisions that are free from any form of bias. The monetary policies should be directed to deal with current economic conditions that are facing the country without any political favors. This will ensure that the decisions that are made are appropriate for the country for that specific time. The monetary policies should be objective and focusing on the long term economic goals that will generate long term economic development rather than short term economic stimulators that come with political interests. This will raise the standard of living for all the people in the country.
CONCLUSION

Central bank plays a very crucial role in controlling monetary activities of the economy. The bank performs all the monetary transactions on behalf of the government as well as controlling the demand and supply of money in the economy.  However the main task of the government relies on the use of its monetary tools to regulate the economic conditions of the country. So it is very important for this government then to be independent from any interference such as political interferences. The central bank in Canada faces political interference from the government through the ministry of finance. This government interference have changed some of the crucial monetary policies that have been made by the central bank in order cater for political interests of the government such as wooing the voters when the general elections are near. This has led to formulation of policies that are not appropriate given the prevailing economic conditions. Thus an independent central bank will be good for the country in order to promote economic development.
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