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Canada has' a past to be prond of “and a futurs “to’dredn sbhout,.,
but 2 very difficult presént, As'regards the past; her ability' to expand -
her industrial production ensblzd her to make an immehse contribution to
the ‘war effort. 'As regards the future, her prosperity would seem-to be
assured: she has mineral rescirces, vast forests, a rich'toil and above sll,
an enterprising and stable peorls who are prepsred to work hard'and are un-
likely to'be Swaysd by any doctrinsire political views,  But her rresent
position is diffisult; che 'is so’short of United States dollars that she
has an adverss balancé of payments; ih thé immediste prasent she is faced.
with an extremely unpalatable austerity prograr or’ virtusl internstional’
insolvency,

48 to long=-run corrective measures, pénadafhas‘én'intricétely
spectilative decicion to make. Should she gamble oh the -kind -of world tha
brought her dollars in the past? Doés she have sany alternative-to'the world.
as it was? Or can shé stend on‘her own two feet:and develop ss Canada and
not as part of thé P¥itish Zmpire or part of the United States?

‘Such are the cdnsidérationS‘that will be weighed and analysed in the
pages following, in an attempt to indicate the measures that will lead to'a
reduction 6f Cznada's external vulnérébility and a consequently greater:

Aegree of domestic stability for her.:
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_— ,Aktrue,appreciationMof Canada's: economic problems must begin with
aniundergtandiﬁg‘of the:worldmsihpation.iASﬁohghas not always been the caser
it.was not true of Canada.befcre Confederstion,-nor of Canada in:Sir John 4,
dacDonsld's day, nor waz 1t true in Sir Wilfred Leurier's.day, It began to
be true-in-the years:that Sir Robert Borden was 'in office, - And now:Cznadd,
as the.third largest exporter in the world, as the world lesder in per capita
industrial prodyction, finds:herself completely-enmeshed in the problems and
difficulties of an unsettled world economy.. -

- . The wer af 1939-45 has.left a legacyiof'human’want:and misery that -~

can be alleviated -only through vast supplies of .food,.clothing, medicines,
and. other necessities. Iforeover -the conflict has wrought staggering destruction
of the productive equipment and resources -of-many countries. -Other countries
also, although lessﬂdirgctlj‘subject~toudevastation, have suffered serious
impairment inttheir productive caepacity and working capital for normal civilian
requirements, through concentration on the war effort,

Ige.deterioraticn,iﬁqurldlposition;of;the United Kingdom and Western
Europe presents. a forceful: example.- :In normal times, .mostl of these countries
enjoyed a_stand&pdrof.liying_somgwhai_inferiorﬁto;that“of~the United States and
Canada, but, highen‘thgn‘ﬁhat_offgny-other_;arge“aggregatewoﬁppopulationwiq
the‘wcy}dow‘They,hnd,brought their. industry aﬁd egriculture to a high standard
of efficiency. As.trading nations they, were. predominant, handling mesrly

hz1f qﬁahhevworldlslibtal trade and, operating as s mainspring of the whole
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-delicate‘mechanism?of;multilater&lzéayments;' They -owned nearly two-third
rqfwtpe‘quid!s«shipping‘tonnagep: $heirhincome“from'foreign‘inyestments:and
'othanqinvisible¢expontsmwas-sufﬂicient toipurchgse onerguarter of their
'impprts.ffom.the restpof,thelwprld,w\The-exceptionai degree: of  special~:
izationpinwthe;r‘iédustry-andﬂagriculturefwas rdsponcible for their high
‘standerd of- lLVlng.. Such trade structure; however, being highly developed  and
delicate, depended for its working efficiency upon the smooth functioning of
international'trade'and-thegvpinterrupted*flowhof:gobds‘and*Servibés;g'The‘v
war of 1939-45 destroyed this process, and a break-down'oeccurred which altered
4he-whole basis of the Furopean economy,. &s well- zs the basic structuretof
?!!Orl_d» trades .~ oooodo P me B e St i e e T

~ .- 2+ The obvious: devastation: In Eurcpe wes enormous, and in msny sectors
T

industriel production was brought to s virtual standstill: in Belgium, France

and the Netherlands, production:was reduced-to 30-40 percentof pre-war level
end-in Ttaly to 20 percent.: There was also &. less’ obvious; but:equally zreat
devastation in the:form of deterioration of capital and manpower,’deterior-
ation, of zgricultural equipment: and soil' fertility, over-cutting. of forestsy-
and. sueh economic-dizlocations asimo,etaryvdisorders;@th9~upset:offtrade

relationships, the: concentration.on war industries, the dierlacement of

PEER.

Lo - e - o~
h il PR fan

labour znd the exnaustlon of stocks. 0 ji~

P

Awrlculture, 1ndustry and trpde of th= E ovean coun+r1es was: there-

P N L e i RN

fore twisted and dl;torted by the’r own war effort° as wel] as by Dollcles
imposed by~armies of locciipation. -Widespread inflation: was a'natural- result
of i the~vast war -outlays;’ thé acube-shortage of ¢apital:and consumer’.goods)
and huge requirements for peconstruction, |

mecha nisms o£ whlch “urope

S It was 1nsv1table that the‘wh le:trade

1o P e
¥ .

Ty

was the centre should.not have oban re—e téblished. Instead oP supplv1ng
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iteelf with: most of. its:bakie foods;. with its fuel'and dironand:eteel:manufac

2t~
ures;Burope has' had to seek large qusntitiet of’ such commodities  from' the:
Western Hemisphere. - Moreover, while:the” depehd for goods Irom the Western
HemiSphéfé"ekpahdéd7enofmou 1y, export production.as a mea ns:of repayment - -
was neglirible; and. such conditions, coupled with rising prices in the .’

United States and Canada, made it more and more’ difficult for Europe! to find

megns® of payment,” R R

tr: 7 The. enormous: trade gap was covered temporarily by UNRRA zid), by:loans

snd! credits from the United States and Canada,” and by drawing on accumulated

recerves of zold, dollarsiand other a‘sé s, More recently, the United 'Strtes

has nassed’ the Beonomic Co-operation Act of 1948 which rrovides §5,300 million

for the first twelve months of a rehabilitation program for sixteen nations

of Testefm Burops, +1 © Titaniiro wean Thw o int Do
- However the real momentum towsrd recovery depended and still’ depehds

upon” the effort of' the nations themselves, It would  appear however that

their efforte ‘are directed towsrds: recovery along national and bilateral « 7

1ines, rather than over-all internztionzl recovery. ' Europe hzs= become =z com-

Plex mesh and network of bilsteral trade pacts despite the intentions avowed

O T N I T E S -

in the Geéneva 'snd Havaha trade pacts,

T e ’”The‘ﬂbtal‘ﬁdssiblnfnumbér'of*such“pacts,Tﬁhichaare the
very antithesis of the International Trade Organization

ol e *”*“Charter, by every combinstion. and pernutation betwesn the
nations of Eurone is 2321, Since thp wur, no fewer than
Lot 13 such pacts have been made, (L) - ST e

-This vast network of hilateral trading agreements,. at variarce witl .

11 the ‘pious hopes of -the 'International Trade Organization, is designed to

R I T R e N I T TRT T s T X TR S Y

1) Adamson, ‘Rodneyy ‘speaking on External Affairs dr the House' of. Commons
Mey 3, 1948, Hansard, Vol, lV, 1948 geuhlon, Ottcwa, King's Printer and

w=v Controllerof ‘Stationery, 1948, p.3538. " R RS T
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incréase ‘trade zmong ‘the signatories; and to exclude ‘those ocutside the

angéménﬁé:“iThis'ékéiasian“ié“énfafééa‘by*foféigﬁ”gxchaﬁgé*contraf,fimﬁbrt%
Guotas,; monetary blocs, customs unions ‘ete., in fact, & multitude of barriers
that hinder frads with Eurcpe. Tn the meantime these countries are ‘abtempting
6 'increase trodiietion Above the “large demands of ‘their owd programs and ™

to provide an export surplis, ' Not until’sizeable exports ‘are stréaming out’
of “these ‘countries will they he ahle to.break throvzh the rigid confines of

the barter agreements “that now inhibit the trede of Hurope; not until then -

will ‘a multilateral c¢learing house 'succeed in restoring the convertibility of

Euroredn éurréncies; not until then will a frééing of the multitude of bar-’

riers 'to trade be feasible, -
‘ ‘~' : ST L
7. hzt does such a Situaticn mean for Canada? ‘Inasmuch ‘as these bilateral
agresments are an extended form of barter, it mesns that 'a pattern’of trade
has beén end is being established which reduces or excludes entirely any °
perticipstion by Cznada. FHerein lies the immediate cavze "of her balance of

payments diffienitisé or ag it iz mors commonly callsd, her chortaze of United

< -

States dbilafs.
‘The Fevolving movement of zoods betwsed the United ‘Stites, Turope and
Candda, the gréat trianzle of the North Atlantic which carrisd the largest
part of the worldfs commerce and mede Canada richer than @ny naticn of its
size in history, 'hds collapsed, 'The dollars that Britein spent in Canada
wé5e‘égfnea“£}ignguiar1y via sales to the United States or, squally important,
Quadéilé{érailj1b§"wéy”6f-fhe“Carfibéaﬁ”Ses,'éénth”aﬁeribaiaha the Far' Bast,

i

This admirable piece bf economic structure, like any otheér Building, wag never
stronger than its Component' members; and whén 'one side collapsed the others
were put to ‘2 terrific strain; = the pre=war system of multilateral settlements

O S I T . oy B T o S bge




account Euronean credlts aﬂelnst current account United qt tns def101encie
. r>‘.v|"‘,

xv
ad broken down. aneda could no ]onver fo]low the cfstem of apo) g current .

AR I S U . o aen iyl \

ST B IR

Euronean currencv was no longer convertlble 1nto Unlted cta es dﬂl;aro.

On the one ulde then, Caneda was fﬁced \1th 2 reduction or a drastic

curtallment of her overs seas sources of Unlued ntatas dollar auﬁplv, and on

;" A - Sy e fgdee LR .;“_;., i

tho other q1de, she encountered an uncomnon7f Heavy domesblc d mand fo” Unlted

B s oy

[ .
s i . : it

s

Dtateo dollara that necesjltated a hﬂavy draln on oxflcnel reserves. Thle

o e 1 v
", N . B

domectlc demand has been t e resu]t of two fﬂctorq- (1) Canada, since 19A6

has b=en hav1n~ an unprecedented 1nveatment boom, Whlch 28 great Vi expanded

her i@ port from the Unlted Qtet (4} h hlfh 1°ve of 1ncome ut;mu ated

N
¥

1mvorto of luyury tyne noods. Dur nc 1947 for examnle, her 1mfort° from the

to ong end w1th er overqeas sources of Lnlted Stﬂtes dollors either

re:erves flowed tﬂ the eouth in the nssi

reducnd or entlrely cut-ﬁff she was ?orced to dr W uponvher cold and doller

AR R : B

. ot _
Unlted otates evceeded hvr exrnvts to tnvt cnuntrv bv a rstio of two dollars

4 - . ..

i

reserves to flnance a grent oortlon of ner 1mnort. from the Unlted State

Thisdsituat ‘n becane go serious that more than half oP her doll T and vold

P z,x . PR 4 RS -
et e

H,—

ina. '1 hemorrh e of 19L7°

g
&
Lo

In fhe qooth1n~ Janvuaze of thlmlcts, tnls dollar dllemm= is

called a terpor ry embarr sment Actuallj bowever, 1t h .8 wrencheﬁ Ganada‘s

Py

pre—war trad +tern out o? 301nt for in the v151b1e future, E~rone w1ll

W1th the al ernat1VL< of.(15 psrmenently restr:ctlng her American 1mhorta

, - SN AR T

hot be able to buy on the old scale in thlr country. Canada thu° is feced

7

1

Mpd hence reduc1nr h stan dard of llVlng; 2) V”Sth exnandi. her exporis

to the)United States znd therebr minimizing the imbalance in hor trade with
that country; (3).hincreasinr the field of Canadian self-sufficiency. It

is well to add that in both the chort and long-run perspective, Canadz has
the greatest interestfin a balance at- the highest possible level of trade.

In other words, che should seel adjustment of her exchange difficulties by




: xvi
expansion of sterling imports and of dollar evports, with moves towards self-

sufficiency aimed largely at reducing her dependence on United States supplies,

in the light oP nr eh"i and futura world nroupects'amd to ﬂlecu

diraction Cwxnadals ”ffOFtaUulll e most . oroductive, (It

solution of the.dollar:n

¥

ennloyment bhat, Canada
re letl n o

external
prepaning a.suesessful progran of i

limitotio ns

o AN

disguss lon“muft,be nntod As Jndl cat d p &%@} thn

ield.and, all.ranificstions cannof be e%plere@, nHQW?VQ?abSPQQ sn-effortds .

haprening, in orger that rgseagch,‘nqt morelj of“bhé Be
type,.but recearch ajimed: 2zt prodpcing positive ;uldAnce for‘C?gﬁ Hd§Y§}93T§nFE

chznges in world conditions: which would have the effesct of reversing present
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DELIx qTIuN Or THE CANADIAN BAL&NC? OF rAYmmNTQ PROBLLM
No more dramatlc proof can be offered to indicate the depth of the :
troubles in whlch the Natlons of the World flnd themselves enmebhed, or the

eytent of the disequlllbrlum in their trading relatlons, than the fact thnt

Canada’s balance of pajments po=it10q has deteriorated to such an extent that

.wndrastlc adaustments in he" trading relatlons are necessarj 1f she is. not to .

become 1nsolvent Her positlon has become extremelj precarlcus becauee =he is
olaced between tbe dollar economJ of the Unlted States and the barter economy
of the rest of the world Her trnnsactlons w1th the Un*ted States economy

is flnanced in the main by export credlts.

Inasmuch as & netlon, llke an 1nd1v1dual or any other economlc entity,
cannot pay out ‘more than 1t recelves except by draw1ng on its cash reserves or
borrow1ng, and 1nasmuch as Canada's Cur*ent Account trancactlons w1th the United
States have reflected a oer51qtent deflcit, Canada, has been Porced to draw
heav1ly on her reserves of cold and Unlted States dollar< to finanﬂe +rade
between herself and her nelghbour tc the South

1, Canada‘s‘hbldith”of”goldVand United Ststes dollars,
. September 15, 1939 to December 31, 1945,
~.The.following table will show the variations in total official hold-

1ngs of’cold_and United otates Dollars since the commencement of Foreign

bxchangeHControl, n September 15, 1939,




(1)

_TABLE 1
2
' Canada's Hgldings of Gold and United States Dollars
(in millions of United States dollars)
" F.E.C.B.
and Bank of Dominion 1

. o Cansda Government Private Total

September 15, 1939 = . 238,7 . 22,4 . 132 393.1
December 31, 1939 - 272.8 o 3344 98 4042
December 31, 1940 309,3 20,8 2 332,1
December 31, 1941 16441 L 23.5 . - 187.6"
December 31, 1942 242,9 7546 - 218,5

: December 31, 1943 = 573.2 . 6ol .= 649,86
| December 31, 1944 800,1 = 102,10 - 902,2
; December 31, 1945 1275.9 . 232.1 - . 1508,0
December 31, 1946 - 1222.3 22,6 - ‘ 1244,9
December - 31)\1947 ) 45801: . R 4303 - - 5Ol¢7

1, exclusive of working balances

Taking the period September 15, 1939 to December 31, 1945 as & whole,
Canada subéténtialiy iﬁcreased.hefiliqdid balances in the form of gold and
United States dollars, but at the cost of. ‘the other assets and increases in
liabilities, The initial ad3u<tments to meet the Canadien shortage of dollars

were of zn admlnletratlve character - the 1ntroduct10n of exchanoe control

' and th° control of exports of capital However, as the dlcequlllbrlum o

w1d§ned 1n Canada's Current Account w1th the Unlted States other measures
Wéfeﬁdevelopéd.',The agreements entered into at Hyde Park in the Spring of
1941 led to large Unlted States ourchases of munitions, mllltary equipment
and raw materials from Canada, = purchases that increased rapidly after the

United States entered the war. Leter dur¢ng the war there were exceptlonally

"1arge Canadlan current recelpts from the sale of grdin to the United States

and Unitéd”States'gOVernmeht éXpénditureé'on defehcé‘pfojects in Canada.

(1) Foreign -Exchange Control Board, Annual Report to Minister of Finance
. For The Year 1947, Cttawa, The King's Printer and Controller of
" Stationery, 1948, p.l.




. s

3

Another source of Unlteo States funds arose from capltal 1nflows from the
Unlted States 1nto Canada through the purchaﬂe by Americans of Canadlan :
securltles, partlcularly bonds and debentureq.’ Furthermore, throughout the
war there contlnued to be an appreclable llquldatlon of Canadlan hold1ng°
of Unlted States securitles°

2, Canada's holdinvs of gold and Unlted Stetes dollarQ
- December 31, 1945 to" December 31, ‘1947,

"'However, figures for the years 1946 and 1947 show a substential’
depletion of official holdings of gold and United States dollars, During
these ‘years the net ‘deficits on current account with the United States
increased from $613 million in 1946 to the extraordinery high figure of
$1138 'million in 1547,  The following table will show the standing of the
various items composing the current account, the sum total of which comprise
the net deficite of $613 ‘and $1138 million,

yoE

. TABLE
Net Balances of Current Transactlons w1th the Unlted State<
R in 1946 and 1947 '

'(Millions of Canadian dollars)

N 1946 1947
Merchendise™ ~+ « ‘ =430 L ~892
Non-monetary gold + 96 +29
Tourist Traffic = S 486 T 483
Interest and Dividends =209 =238
Freight and Shipping =~ =~ REEREEPRE - : -115
All other current items =88 =75
Balance on Current jccount - =613 " ~1138

1, including receipts of ‘War Supplies ltd,, amounting to $55 million in 1946

Iand $13 million in 1947,

" The deficit of $613 million in 1946 was larger than ahy previous year

in Canedian history, It was covered only to the éxtent of $237 million by

(@) i, pase
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‘eurrent ‘receipts of convertible exchange from the United Kingdom and other

-overseas ‘countries; net receipts from g1l otheér capital transactions ‘supplied
$103 milliony and the balance of the deficit, $263 million, was drawn from
‘of ficial hard currency reserves, leaving the Canadian héldingénbf“géld and
‘United States dollars-at the ‘end of 1946, close to $1245 million,
The size of this deficit of $613 million took on added gravity since

‘the normal pre-war .sources of ‘convertible exchange from trade with overseas
countries hsd been reduced because of the géneral;dollaf-shoftage”aﬁd'limitéd
productivity overseas,” The sudden re-emergence of the large deficit on
current account with the United States resvlted from divergent trends in
receipts and expenditures; current receipts dropped by $145 million while
eurrent expenditures increased by %468 million. 'The pfihcipal'deéline’iﬁ”
receipts was occasioned by a reduction in the sale ' of hunitions and grain,
whereas the. sharp gain in expenditires was ettributableé to many causes., The
volume of Canadian importe has always beeﬁ closely related to the level of
national income and domestic prosperity, and therefore, in'1946; with a totel
national income close to the wartime peak and with the enforced restraint

of wertifie largely ‘eliminated, consumer spending reached e record height.,
Moreover, the increased sales of ‘domestically produced goods = (many of which
Kave ah imphrt 'content)< resvlted in'increased requirements for fuel, producers'’
materials, and capitel equipment from the United Stetes, ‘Tndustries also
added their weight to the pressure for imported foods, mainly because of
subnormal inventory accumulation ‘and capital formation deferred by the war,
. Furthermore, prosperity in the azriéultural sector, due in part to the sub--
sidizing of products for export, resulted in increased import démand with
respect ‘to ‘farm machinery.

.t i This high'level of ‘demand’ for imported goods was little affected '

by the price rise occurring throughout the year, availability being the main

consideration, It must be noted however, that these price increzses were
partially offset by the return of the Canadian dollar to parity with the
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Unlted States dollar in 1946 -ténch*action:tendlng;to inpfOVe‘the'felative‘
pos1t10n of the Unlted States goods in the Canadian market. In any event,
as a dlrect result of the CODdlthnu noted above, the total value of 1mport
in 1946 amounted to aporox1mately 1900 mll]ion, about triple the totsl for
1938 of which 3/4 came from the Unlted Sfa*eso S o

In 1947 the dlsequlllbrlum in Cenada's current account with the

United States was further distorted, producing a record current account deficit

of $1138 million. Net recelpts of convertible ‘exchange from the credit balance

with overseas countrles amountlng to $1185 mJllion SUleled only p6?8 million
towards coverlng tho deficit. In addltlon to the balance of the deficit
($500 mllllon) there were net capltal outflowe of 163 mllllon to the Unlted
Statec dollar aree, as well as Canada's gold eubscrlptlon to the Internate
ional>Monetary Fund in the amonnt of $7A'million. These then were the factors
contrlouting‘to'the reduction in officialzlionid"reeefves during 1947 of
$743 mllllon.> Canada's reserveQ as = result amounted to aperoximately 2502
mllllon at the end of 1947 compared with aDDrox1mately @lZAS mllllon at the
end of 1946, ’ A o o o
The large def101t of q1138 mlllson was occaSLOned by dlfferlnv

rates of incréas° in receipts and exoendltureq- current receipts by Canada
from ‘the Unlted States rose by less than 9 percent compared with an incresse
of more than 30 percent in current expendltures. Apart from the high level
f economlcbact1v1ty and consequent hlgh level of imports, ‘there’ Neretceftain
other Tactors of a general nature accounting for the unprecedented amounts
: =nent'by'banadiané:on inpofte from“the‘United“States‘in 1947;“0ne of these,
the 1nabllity to obtain normal QUppll?S from other countries, has alreadj
been referred to° In 1947 Cenada had to obtaln 77 percent of her total
imports;fgcm,the;Unlted States2 ccnpared W?thdél percent ln‘pre-war‘yeans,

S
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Another factor was the rise in pr;ces in the Unlted Statec- while no precise

megsure is available, it is believed that as muchvas‘half of the increase -

of anproxxmstely $570 millien in the valup of 1mports from the United States

(3)

_could be attributed to this cause. Canadian export prices also rose but

since her exports to the United States are much less than her imports, even

a uniform rise in the prices of export and import goods adds to her exchange

’deficit,
3. Canada's austerity progrem.

Durlng 1947 then, Canadlan imports from the United States exceeded
. (L)

.Canadian exports to thgt country by a ratio of two dollars to one.

is a dlrect reqult her official reserves of gold and United Stztes dollars
were being depleted at the rate of §70 millign_per month, (S)a rate of
decline which, if allowed to continue unchecked, would most surely have
exhgusted the then‘remaining reserves.. Drastic acticn had to be tzken tou

prevent international insolvency,

On Nevember 17, 1947, the Minister of Finance, the Ronourable

Douglas Abbott, announced measures designed to alter the flow of goods and

services, and at leqst arrest the rapid decline in exchange reserves, if
not reverse the trend. The Minister of Finance issued instructions to
the Foreign Exchange Control Board pursuant to the Foreign Exchange Control

Act to implement a drastic and comprehencive Foreign Exchangs Control

‘program designed both to conserve the expenditure of United States dollars

(3). Balance of Internationsl Payments, Preliminary Ctatement, 1947,

Department of Trade and Commerce, Dominion Bureau of qtathtics,
Balance of Payments Section, Ottewa, 1948, p.l10.

(4). Foreign Trade, Department of Trade and Commerce, Foreign Trude Service,

Vol.11l, no,72, Ottawa, May 15, 1948 issue, p.933.

(5). Honourable Douglas Abbott, Minister of Finance, speaking on Zmergency

 Exchange Cpnservation in the House of Commons, June 25, 1948.‘Hansa£§,
vol, 87, no,115, Ottawa, King's Printer and Controller of Stationery,
1948’ p°58389




and to provide for increased receipts.of dollars, said program to be effeetive
immediately.1'The“measures-introducéd were as follows: )
(1). A system of embargoee and quotas 1mpoued on certain classes of imports
‘which apnlj to all countries' - R | o
Import embargoes were applied(to“a w1de rarlety of>coneumer ~onde-ef a‘non-
essentlal character, and also apnlled to a number of items whlch are 1mportant
eut are produced in Canada in subs tantlal quantltles° o

- Import quotas were applled to certaln prepared and fresh foods, certaln
textlleu, 1eather and rubber vood restrlcting them to a certaln percentage
(200-400%) of the average value 1nported durlng 1937‘J90 o |

2) Excise Taxes' |

An erc1se tax of 25% was placed on moat consumer durable , and taxes on others
were raised, These taxeq were de51gned to curtall coqsumptlon and therefore
reduce importation-of perte from the United States essential to their manu-
facture in Canada, -

(3). Travel Restrictions:

The amount of United States- funds.available for travel was limited to $150
per person annually, with exceptions for business, health or educational
purposes,

(4}, Loan from the United States:

Arrangements were made with the E‘port-rmport Bank in Washington for a credit
of $300 million which would be ‘available for use until December 31, 1948.

(5). Federal Assistance to. Gold Mines:: :
A subsidy of half the difference between $18 and current production costs
per ounce was to be peid on all gold produced in excess of two-thirds of
the output in the yeasr ended June 30, 1947,

(6).. Control of Capltal Goods Imports-~

As capltal equlpment presented a. large proportion of 1mportg from the

United States, a schedule of such items was prepared under which imports




.. would be allowed after March 1,-1948 on a permit basis, and then only by

ministerial discretion,

It was estimated that at the current level of trade; the émbéfgoes

and quotas would reduce impbrtskfrdm'dbllar ereas by about %300 million a

Tyeér, while touriét‘éxbéndiﬁufeé would be down about %LO:miliion. There

was howavor, no indicatlon of how maqy dollars would be saved through

excise taxes, or how much addltlonal gold would be mlﬂed under t“‘ subsidization

’ plan.' The same condltlon eylstnd in respect to capltal goods 1mports

althouch 1t was estlmated that total 1moorta of these roodc amountod to
8445 milllon in 1947, there was no indication of the oropovtlon of this total
which’ Nould ‘be excluded by the newlj 1mposed restrlctlons. o

Le Results/df Canada's austerity program,

. As a result of these changes in the flow of goods and services, not

. only was the rapid decline in exchange reserves arrested but the trend was

actually reversed, By December 17, 1947, the level of liguid reserves had
dropped to $6l million which proved to be the low point in the depletion,
and from that date on, an encouraging improvement has been indicated iaso-

much that on June 23, 1948 the level had risen to $602 million - the result

-.of the working of economic forces-, plus $140 million as & result of drawings
4 ) :

/

.upon the Export-Import Bank loan, = More recent figures indicate that at

December 31, 1948 the official holdings had risen to #998 million made up
| | (7)
£ £550 million in American dollars and the remainder in gold,., Of this

total $150 million was reised oa the long-term loan from the United States .

(6) ° ibidc, p.58380

_ (7) Honourable Douglas ibbott, Minister of Finance, address before the

" Edmonton Chamber of Commerce, Jamuary 5, 1949, reported in the Ottawa
'vapnlng JOu‘nal 64th. year, no. 22, issue of January 6,1949,p.30,Col.1-2.
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rather'thapwthrough‘dollg:“conseryatioq‘mggsggega thc\reagqn‘fpr the increase
in total holdings it would sppear, is expansion of. exports. to. the United States;
anothermrgésog‘ig,ﬁgogtrggtipn;Qfﬁimpgrts,from'the Unitgd Stateg;papd the
last reasoa, gléim?dfpgqbe_phghm9§p impprtgnt,’§§_ﬁhe 'gff“shorgf pufchases
by the United States under the Mgrsﬁall Plap which have provided a steady . .
and sizeable_flqw gf;United‘Statesrdol}@rs:intoéggnada,iq‘_”_

Tt would gprear therefore tngt the initiel threst o Cenadas gold
and dol}gr_rgée%yesvhas,peen’§uggessfullyam9t and that.the tide has turned
in her fayopr. As,gumaﬁﬁgpggf fa@t;wtﬁwaOPiﬂiQUvBQ?G&U.OfisFatiﬁtiQ$ reported
that invSeptgmbgy 1?48,LQanadg'§‘loﬁgi§§gpding;adyerse_balange of trade with
the United:Sta§e$ had®f;nally crackeqﬁgpder.the pressure of tpg.ngadian
Austerity:?rogram,:apq thgt forﬁtheffirgt‘time gince August 1945,she bad‘;
achieved g,favourable_balancg of\@ra@e“bx,sellipg more to .the Americans than
she imported:frgmﬂthem, The net resul@EWgs a fgquygble:balénqe for‘Canada
in the gmqupt of %llfé m%llion, tbe fi?st substantial peacetime cyedit»balance
since the middle 1930rs.“.8)

'However, it is_mis}eading to»exaggergte the extent of hgr{improvgd,“
positiop.. Canade cgngqt look fo;ward‘tg gnvimpont restrictioq program and
Marshall}plgn,spgndiqg‘asvg gogitive\ot fingl solution tg‘herldifficultias,
The government has mede :ela§atipns of the :gst;igﬁiongvimpose@ ipn1947 and
must cogtique to makepfgrthe; relaxations qsﬂher‘exchgnge,positionvimgroveso
The austeripyvexq@sehﬁax.of_gﬁ‘percent wes eliminated on certain erticles
during 1948, and on other items reduced‘tqkthgilQ.percentuleyel,in_efﬁect
prior to the;igspitupiqp gf the dqllar;conservgtion program; in 1949, further
tax reductions were authorized, with the excise tax on additional commodities

baing repeéled and on others reduced to the 10 percent level. However,

(8}, Mont!aly Summary of Foreizn Trade. Bulletin 10-4118, September, 1948,
Depairtment of Trade and Commerce, Dominion Bureau of Statistics,
Exte rnal Trade Section, Ottawa, 1948, p,3,
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inport restrictions, the main factor in reducing Canadian supplies of

many types of food and service articles, still remain on many commodities.
The reduction of these consumer supplies has served to reduce the real wage
level of the Canadian people, ahd if continued for any length of time would
serve also to reduce the standards of liying of her people, For example,
the dolia;.éavingvplén has stoppéd thé flow into Canada of American peaches,

cantaloupses, watermelons, pears, plums, cherries’and tomatces which are

. usually on -Canadian markets in' June or ‘July.: Although some of these foods

*- can be and are domestically grown, the quantity supplied may be seriousiy

reduced as also the period-available, Furthermore the price of these

domestically grown foods is usually held down by competition from imported

foods,; viz.: in July 1948, tomatoes retailed at a price of 45 to 49 cents

a pound instead of ‘the usual:pre-austerity price of 25 to 29 cents a pound

for the same period, -As a result of this artificisl scarcity, therefore,

~-the eost of ‘living has been adversely affected; moreover, this same

phenomenon is evident glso in other facets of Canadien life and effort,

The sacrifices entailed in the restriction of Canadian comsumption

-levels and in the readjustments required of some Cesnadian producers, can

"be justified only as a temporary stop=-gap. - The breathing-spell so -

obtained should be used tc effect a thorough revision of Canada's economy

in order to .permenently reduce her external vulnerability through a

- greater measure of stability in her. own domestic etonomy, and as far as
" possible, used to aild in the restoration of a multilateral trading system

~on gz sound financial and economic basis,.

S
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. FUNDAMENTAL CAUSE OF. EXCHANGE PROBLEM.... ..

hIn order to reallze the magnltude and scope of Canada's Balance of

L

Payments difficultles, it w1ll be neceseary to con51der the fuqdamentnl cause

Jor underlylng Droblem creatlng the world-w1de shorta:e of Uﬁlted S+ates dollars

.

'whlch ha° ex1sted for the past three decades.

A world-w1de shortage of Unlted States ‘dollars would 1ndlcate ‘that

a eltuatlon had arlsen whereln the soc1ety oP natlons as a whole had a breater

K

heum of payments to make to the Unlted States than currency w1th whlch to do

it, Such an imbalance neceusdrlly creates dlfflcultles. Forelgn countriss,

considered as a.group, -cannct make dollar payments to the United States in
excess of the dollar pavments which the United States concurrently makes

to them° Thls statement must be modlfled however inasmuch as tranaactlons

‘on external aeceo unt between the Unlted Stdteo and forelcn countrles can be

equlllbrated by means of depletlng reserves of sold and Unlted qta‘hes dollars,

by borr0w1ng in the Unlted States, by the sale of 1onc-term 1nvestmente,

or by the sale of newly mlned gold° The procurement of fore1~n eyﬂhange

bj any of the firet hhree methods cannot contlnue indef 1nLte1y bncause +hey
‘1mpa1r a country's reserve p051tlon elther dlrectly or 1nd1rectly. as for

:the latter method, such action is fea51ble only as lons as a country's gold

i

reeources warrant economic exploitation.b These remedles are effectlve then

only if the 1mbalance 1s of a temporary nature~ but, if such an imbalance

1§ ¥eeurring ‘or consietent, as has been the csse in transactions between

o
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the United States and other countries during the last thirty years, then new
methodé of payment would ha?e tobbe.devised, or, drastic action muét be taken
to"equiliﬁréﬁé'iﬁternational transactions on external.account; Such action
coulé igke thehfofm.of'import qﬁotas or émbargoes, tariff barriers, manipul-
ationﬁof“féféignyéxchange rétes,'foréign ékchahgepéoﬁtfol; étCo. ‘As the
result of such action the level of international transactions is definitely
decreased and those policies'WOrk to the detriment not only of the nation
employing such prectices, but ‘also to the detriment of the United States, and
all members of the édciety of nations, |

' This then has been thé'underlying'problem - g universal shortage
of Unlted States dollars durlng the last thirty years, and the stru gle to
circumvent the resultant difficulties, with solutions pursued mainly at the

expense of international specialization and division of labour,

1

1. Universal shortage of United States dollars.

To éomprehend when thevéhortége of United States dollars first appeared
and 'its persistence, it will be necéssary to trace the activities and policies
of the United Stafes in the world economy from & period as far back as 1914~

1918,

During World War 1, largeiy as a result of loans flcated for the

account of the British and French Governments and the liquidatibn of foreign
holdings of American Secufiﬁies, thé inﬁernational investment position of the
United States underwent a swift change,

A net debtor status of epproximately $3700 Million in 1914 was

transformed into a net creditor status, e>)(c1ud1nc governmental debts,
of the same amount by the end of 1919,

(1). United States Deparﬁﬁenﬁ'df Comméfde, Bureau of Foréigh and ﬁomestic“
Commerce, . The United States in the World Economy, Economic Series no.23,
Washlngton, United State's Government Prlnting Offlce, 1943,p.192.
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Having thus been established as-a creditor nation, the United States

undertook a foreign sconomic policy designed to bolster and maintein that

position, She predicated her policy upon the manifest impossibility thzat

et O

she might continue to have it two ways, - & lsrce volume of dollar reesipts

a?ainstka Small volume of dollar nayment-. The most flagrant exemple of her
SRR T B [P - b e -

h »pasclng of tWO'WaJOT tari?f‘lnw 1922-355

1930, in the faca of“coh%indé@i' 'f+o coW?@cb war d@btq aﬁd nromote excovfs,

: ) : A fo, 4 . L ; ; ; ' ;
ecceptaace of an excess of: imports over exports, [ ¢ |

The trend of her relations on external account is traced in cherts
following, which- illustrate the totsl streams of United States deollars

supplie ‘b" the United States and ussd by othar coantr'eu during the 21 years

from the';."énd_.af‘.:ohwe_‘, First World War to the beginning of the Jecond, ..

Tba most -sdriking feature $o. be noted Ain. Ch¢rt<l 1s dhe wide. dlve“cence
- \; st e 0 U St oy U wanh s Ten e e, L
in the tr=nds;‘e°p > l}y:in‘thg"thrva;f .Lois 01 heavy- dpcline in! the supply .

of Unitéd"Staté;‘qgllars,\not;$;yj 21, /1930“324and 1938, *hese-perlpds»'-f

1

L

correspbﬁdmﬁdwyééréféf}feéés%ié aﬂ& ﬁepr 2ssion in the buquESS“”Ct‘V‘t" of
. ) ; N . 1

the United

(€5

tateg, ond are all chqgactérlzed b" the Qevure draln on tno monptery
reserves of other countrleu, and by opressure on the exchanse rates of curren-

ciee other than TUnited States,

nbna e o e

v recession in bu iness activity in 1920 brought a Tapid decline

R -

in imoorﬁs.nfgs nre°su"e eman tpd from the Vﬂlted Stqfec throuuh fhe fa 1 in O

businesg; actlvitv and nrlces doﬁcl:thts in 1mnorts, nd cg;sqpipq bf United States}
S t‘. ’ N (3) . i - =

government lendipc to,its formér a]lisé;f‘

part of- theq-trbln by permlttlnv their exchan

£e
.

l
N : : §

mportsu-f
PR PR

dis couraalng :

(3)s "In 1919, the United States Goverqment disbursed abroad almost #3000
million largely in the form of loans and gifts to foreign governments,

Additional advances were made in 1920, although on a much diminished scale,
and still smaller amounts in 1921 and 1922." ibid, p.8/.




.

l/‘

CTORTD QUPPLY AND WSH OF DOLLRS. oo 0 ol

B:,Aicwns OF VoltARS

15 Py

e = m N\ ™ DOLLAKS uSFD BY

=',I“ \, FORErCrm COUNTEIES
- e - I N, N . .

M" e DoLLARS SwerkiED \\

y - UNGTED STATES S ]

Ll L1 L1
w = "

D

DOLLARE QTT“ =l

LITD "ZY U' TT D 3T

L

=S ACTORDTNG TO DCATY C T‘G"?T e

"

© OUTFLOW OF LonG-T¥ e . CAsTAL

FROM UNITED S Talcs

PN "'\.’-—".{ju“

Pavmenrs Bv s ort ssn.u

~
UMITED STATES wn P0RTS

-~

L4 Y A3 PORLL R EZAY
‘/ d N et P JRAMSAL Vipred®s
o3
‘\-_-—"’-""-" N

(N
N

TITII1I1r

|

L1

1Tl L L]

DCLLARS USHED BY POREIG

()

! COUNTRIES ACCCRDIG TO MATN O

CaTA00RT S

" ImFlow OF Lom&-Tecen ¢ APITAL

et iu e s ENTO UNITED STSYES
i Ty PRYMENTS TO U-S. on SERWILE L ) S
o ! ) = e = TR VA LTINS - o = =
"' \‘s - s .
. S~ KX - “‘. 7
! R s i~ ' . y ol o -~ ‘ L
1 : UKITED STATES rrporTS I TR A TN

bl | I 1

N

Tl L1

'Mrq 20 19 Q12 MY Htw

Q@185 1436

1431 192§

Md 16% 16

19T 1933 43y PIT 836 V1 1935 19

_Amount of dollers surplied foreizn countries through rovments by the Umited

States
Unlteﬁ Statesy ]919 3°

[

Rre

znd zmount of ﬂo’!lrrk vsed by foreicn cmmtrles throu

nayments to

exchldes gol'i »nd short-tmmr cnrltql mo vempm‘ ).

+

ibid., p.viii.




15,
and encouraging .exports to- some extent. -Depreciation was possible b¢Causg‘

the pegged: exchange rates meinteined among the. Allies -during the.war had:been
abandonéd- and the international gold.standard had not.yet been restored,
Furthermore, ‘because-of the. fact that most countries had not yet recoumitted
themselves to the gold standard end defence of reserve positions, they were
able to dip heavily-into their gold reserves. to help meet their deficits.
in-balance of*payménts positions visri-vis. the United States,

.'The "years 1922-29 were marked on the whole by world-wide economic
expansion and rising incomes, with a corresponding incresse in international.
transections, . In regerd to the:United States, however, transactions on .
current. acconnt, still registered consistently an excess of receipts over
payments, ' Said- excess.was-offset, over-the: period as a whole and in most
years,.-chiefly by the.net outflow- of: long-term capital,(h)whigh‘wax‘attracted
by the: ample investment opportunities.offered by the:huge«taské,of reconstiruc-
tion-in Europe, and.of economic: development throvghout the world in general,
that remained.after the war, Such a situation indicates a structural weak-
ness. in the balance of ‘payments position.of the United States vis-z~vis the
remainder of the.world, - a dependence upon the behaviour of. a highly unstable
factor,. outflow of long-term capital, for the maintenance of a satisfactory
balance between the supply and use of dollars.

" The boom came to an end in the latter pert of 1929, and in response thereto
imports into the United States registered a sherp decline, accentuated by the
'collaose of rav materlal prlces and by. an upward revision of the American = .
tarlff in 1930 Furthermore, Amerlcan 1nveutment actlv;ty d1ed I sudden death.

For?lgn lneomes and pendlng hablts whlch had been falrly well adgusted to ﬂ 

[t P
N H ! i . P

oy

(4)e "In the period 1919-3C the United States provided $11600 million to
foreigners by way of subscriptions to new foreign issues and direct
investments sbroad, an annual average of about $965 million." 1ibid,p.89.
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Ntﬁé”1927;29\level'of’United5S£é£é§:ddiiaf.éubﬁly;yﬂad to‘ﬁndéféé'vaét and
‘after 1929, and the continuing low level of dollars supplied in later years.
as followss: .

1. Abandonment of gold parities and depreciation of foreign currencies with

respect to the Ugpited States dollar; although several of the primary producing

reserve positions let the task of readjustment in their external demands

2, General tariff increases aimed at curteiling total imports and promoting
domestic production; this practically universal upping of import duties was

_marked particularly by the adoption of a heavy tariff structure by the United

4o Direct trade and exchange control through quotas and licensing requirements
for the purpose of forcing trade along selected channels and restiricting.the

use of foreign exchange to the available suprly, In some countries, notably

_(5).."Th9 fall in purchases of foreign goods and services and the virtual complete

16 .

drastic changes bedause of the vertiginous décline in the supply of dollars

(5)

The principal measures of adjustment emplcyed by the verious countries were

countries (Australie and Argentina) quickly abandoned the gold standard,
most nations gave it up reluctently and only under the inexorable pressure of

events, so that the initial endeavours to defend their exchange parities and

fall full force upon their internal economic life.,

Kingdom in 1932,
3. Preferential tariff and commercial arrangements designed to foster trade

among the pa:ticipants and,to_divert trade from other sources of supply‘

‘cessation of new investment abroad resulted in an extraordinarily rapid

. end severe shrinkage in the supply of dollars currently made availzble to
foreign countries. The amount of dollars paid out or transferred in this

. manner dropped from a level of $7,400 million for the thres years 1927 to

171929, to a mere $2,400 million in 1932 and 1933, a reduction of 68 per cent
over a span of only three years, M ibld,p°1’73¢ o o
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Germany, these methods of adjustment eventually became ingtruments for violent

political ‘and economi¢ nationalism, being carried far beyond the requirements

for external adjustment,

Foreign purchases of American goods and services durinc 1934-30 were

larser than similar purchaees by the United °tates from other countries even

tbough uhe import= of forelgn countrjeq dropped far below the level of thPlT
1nternal activvty This latter spread may be taken as a rough measure of the
crow1ng self-=uff101enﬂy and economlc natlonallem of forelgn countrles. The
only partlcularly w1de dlvergence in United States recelpts and expendlturee
on current account durlng thls perlod 1034-29, was occaelonec by the bu31ne=s

rece581on of 19)7-78 The decline in the dollar supply or import side was

sharp, but United States exports only slightly fell off, As a result, the

gap between the amount of dollars supplied and the amount used widened appreciably

in 1938 and 1939, and occesioned further drains on foreign gold reserves to

‘meet the def1c1t.

The foregoing then indicetes the underlJing reaeon for the consistent
world-wide dollar shortage: - the reluctance of the United States to accept
imports at all times, a reluctance éspeciglly marked in times of domeetic
recession and depression; the misbehaviour of American inve*tment in foreign
countrles, viz.. the near equllibrlum in +be qupply and use of dollars prlor
to 1929 as contrasted w1th the continu1ng dleequlllbrlum after that date;

the 1moroper functlonlng of the Amerlcan economy, viz.: the recessions and

.depreselons of 1941, 1930- 2 and 1938, It would appear that the hlgh teriff

pollcy followed by the United States for many decade= has served, as indeed

has been its ‘purpose, to exclude or =everely reqtrlct a ootentlallv larpe

volume of 1mports, how large 1t is 1mp0551ble to say. Such restrlctlve measures

preclude a high 1evel of 1nternat10nal transactlons, albeit a hlgh level of
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traﬁéébtiénéIis:nofineéesséry tdbthé cblévement of ecnnomlc‘well—beincv
plther in the Unlted Stutes or abroad The record of the 'thlrtlns‘ |
demonqtrated fhat fore1~n countrle«,’save for th0°e narro Vlj dependent on
the American marxet, could; after 1n1t1al d1°tvrbance s adapt themselves to
a rulatlvnly low 1evnl of Oxchange w1t1 the Unlted tates %nd'Yef‘attéin
a substantigl internal proaparltv and éromote their trade mlth one anotber~
and, in tlm ’ the Unlted States could alao make the neceso~rj chustment
- invits export trade-and demestic economy, #lthoiigh with leflcultles.exem-'” h
'-plified-by‘their“acricultural“ndiicieé”bf recert’ pre=war vears.' Tf the
international economy should be recon°trupted on suvch a basis in these
formétive years following the Second‘Wbrld J2r, whether due to lack o? fore~
cdt suspicion, prejudice or splflﬁhnes:, it will unauE°tﬁon°oly be even

lesé’procre sive and more subject to comiercial restrictions and dLSCle‘U’

Jtlon" than that etructure oP trade uhlch ex1°ted 1n the 1930'%. ~oreov~r,

~“such a trade gtructure is not altozether impossible doqplte the avowed
1nt°n+ions of the United States in her Pr0poqals for Ex p:n51on of World

Trrde and Emolovment of December 6 1945°
.2« Shortage of United States dollars - the Canasdian situation,

'Sé much then for ﬂhé'génerul situaﬁién:fe;péctiﬁc the-uhiﬁeréai

chortnge of United States dollars that has existed in the past. With more
pertinence to the Problem under dlscu551ov, tne eflect of ﬁnitéd Stétés.

policiés on the Cénadian'acoﬁbmv“neéds néﬁ'ﬁé'réviéwad -

Wconomlcally Canada is largely a dlsccnnected‘vtrlp of terrl*orvﬁalonv
the Amerlcan boundary.: "hou~h Canada is about 1500 mlleq from north to vouth
its-settled-ares is a strip averaging less than 200 miles in wldth 1mmedlatelv
north oP the Unlted Statcs. More than 9" out of lO Canadians 11ve w1th1n"

this 200 mile strip and more than one-half the total population within 100
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miles of the boundary., As a result of this proximity to the United States

there is in;erlocklng of 1ndustr3es,"1nten°1f1ed exports to the United States
nd 1mport° from ‘the United Stutee, ‘consumer demand patterned aPter American
demahd, and"obvioﬁéydiffioulties‘hihderihg.hermecohomic iﬁdepeodence;‘)Cahada's
debeodeooe.aod'eoonomic‘doﬁioafioh'are refleoéeo‘in the foliowioé table,
. S TABLL ITI (¢)

Canada'° net Current Account palancec w1th the Un:ted st ateé”1926-1939
: ; (Annual averages in millions of dollars)

T

exoluding gold e 'inoiodinb'gold.A”
1926_25:.': G S0 . ARSI
1920-31 w0 330
w932-3, w0 S '3
93537 Cam o 7 T I3
e

Caneda thenllﬂ heav1lv denendent on the Amerlcan market, and does not fall
1nto the cateoory of those countrles that can adJust themselves to a low
level of‘exéhangé'with the United States and still maintein a reasonably
1Dh level of 1v1ng stendards, In her case and the éaéé of elﬂ,other'
countrie" narrowly dependent on the Unlted States market,ﬁe‘much’hore serious
51tuatlon does erlet | |

- The Amerlcan turiff barrler ae 1ncreased and broadened by the p3531ng
of tﬁo major tariff laws durlng the 1nter-war nerlod, was prohlbltlve for
praotically 511 bﬁﬁ imporﬁs'of primafy prodocts. Those nations tHerefore

who must expoftkto the United Statee‘ere‘feetfioted\to this field which is

(6). Poreign Exchange Control Board. Report %o the Minister of Finance,
Ottawa, 1946, p.6é.
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subject to wide fluctuations in world prices. 'Inasmuch as thé United States

'is a leading importér of primary praducts, it is hot surnrising that variations
in her import requirements, as directly determined by the trend in her real
economic activity; have impinged very strongly on the prices szprimafy goods
‘in general and of those goods for which the United States is thé'prihcipél
"market, in particular, 'In other words, changes in economic activity in
'the”Uniiéd*Stﬁtes*havé tetided to exert & double and direct influence on the
-value of ‘primary goods exportsd to that country, affecting both quantities
'ahd prices in the same direction, “As aforestated, stch a situation, in
‘respect to countries not narrowly dependeht.bnithe‘American:mérket; may be
‘adjusted by a curtailment of transactions with the United States; but Canada
“end those ‘countries that sre dependent, mist accept the full measure of -
‘economic fluctudtions that azcompanies the highest stendard of living in
“the world, withoit as high a ‘standard of 1living to absorb it, ™hen United
‘States business activity undergoes a decline, there is a concomitant fall
"in the volume and value of those primary products imported: consequent
‘thereto, Canadian export activity falls off considerably and the Cansdian
‘economy suffers from a recession which hes originated in the Unitea States.
Moreover inasmuch ss the changes in Capadian exports to the United States

do not coincide in point of time or magnitude with the changes in imports
from that country, thers is then a tendency to rapid and large fluctuations
in the net balance of Canadian Trade, a situetion which places a severe
strain on her economy and which, at any time, is liable to dsvelop into

a financial crisis such as she is now experiencing,

The functioning of the American economy as a whole thersfore, pressnts

the most baffling pfoblem to any solution of the universal shortage of dollars,
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If a solution to this problem may be found, with the maintehance of a high

and reasonably'stable level of econamic a2ctivity as an end thereof, the
difficulties encountered in the past with respect to the universal shortage

of United States dollars will bevgreatlj eradicated, Such.a solution is
of.primary importance to those_countries narrowly dependent on the Americen
ﬁarkat. Furthermore;-édmméréiél“gﬂaﬂiﬁﬁésﬁmeﬁt policies which are susceptible
to intelligent determination should no-longer constituté disturbing elements
in'the flow of United States dollars as in the past, The International Bank
for Reconstruction and Development should aid immeasurably in promoting a
sound’ investmwent  structure,” In regard to United-States trade restrictions

as perpetrated through tariff increases, it is to' be noted, thet the trend

kas now been reversed, :The Reciprocal Trade Agreements of 1934, subsequently
extended, and the General Agreement on Tariffs:and Trade.of 1947 have brought
about a gradual reduction in tariff rates. However, reductions have been = -
cautiously negotiatea with a view to minimizing the-effects on.domestic
production; and thus far there is no clear indication of the effects or benefits
from such reduction, in'increasing the supply of United States dollars made

available to the world,
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————

TVIEDIATE CAUSE OF PRORLEM

uu;,v“Thewaregoing has-dealt -with the underlying difficnlties creating '
the over-all shertaze of United States: dollars, ::Such an over-all shortage
does not.imply, however, that each and every country found themselves faced
with a chronic deficiency of that currency. By virtue of a system of mul-
tilateral cettlements, an integral part of the network of international
commerce which had grown.up over an extended-period, it was-possible for -
individual- countries-to have a:considerable disequilibrium in current account
transactions with the United States without any special problems of settlement
arising; .a surplus- of ons of-the major foreign-currenciesiwas used to offset
the deficiency;_

. The United Kingdom-and. Germany played particularly importznt roles

in this economic scheme, . The former, as the 'single greatest trading nation, was
the.csntre of a complex network.of financial and trading relstions and wes
ajheayy net irporter from the European Continent :as well:as from countries
like Canada;« On the coatinent itself, Germany, forming what might be called
theiheavy\industrial,backbgne‘QE Western Europe sand producing export surpluses
of machinery . and-highly maﬁufactured'goods, provided-in return, markets -for
many of the products.of other Western European countries, :These continental
countries as .well.as countries like.Canada, South Africa, Australia and New
Zealand, oﬁtgined by:means.qf\export;surplusesuto;Britainjthe United States- -
dollags_with,yhich;to}bayhgprytheirgimpprt~surpluses from the United States..

PP
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The dollars that Britain disbursed in these countries were earned trlangularlv

via sales to the Unlted qtates or, equally 1mportant, ouadrllaterally by

{

wway of the Carrlbean Sea, South Amerlca or the Far uast' -chch was the delicate

_mechanlsm of multllateral payments. j:~’
» | Canada heav1¢y depended on thvs netwo;k of commeree to uuooly the’f‘wx"
:United State= dollars that her exports of aoods and services to the Unlted .
;States did not procure f‘or her, To. fully comprehend this- deoendence it will
ﬁbe necessaryutO'trace her pattern of“trade, w1th respect.to the Unlted States
‘in ‘particular, and the world in oeneral
‘l Canada‘" pat+ern of* trade°

»British‘ihterests which had completely domlnated‘éenadian T;ade for
“the first 60 years of British rule, began to meke concessions under Amevican
j»r.:;"v*essure in 1822. By 1800 when the. 1ast vestige of preference to colnnlal
'nroducts had dlsanoeared from the Br1t1Qh tariff, Canadian Lrede relatlons
;w1th the Unlted States had become more and morc'lntenelfled, insomuch that
ACanada began" to qeek a reCIpPOCal *ariff or r301proc1ty treaty w1th the
:Unlted States, From that “time on, both the United Kingdom and the ‘United
:States have played a: domwnant role in Canadlan trade. Durlng the next 30 -
years the volump of. Ganadlan trade with the Unlted KlnCdom reilected a slow
- but gradual 1ncrease in- transactlnns albeit radlcal chanaes were - beclnnlng -
‘to appear in the dlrectlon and comp051t10n of Canadlan trade. In 1883, the
‘raoidly expanding Unlted States replaced the United Kingdom as the nr1n01pal
source of Canadlan 1mport , and bj 1896 over half of the Panadian importo
'were of United ota+es orlgin, Since that time United Gtates supremacv in
the Panadian market has- been maintained However, although the" Unlted
Klngdom share of«Panadlan 1mport‘trade d:minlshed, her purcnases of Canad1an

xnorts rapldly increased, quadrupllng between 1886 and 1000. The follow1nv

table will show direction of Canadlan trade over the years 1886-13948,
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TABLE'IY S

Canadian Trade with British Ewpire and Foreign Countries

Imports " United Kingdom = United States” - Other Empire . Other Foreign
Year Value % Value % Value % Value %
1886 $39.0M 0.7, 342,.8M bk ob $ 2,48 2,5 $11.8M 12.2
1906 69,2 C24.4 ”169,3‘ B A S . P | 30,7 10,9
1916 T 1502 370.9 73, 27.8 5,5 32,1 6.3
1921 V24, 1743 856,20 T 69, T 52, 7T 4.2 7 118, 9.5
1929 194,8 15,0 893.6 68,8 62.3 4+8 148,3 11.4
1933 - - 97,9 2h.4 217.3 54.2 34,8 0 8,7 51.2 12.7
1939 11442 15,2 496,9 66,1 72.9 10.0 65,3 8.7
1943 135,0 7.7 1,423.7 82,1 103.,7 6,0 72.8° 4.2
1946 L2014 1044 1,405.3 72,9 139,1 7.2 181,5 94
1947 - - 189,5 7.3 ,976 46,7 T 164.9 A 243.1 12.2

1948  299.6 11,3 . 1,809.5 68,5 2046 7.3 323.4
Exports : o i e e ' ‘

1886 838, 47,2 7 83430 44 $ 3.3 4.2 $ 3.5M L.5
1906 127.5  54.2 . 8345 35.5 11.0 4.6 13.5 5.7
1916 TUUULB1,9 0 60.9- 201,1 27,1 30,7 4.2 58,0 7.8
1921 312.8 26.3 542.,3 L5.6 Q0,6 7.6 243.4 20,5
1929 290,3  25.2 49247 42,8 105,0 9,1 26444 22,9
1933 210,7° 39.8 1 168.2 "31,8 44,5 8.4 106,0 20,0
1939 328,1 35.5 380.4 41,1 102,7 11,1 112.7 12.3
1943 1032.6 34.8 1149.2 38,7 369.0 12.4 420,6  1h.2
1946 597.5 25,8 1337973844 307.,2 13,3 519,6 22.4
1947 775.8 27,9 1040.8 37.5 392.7 14,1 565,6 20.3
1948 699,4 - - 22,7 - 151045 49.1° '333,0° 10,8 532.9 17.3

Figures and percentages for the years 18861946 are taken from Canada Year Book
(1047), figures for 1947 and 1948 are takﬁn from Foreign Trade Whll° nerceqtages
are the ‘author's calculations, : -

From the foreg01nc then, 1t can be readllv seen that Panada'e pattern of trade

has had very deflnlte trend Tho geovraphlcal dlsurlbutlon‘of transactions

haq dlsplayed very pronounced characterlstlcs indica tlng a concentratlon of

(1).

Depertmeqt of Trade and Commerce, Dominion Bureau of Statlstlcs, Canada
' Yéar ‘Book (1947), Ottawa, King's Printer and Controller of Stationery,

1947, p. 887,‘Fore10n Irade, Department of Trade and Commerce, Foreign

Trade Service, Vol.V, no.112, Ottaws; issue of February 19, 1949, p.368;
Foreign Trede, Department of Trade and Commerce, Forelrn Trade Qerv1ce,
Vol,¥, no.409, Othawa, issue ‘of January 29, 1949, p. 213, - ‘
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dealings with 4the United Kingdom and United States, This situation is :-

reflected 'in her balance of psyments stztements wherein credit balances.on
current-account have characterized the sum of the transactions between Canada
end the Upited Kingdom, and chronic debit balances: have been customary in -
the account with the United States,

.. Canada's sterling -income; however, was freely convertible before
the war into United States dollars or other currencies for which Canadian
demand. exceeded the Canadian supply. As a result therefore, she could easily
cover. her deficiency with the United States by epplying the surplus which she
obtained by an excess of exports to the United Kingdom and Europe,  Triangular
settlements, such as this arising from the unbalanced state of the Canadian
account with the.United Kingdom and United States,.were an integral part-

of the pre-war system of multilesteral. settlements,
2. Disfﬁpﬁion of the multilateral séttlehéﬁts‘system.

‘The Second World War interrupted the operation of::this system -
of  multilateral settlements by.creating conditions: under which: sterling
and: other currencies were no longer convertiible into United States dollars, .-
The first and foremost' cause was the- -grave distortion and destruction of
pre-wer- production structures-in. the ravaged countries,. They had ne surplus
for: export,: being forced to-produce for their own:reconstruction programs,
yet,. they found it necessary to coantinue importing vital materials from the
Western\Hemisphere;=;As'a:result'thereforevthey were: feced with deficiencies
on current sccount.which necessitated a.drain on:their gold:and dollar reserves,
Farthermore, in the!liddle Esst, Burma, India, as also in the Netherlands,
East Indiés and French Indo=China, the while- man-was being relieved of his -

burden,' -As these”edges;ofiEmpire'were;rbunded off, the dollar earning -
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. iunvestments in rubber, tin,jute, copra,sugar, railroads and shipping, passed

_.to local hands or were rubbed. out., Therefore, because they were not and could

not sustain exports to the United States, bscause their colonisl sources of

supply for United-States dollars were dwindling, because they were faced with
 substantially augmented demands for vital products from the Western Hemisphere,
--most revaged countries were forced to suspend thé convertibility of their
currencies in order to relieve, at least in part, the drain on their gold and
~dollar reserves, . The pre-war system of multilateral settlements had broken

. The.United States, recognizing that the United Kingdom was a main-

spring of the delicate mechanism of multilateral payments, made an attempt

to get world trade moving on a pre-war basis by extending a credit of $3.75
..billion to that country in July 1946, This loan was intended, in conjunction
. with the Canadian loan in 1946 of £1.25 billion, to help ﬁhe United Kingdom
- bridge the gap between exports.and imports during the interim period of recovery.

- To this loan was attached a rider that Britain should carry out full conver-

tibility .by July 15, 1947. In keeping with said condition Britain gradually

. extended preparations for convertibility. Some idea of the wey in which she

-funneled out dollars.to other countries can be seen from figures of United

Kingdom dollar expenditure.for the first half of 1947. Britain's own trading

" deficit with the United States was $704 million in this period and her expen-
~ diture:in other .parts of the Western Hemisphere was $472 million(she-paid
-automatically in dollars for all purchases in dollar countries, such. territory

_ including North imerica and all Central and South Americe except Argentina,

Brazil. and Uruguay). In addition, she spent 3116‘million in dollar purchases

for Germany, made $272 million avzilable for purchases by other Sterling Area

; countriés; with certain countries Britain had a system of -'transferable accounts'
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which meant that though payment to them by Erltaln was not in dol]ars they

coﬁid change any sterllng surnluq thev had 1nto do]lsr (%) o

| | On July 15, 1947 full copvertibjlltf of sterl:ng was re-instated,
Imméclately thereafter, draw1ngs on Brltain‘s dollar reserves mounted disas-
trously. In July she wes obliged to draw $700 million on the credit; in the
five days August 11-15, drawings amounted to $176 million; in the first two
days of the foliowing week, August 18-19, they amounted to £66 million,
In the face of such colossel depletion of reserves, Mr. H, Dalton, the chancellor
of the Exchequer, was forced to announce on August 20, 1947, that the United
Kingdom Government had decidéd to suspend sterling convertibility for the
time being, such measures being taken after consultation with the United
States and Canadian govermnments, At that date, only 400 million of the
United States credit was left, However Britain still maintained her basic
gold and dollar reserves (2.4 billion) which were to serve not only herself
but also all Sterling Area countries and which were considered inadequate,
even for essential purposes, for anything like an extended pericd,

The cessation of steriing convertibility immediately relieved the

tension for Britain, but it undoubtedly and inevitable intensified the dollar

shortage for the countries that were drawing dollars from her. In regard to

Canada the situation became more seriong daily, for, as detailed in Chapter

=1

, the drain on Canada's gold and doller reserves had reached an unpreced-
ented rate, and the fact that she could no longer convert United Kingdom

currency inte United States currency and thereby replenish her reserves to
some degree, added greatly to her difficulties, The level of her reserves

was lowered more rapidly without the alleviating factor of supply from the

(2). Economic Record, No.,9, September 1947, United Kingdom Information Office,
Ottawa, 1947, p.l=2.




United Kingdom, and finally, Canada was faced with a financial emergency
in respect of rayments in United States currency which necessitated drastic

action in order to prevent international insolvency.
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CHAPPER 1V - - i

TA0TC22 VAGRATATTHG OR LODTRATTNG THy 0 NTAN PRORTMY

The.principal solutions to the wide diceguilibrinm in the Canadian

current account with the United Kinzdom since 1939, heave :been of ‘a financial

¢heracter, . Arrangements were made between the two .governments for increasing

the supply of Canadian dollars zvaileble to the sterling erea, and for the

wanmedg,: In the aoply years of the
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direction.of this suppl;

)
pod

YT these mzthods were miinly of a cavital type involviag repatriation of

iavestments  and accumulation of sterling, whereszs later in the wsr, when

the diseguilibrium widened to its pezk, =2 billion dollar zift and lutual -
£id to the United Kingdom were the.chief nmethods of financing the British

chortagze of Canadian dollars,

-1. Canadian loans {o Lurope.

This then has been one facet of Canadian prosperity. -It is undeniabl

true that sinee 1939, Canads has depended on public speading,.either for war
purposes, or through credits offered to her customers, to waintain a high
level of econowic activity, Normzl trade channels did not exist during the
war and will continue to be noa~oxistsnt zs long as Burope end isia cannot

s8ll as much as they nead to buy, Caneda's economic policize of prosperity

through gifts and loans therefore, glthough artificial in the senge that they

are borne hj the Canadian taxparer, were necessary if her custcowers were
- t . ' .

10 purchasel;er fGO““ dnd if she was to avoid widespread unemﬂlnvmvnt.

On the one hand, her motivations were selfish, She sought to swcure her

.) -

12
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farmers, miners, lumbermen and manufacturers.against the great postewar slump
that was assumed 1o be on its way,  Furthermore che had a vitel:interest in
the old multilateral settlements system, and for that reason she extended-
éizéable loens to Britein and Western Buropean countries, thus. carrying -

out a European Recovery Program of her own.  On the other hand, she was
morally: obllgated to help feed and rebuild the world, for in 1945 Canada .
had the second strongest economy in the world, second only to the United.
States, Moreover sentiment directed that. being:a Dominion and: later a
voluntary member of the Commonwealth, she should do everything in her power
to help Britain recover, '

No criticism may be levelled at the considerations motivating
Canada's economic policy, but however, the scope and extent of her generosity
is 'open to possible difcommendation, In the immediate postewar months, -
the Canadiau government ‘evidently overestimsted Europe's rate of recovery
‘and her own ‘cspacity to help the process along, Because of this probable
miscalculation, Caneda undertook a post=war aid program which would appeer
‘to be compatible neither with her standard of living and level of national
income nor with her holdings of official liquid reserves, According to
statistics released by the United Nations Organization, figures show that
during ‘the period May 1945 to June 1948, the United Stztes gave the -
greatest amount of financial assistance to other countries ($16,16 billion).,
‘with Britain second (32.45»bi11i0n) end Canadza third (%1.89 billion).(l)

With regard to Britain however it is to be noted that she in turn received

"(1). United Nations Release, as reported by -the British United Press in
the Ottawa Evening Journal, 63rd year, no,214, issue of August 23,
1948, p.23’ COl 5-6 ’ ! : . c n = v W
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,governmept‘anq‘privaﬁewfipanqigl”aidfdgring»this period to_theﬁextent(qf
ﬁé.é?hbillicp, andiiﬁ a simi}a# maqn¢r Caﬁgda'receivedrgid ﬁg_the extentlgf‘
$487‘mi1;iqn._ IfﬁQaﬁgdgfshnet cgnffibﬁtionf_wgs mulﬁiplied by 18 to bring
it to a_comhargble.bssis with the United Stétes, in terms of national income,
it would readily bg‘sgenvfhaﬁ Canada's European Aid Program more than surpassed
. the Uniﬁed‘States‘gontributiqp._ Furthermore,‘added to these facts and figures
is the fgctor wﬁich nobody can seem to pin down 1o any particula;‘amqunt,
_elthough officiale say it certainly runs into many millions of dollars, It
_is the difference between the price that Western Cenadian farmers received -
from Britaiﬁ for ﬁhelwheat contract and the price they could have obtained in
. the worldﬂwgrket, , |
The credits thaﬁvCanada hasvexﬁended‘in her post-war‘aid program
therefore, havgz oﬁ a comparab;e basis, mpre‘fhan ojgrshaéowedvanything théﬁ
__the United Stétés has offered;,>Yet qupéd‘States economists ha?e’discussed
back.and forth tﬁe possible detrimental effects on United States standards
of living, " ™hat then can be said of Canada, a nation which embarked on =
much more generous course of action, what of her standards of living? One
conclusion that may be stated 1s that, in the immediate present suqﬂ_action
. has probably resulted in curtailment of consumer congumption as well as in
a higher qgst of living., As for:the long~term effects, conclusicns may be
. drawn only after repayment in the_form of a return flow Qf goods and services
hes been started.
With more pertinencé te the problem at hand, however,»it'must be

.ngted that this course of action had led to other difficulties, Canada has
lent‘sq muqh to Britgin and other countries without getting any return, that
she:has run short of the wherewithat to pay forvhgr,pu;chases from the

United Sgates. Thexghipmgnt pf goods aga;nstvcreditsngtended has tended to
deplete her foicial reserves begiuse:ofltﬁe United States dollar content

in some of the goode exported, This was one of the factors along with several
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otners, whlch'forced Caneda;‘ln April 19A§,yto freere the remaining W?AO
mllllon of the ?l 23 bllllon 1946 ]oan to Britaln.ﬂlshe‘was forced to restrict
her shlpments to Brltaln agalnst credlts in order to ev01d a drastlc reductlon
in her standards of llv1ng. There is also another effect to be noted | Canada
wes commlttedyto trnneactlons w1th 1mpecun10us-customers, wherea she miphtv |
have lePCted‘thJS trede, at leaet in nert to the markets of her nelghbour
to the south, Sucb actlon vould have tended to allev1ate the straln on her
reserves by "unpljln? some of the fundsvto pay for her necessary 1moorts from
that country. | | - - |
It can be concluded therefore;\that Canada ' §ollcy is Justhled
ln thevlong-run 1naemuch as she has the hlghest “osslble 1ntere<t in thevre—
establishment of a multllateral svstem of settlements, but, in the short-run,
the scope and‘extent of her cred1t= has served to 1ncrease the °tr91ns on her

3

economy and to subwect her people to further hardshms°
.2,:Buropean recovery-program 'off-shore! purchsases,

Whereas botb Canadlen exnort credlts‘and the buropeen Recovery Progrem
Tof £ hore’ purcheses have supplied artlflclal resolratlon for the present |
level of Conadlan ouslness actlvvtv, 1t is to be remarked that each of the
two has a dlfferlnP 1n?luence on the level of Panadlan 1old1ngs of cold and
Unlted Statee dollers. Whereas the former has tended to deplete those reserves,
the 1atter hes been & means of counteractlng the draln and 1ncreas1ng the
supply of Uthed ;tatee dollars avallable f‘or Caneda s Dersonal use, However
fhe prevalent 1more031on that the uropean Recovery Program vould heve the
effect of automatlcally qolv1nﬂ Canada'q United Statee dollar oroblem ‘must oe
1mmed1ately dlscounted Expendltures by the Unlted States for woode and

3

services fnom Carada under u.R P will s1mp1y enable Cenada to contlnue eYbort

shlpments to EurOpe w1thout having the 1nd1rect effect of further depleting
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her supplles of Unlted States dollars. If it were not for E R P. Tof f=-shore

purcha%e ’ Canadlan Q)rports would have dpcllned 1nev1tably, inasmuch as

uhevwaq forced to curtall the exten51on of éredlts by wh:ch the greater
vportlon of 1946 and 1947 exuorts to Europ° were flnanced,“ By v1rtue of E.R.P.
‘off-shore purchace ! Canada hopes, not that qblomentq will be greatly incregs-
ed but that they w1ll bte nalntalned at 1eaqt at the 1947 level,

It is a fortunate 01rcumstance for Panada uhat the Unltea Dfates has
ﬁndertaken to contlnue the task of aldlng in the rec0hstructlon o* the preoduction
and trade of Great ertaln and‘Westérn Vurope, Had there been no United States
prov151on of ald to urote, Can¢4a would have been compe]1pd to curtail her

”.eyportq to thgt area, 1nv07v1nv sacrlfices and painful adJustmeﬁt in l“r'a
Sectlons of +he countrj. Vurtnermore, 1mport from the Unltad Sta teo would
’have had to b° much more stringently controlled and v strlcted becpuse the
’supnlv of Unlfed Stateﬂ funds obtalﬂed from E, R P° ’off-ahore' nurcbases
would not havb been avallable for pavmant of these 1mnort In the shorti-

- run, tnerelore, Canada w1ll be enabled throuch th@ funds under L.R P, %o
»éarry on her export trade in roughly the same volume and nature as before,
aﬁoidiﬁQ a dlcal re orlpntation of her prOuuctive swqtem, and, to maintain

» hlcher lefelq of investment and income than would otharw1°e be posglble

In the long run, 1f‘such aid should re-establlsh the trad;ng status of Burope,
thaf ﬁivét in‘the bré-war.ﬁorld trading‘systam, Cana&a és wall as all menmbers
of the éociéfy of‘nations stand% to benefit immeasurablv.

| In Ja]f 1947, °1xte9n Vett@rn buropenn countriév met in Parlq to d*scu<
(an éffer of ass lutance ’rom tha Unlted )tates. They formed 8 Commxttee én
EurOpean Economic Co-o pérntlon anﬂ iqcluaed Auqtrla, Belu1um, Denmdrk Wrance,
Great Brltaln, Jraece; I"eland Ice]and Ita]y, Luxembourg, tbe Netherlands,
Norwey, Portugal, Sweden Switzerland and Turkey., To that list there since has

been sdded Gerwan Bizonia, the two merged zones occupied by United States and
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British forces, and the French occupation zone of Germany. Their comblned

resources were c%refully rﬂv1pwed toeether 1th thelr requlrementd, and the

l

results were pre ented to the United Stutes Govornmont. Aft“T such 1nfornat10n

i

was carafu11/ rﬂvi wed in the Unlted utates, the Coqgrese of tnat ccuntry pa sed
the Forelcn A331;tancp Ac+ of 1948 on Anr1l 3 of thst voaru } | |

Cne of the fundameqtal “flnc1p1p= of £.R, P is that the pcrt vtiﬂg
Eufopean countriesvmust so inte"rate thear economies as to help them°elveo td

the gr est poSsible extent before emnloylnc L.R P dollnrQ for purc
in the estern Hpn here. The purno=e oP the program then i= to prov1‘e thp

i

margin of’vlctory 1n the qtru~:lp for rpcovnrv.. In order to 1mhlement the
provision V of the For eign qu1stnnce ACt as daLqutered bv the Jconomlc Co-
oberation~Administration (uC L) in Va hington, each of the parti >ipating |
Cf‘untrleq was 1nv1ted to dr"w up a list of its reouvrements on 2 three—month
baels, and Pl=o an ovmrall 11=t of roqu1reﬁe nts for the United Statas flsc 1
vcpr Julv l 1948 - Jun° )O 1949. In the lists, countrle were as ked to show
their total 1mport requlrements, the zource from whlcb thev pre%erred to secure
these’commodltlas and Whethev or not thﬂy w1<hed to hava them pqld Nlth ﬁCn
dollar° or vlth thalr own eérn ﬁcs. These ﬁatlonal PTOgrams are screened in
Parls by the C E.E.C, anJ an °ffort iz made to ensure that the totql reque é
are keot Wlthln the llmlt° of thc money=vénpr bj LC& qnd also to ensure
that countvlc are not seekgﬂc imoortQ from the "estern Hemlsnherw of quch
commédities’that'are anilable;ln any of the o=rﬂlﬂ1w§t1ng countries | The\
consolidated impﬁrt requirements‘arp % hen forwordrd to "ashlngton and rev;éﬁea

by Bl A, off1c3qls before auﬂroval is gr n+ed 1n Whole or in na“t

Undpr thls Pld to Eurone pro¢r am then, tha Unlted States dis ursed a “

o . = P
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. total of‘%4,457,648,967.‘fop.thenpgriod April 3, 1948 to December 31, .1948.

Of this total, purchases of foreign aid commodities in Conada reached $651,126,770,
being 15,percent<o£ the totaliexpenﬁiture,and 49 percent of,all»auﬁhorizations
. Outside the United Stgtes. ,The.UnitgdlKingdom was the largest recipisnt of
Canadian commodities with a total g£.$543J389,129‘QF which §246,336,629 was
:kﬁor wheéti thg balance:was,distributedhamong 15 countriss of Europe znd asia.
‘kAs“fqr the.fqture; on Februarywa, 1949,‘Paul G.. Hoffman, Economic Coepperation
v _Administratqp presented tq,the.United Sﬁate;,angress an aid program for the
15 mouth period April 3, 1949 to June 30, 1950 entailing: (1) 51,15 billion to
help:npn—commuqisp_European countries over the next April io June period
(2);Anothgr;%4,28“billion{forvthexfiscal{year begioning July 1, 1949, and (3),

%lSO_milLiqn“ﬁo be spent in long-range planning beyond the end of the fiscal
TS . : - 4 . i . , g
JO8Te. . S -

The products that Canada has shipped to Zngland under-the E.R.P.
,Pprogragvhavgmconsigted mainly_of wheat, becﬁ,.bacon!:cheese,.eggg, timber,
-.nitrqgen,A}gad, aluminum, coprer and zinc, The guantities shippe? of thece
and other commodities is subject to wide fluctuation depending on a number of
factors, The first and most important is that the wording of the Foreign
tssistance Act is such that limitaticns are placed on agricultural foff-shore!
purchasew in the event that a surplus supply of those particulsr commodities
should zppear in the United States. Secondly 'off-shore! purchases in Canada
can be reduced by the E.C.A. in Mashington becruse of lower prices elsewhere,

because of forelgn decisions to defer chipments for the present due to incressed

(2). Peul G. Hoffman, Zconomic Co-operation Administrator, speaking befors the
United States Senate House, Foreign Affairs Comrittee, February 3, 1949,
reported in the Ottewa Evening Journal, 64th, year, no.50, issue of February
&, 1949, p.l4, col,7,

(3). Tids, p.li.

a




domestic supply, and because gf the substitution of certain commodities for
those previously requested.

Despite such contingeacies however, it is to be hoped and expected that
Toff= shore! pdrchases in Caneda will continve at approximately the same‘rate,
thereby augmenting Canada's holdings of gold and United States dollars., Never=-
theless, such a continuation is not guarénteed, and Cznadian or European
Government officialé have nc licence to make broad caleculstions on the assumption
that E,R.P. will continue until 1952, E.R.,P. will continue just as long as
Congress permits, and the United States Congress, it 'must be remembered, not only
is subject to perty vicissitudes but also is derendent upon the whim of the:
American tax-payer who is not toc well informed as to the advantages .of what he
regerds as 'a large piece of philanthropy° Furthermore, in the .event.of ‘Hurope's
recovery - a long 'and painful proposition at best -« being retarded by political
and other circumstances, the United States might-well conclude that BEurope was
hopeless as well as helpless, and discontinue the program entirely rather than

throw good monev after bada
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CHAPTER T

POSSIBLESOLUTION - RRCONSTRUCTION OF THE
- MULTILATERAL SE;’I_?TLEZ‘.'&EN’I‘S SYSTEP‘I

There is 'a chance that the results of:the Mershall Plan, in the nesr
future, and the results of the Geneva.Agreement:, in the distant future, will
bring about-European recovery. However, it is by no:means certain‘that this
recovery will~also-restore the triangle that in the past ‘brought Canada its. .
United States dollar exchange, ~Should Can=da gamble on-the kind. of world
that brought ther dollars in the past?

A reasonzble-equilibrivm in the world distribution of -productive
power ‘has been lacking sincé 1914; as the result of the events of 1939-45
the’ internstional economy has been further distorted. Such distortion has
necessitated: (1) that the Western Hemisphere give billions of dollars of
guickly consumed 'relief (UsN.R.R.2.): (2) that further aid be granted (5.R.P,)
to prevent European collapse into economic and-social- chaos, - However, -the E.
R.P, 'or Mershall Plan, no matter -how well devised; is not the finzl solution
to the problem of European recovery; rsther it is the beginning of a construction
policy thet will require further imnlementation. In any attempt therefore
to gauge the possibilities of complete Kuropean. recovery it will be nececgary
to;start first with an evaluation  of the European Recovery Program or Marshall
Plan,

1, Bvgluation of the Buropean Recovery Program.
A.b;i;néebghéef ohuﬁhé ﬁéfshail flég ﬁiii ;;fr} ;Jhﬁmbef of iﬁéﬁsm

on the liability side. Firstly, the program will be costly, a four year nrogram

anlTline PAar €17 Ri113iAn Ar mara Tho mAansary will AaAama Fram +he Tinitad Qtaetoa
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with the exception of §700 million which other *estern Hemisphere countries

are expected to furnish. ‘However, this forecast is subject to change; no one
can foresee the trend of prices, Fhat £3 billion buys today may go for §5
billion or $2 billion two years from now, If price increases continve, it
would mean that the United States would have %o make available an aven larger
amount of dollars to command the estimated value of gzoods, Furthermore, the
European countrieé cannot foretéll.just what they will be’needing when the
cenﬁury turns the ha f;way mark. Théif reqﬁiremehﬁs may go up or down; any
interruption in the pipeline of supplieé or serions political disturbanges in
the countries concerned might fender more aid necessary, Ané all this aid comes
evenﬁuélly from the tax-paYer, and at = time when the United States is under-
taking tremendously increased(spending for military stock-piiing, universal
military training and an expanded air force. Though the burden that the tax-
peyer must bear is heavy, thers are certain compensating factors in respect of
the money that he must furnish to imnlement the Marshall Plan. The functioning
of the American economy is related in a certzin degree to the fate of Europe.
4 progrussive decline in the producins and buying power of the 270 million
peoplé in the recipient countries would have a certain effect upon the
American economy, Moreover the continuing unproductivity or a detericration
of the European econdmy, would have a cumulative effect, inasmuch »s DroOSperous
conditions in Europe are esseatial to the maintenance of United States trade in
other perts of the world such as Canada, Australia, South Africa and New
Zealand. 4 disintesration of'the EBuropean economy would further curtail the
powér of these countries to buy United States goods,

Seéondly, at least in 1948, a number of troublecome bottlenecks were
continued and even magnified, The materials listed by the Committece on Buropean

Economic Co~operstion as being most urgently required - cereals, nitrogen, coke,
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scrap metzls, cteel ond various types of equipment, included the very commodities
for which Amerlcan demand was the strongest, As a direct result the United
States Govcrnwpnt was forced (l) to ins tLtute erort ontrols, dnd‘allocaflons‘
‘for dome tlc uuv, (2) to discourage misuse andreycesuive use, (?) and to issue

a request for efficient transportation and distribution as w@ll as the Cn“bln"
of speculetion and hoasrding df goods, Another 'effect of the foreizn demand for
cértaln matserials was that some United States producers most certzinly did not
reslize the expansion planned, further affecting‘the satisfaction of ismerican
demand,.

Aé'g coréllgrytéf_the foregeing it sheuld be mentioned that the cost of
living, the per on which much of the recent United Stateé'labour‘trbubles has
hung, movedidown vor ry little, and cou‘d seibly rise %5 further he13 ts.’ Tt
WOULd onpéar that the 1 ‘ ted States is now in the mldst of a tremendou inflat-

1onary boon, and the United States Govsrnment foreign ai d policy has served

ry

to intensify it, The basic céuoe of the rise in lmerican food prices for
p};amnle, haé béen iu truc, the increase in dom stic purchasing power brouzht
abnut by the wartime tripling of thé supglv of monnj and credit. Pul in
addition thereto, the outside world's demand for Uw1ted‘°tate sonds, increased
and made possible bj her ]oans and gifts, has certainly impinged uron the
United Qt ates cost of llVlné to some extent. The followiagz table shows the

relation of United Ot te? exports to Gross National Product for certain

A o
yesrs,

e
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United qtates exports compared with Gross Natlonal Proﬂuct‘
(in billions. of dollars) g S

“o ot sow oo United States Exports of goods
and services ’

Year . . .. Total Gross Nat., Prod. .. . Value ~-_Percent of G.N,P,
1919 . . L 77,9 - - 10.8 - s 13,9
1920 85,0 10.3 12.1
1925-29(Average). .- .. 92,9 . .. 646 S 761
1938 ' 8.6 4o 5.0
1946 . - 203,.7. 15,3 - - 745
1947 . 231.8 est 19,5 est, WA
1948 with Marshall Plan. 230, .est, . 19,0 est, 8.3
15,0 est, 6.5

without Marshall Plan230, est.,

The above therefore, would seem to Lndlcate that.tne ﬁnlted Stateq
should not have been partlcul“rly af fected by a shlpment abroad in 1048 of
é percentase of her natloﬂal ouuput that was substantlally the seme 2s was
exnorted in. 1947, onLy sllvhtly hlvher than 1n 1946 a tr1f1e more tnan a
percentage p01ﬂt nlgber than the ave;age fnr the prOSHerous years 192R to 1979,
and very much lower uhan the proportlon exported in the /earc 1919 and 19‘0
1mmed13tely follovlng the r1r=t Wcrld War. It is to be con51dereﬂ t“en, haﬁ
anf adverse change in the co*t of llv1qg in the Uqlted Qtates in 194 cannot be
attrlbuted to the relatively temperate and stable Dull of exnorte, bu+ it
must be remembe ed that cuch pollcy tendq to keep the cost of 11v1nc at its
high‘iévéi

The fourth 1t°m on the 11ab111tv °1de of the Merahell Plan bﬂlance

sheet is the fact that in herinﬂ Europe to equ1o 1tself Amerlcan 1ndu5tr; is

armlng a potenfial comnetLtor. %Thether L.R.P. is 1ndeed a world recovery

(l)° May, _tacy, Measurlnv the “arshall Planl artlcle in Forelvn Affalrs,
. Vol,xxyvl, no,3, Aprll 1948, New York, Foreign Affairs, 1948, p.464.




\rogram will denend in the last a531351; unén th° ablllty and w1111nrness -
of thé AAéflcan market to receive 1ncrnased 1mports of the world's goods.

Thé érecent maladguqtment can’never be corr=cted on 2 baqls of erocndlng '
tradp unles"'marxet comhtlonQ in the &merlcsn <bnt1nent permit FurOpe to

°ell good° thereln in gtendilj increa=1ng quantltjea.b The best help to an‘
unemnloyed man is not a loan or 2 glft but a job, v Thia malntelnq hlS self-
respect and independence- 1t enables hlm to contrlbute services of 3 value

éu least equal to what he rsceive it‘aéds to the natlonal 1ﬁcome. For like
reasons, the best way to haio nurofe is not to make doubtfuvl loans or gifts
but to ouy her voods. As g con>equ9nce therefore, the Unitéd:States‘must
re=-zxamine her attltudec t0warus forelcn t'ade. Amerlcan trade attltudes
qswexﬁ*esqed in her c3mmerc1sl DOllCleS favour qt*‘ong barrlers egainst 1mports.
Despite the amellorctlnb effectq of tne Hull Rec1proc01 Trade %greements
Pro»ram and the Cenuva Arreements on Tﬂrlffs and Trade, the Unlted qtate:
arsz walls are eull amonb tﬁe norld'c hlsheet ond stoﬁtest,? It is true

that th@ Unlted Stnt as 2 result of the Geneva A_greemente has dropped her
tarlff barriers to the lowest average TPvel of the past century - 18 to 20

percent, and there is a pO@@lblllty of still purther reductions as the result

of neeotlutlons at Annecy, France. beclnnlna Aprll 10 1949, when trade

neg otlatlono vnth thlrteen adstlonal conntrie= are to commence., Poweve‘

thus far tariffs hfve been rpduced on a selectlve ba°19 ond it is dlfflcult

to Uau:e the worth of quch reductlons becuu=e of the “reaenu d191ocat10n of
worlo trade. The Unlth State hOle reallﬂe that any excess of exports
"over 1mports, excey+ in the case of derCt glfts, must be Dald in terms of

1mport< at a JatPr dete, and the loncer the Unlted States takps to acuept

thls ?act (1 e, further ]oans) the greater w111 be the ef”ect on her economy
thn re-payment mLat be made, - much moré sddeVWilllhéﬁe‘to bé'deed,‘ 11

not the natural protectionist instinet of the United States nation then
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«clamour for .higher tariffs?' Possibly she will be able to protect her..own
“market, but. will she be -able to dominate the. world .markets as she does now?

‘A revemped, regensrated, . and refurbished Kuropean-economy will most surely

offer stiff competition .and affect to some degree the profits that the

cpresent-day. American exporter is .enjoying. Furthermors, if fmerican producers

-“should reqguest a protective tariff against European exports in order to

protect their-domestic markets, then the E.R.F. aim of tariff redvuction

would be voided, and the money -expended under the Plan could be considered

"as:wasted insofar 2s the American tax~payer is concern=d,

The Tifth liability in the Marshall Flan balance sheet is, that there

is no guarantee .that the program will succeed; as a:matter of fact certezin

‘conditions essential to its success. look like .a risky bet. indeed,.. ind if

European collapse comes after billions have been poured in, the United

‘Staztes shall be just that much weaker in protecting herself from the resul-

. .

‘taht- cataclysm, ' The budgets of most recipient countries. are unbalznced, .

“Heavy sums: are being spent on.armsmente, on subsidies to nationalized industries

running a deficit, .on food subsidies, end on increassing pensions, family
zllowances, and other forms of socizl security. ©None of these expenses, the

governments insist, can be reduced,  In the overall picture, there is too

-much money- chasing too few goods, and as a result, iaflation is rampaent in

most ‘countries, with commodities priced out..of the international competitive

~market, For example, the sort of textiles that Canada used. to buy in Britain

in lzrge quantities before the war, are now about 25 percent dearer than the

-price at which she can buy in the United States, Goods of equal quality must
~be.at prices equal to the lowest prevailing rate before they will be purchased
- (urless of course they sre subsidized or subject to trade agreement), Further-

"'more .most -Buropean countries need raw materials and machinery and wish to buy
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them abroad as chenply as poss 1ble.‘ Th“j attemot to do this by kee01n~ the
OfflClﬂl exchpnge rate for thelr curxency arbltrquly hlgb and by maklng 1t
a crlme to bu) or sell currency below this rete, Such action mgkes their
own goods extreme]g expen51ve 1n terms of foreign ourren0¢es._v;mpqrtsba;e
°ncourdoed and exports are dlscourawnd To relieve the strains on tnelr econ-
omies en@uimg from quch p011c1eq, theqé uougtrleg at+9mpt to restrlct the number
of 1mport- by proclalmlng nnc1a1 l‘CeannF requ1rements,‘and to encourage
the flow of exnorts they enter 1nto bl’atwral trade agreements., As a_ready
mentloned on page s 113 of fu" ’ fé out of a total po<s1ble 231 bad been
consummatpn on Maf 3, 1048

Such acflonb are the dJrect antlth°QlS‘Of the almq of the Economic
Co-opératlon nct of 1948 whlch read in part to fuvther the r~°toratlon or
malntﬂnance of the =oundnbss of muropean curfen019 s, budgets, and flnancas and
to f80111tate and stlmulate the growth of 1nternatlonal trade of participating
countrAec w1th one another, end with other countrlpc, bJ approprlate measures
1nclud1n0 tha reductlon of barrlefs whlch may hamper T'r'aue°

Qo much then for the shortcomme'q or llabllltles of th= Marqhall Plan;
none bf them caﬁ be taken 11Chflf, but mo<t are °uqcent1ble to 1nt9111£ent
detcrmlnation. Acainst these luabllltles however can be nlaced some very
welghty 1tems én the asset side,

A Flrstly there is the 51mp]e and hum?ne cons:der tlon that without
Western Hemis phére eid, oeople in a number of WeeteLn uuropean countrles would
be plac d in der qtraltc 1qde°d i it hest they would lack adequate food for
a healthy llfe; at worst they would qtarve.; Wlthout the strong flnan¢1al and
economic ald from Amerlca, which a’one iz able to glve 1t Europe would
certslnly'51nk.de;per and dee;ér-/the éxtinculon of the re=t of Western c1v111—
zatlon, would cortalnly affect North Amerlca,.morally, nol:tlcally, and economi—

Y s

cally. mconomlcally the Canadlan peonle would feel the 1nc1dence of such a

43,
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situatién much more heavily than would the American people inasmuch zs Canada
is approximately three“times'moré’dépendgnt upon foreign trade than the United
States.

" Secondly, thé ecornomic situation in Western Europe has profound pol-
itical and strategical meaning for the Western Hemisphere, If Testern Europe
ever loses its political independence to another foreign power, the ultimate
cost to AmefiCa will make the Marshall Plan expense seem like a mers pittance,
It is undoubtedly true that communists would capitalize on starvation and.
economic chaos in Europe with attempts to seize governmental power, such’
actions having more thaﬁ'ah‘evén7chance of success in some countries, ‘If
théfefore,fWestern Europe were to come under Russian hegemony,the exact condition
would exist which the last war -sought to prevent:; the domination of Europe:~
and - Asia by a single power that could mensce-the security of the Western
Hemisphere, . |

Finally, the Marshall Plan offers the only hope of realizing some
measure of economi¢ stability patterned after the piocus hopes of the Inter-
national Trade Organization Charter. In a world thet today appears to he
permznently upset, this brogram can do no harm,  Even if ‘the program falls
short of its stated ob jectives, Western Europe will have taken a long step
forward,

2, Obstacles in the path of European recovery.

The 1iabilities_as aforementioned, may not mean, and certainly should
not mean; the discontinﬁation of Americen eid, Assvming therefore that the
'Marshall Plan will continue for another three vears, and assuming the present
trends tocontinue, the world has no guarantee and iﬁkfacf'isfddwnF{gﬁt certain
that sterling will not be convertible into dollare st that time. Asericen
aid can do ohly so much toiéfféct‘European'Recoverj;"the countries of

Western Rurope must travel the remainder of the road by themselves. What then
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. are_these European countries doing now; - what-will they do in-the future,-

_.gédwggla,qg;uli,Hwhgtmaquthevlong—@un,prOSpectSyfpr>full European recovery?

. Alone. and in isoclation. thesg,countries.of Western Europe cannot' hope

. to regain their world trade status, But, by working in co-operation; pursusnt
:Fo a_basicpprinciple of the Marshall Plan, they will be enzbled to concentrate
their ef?brtsfuppn developing produc#ion in.the way which is most effective,
UHdeyer,“ﬁhghdifficplty‘lies in the.fact that such co-operation will create a
.heed for adjustments.of various kinds in their economic systéms; both Govern-
menps and, peoples, must .be prepared to look at the:problem not in the light
_oﬁlthgir individual interests but in the:light of European needs as a whole,
,Ihg o}d ideas of inherent European suspicions, jealousies and competition'
must be . put behind,them;:European-co~operation,-avfundamental‘determinetion
tqiyork and plan togethery,is the oaly basis.for itheir future safety and .
prosperity.. . . Y N ‘ ~-’r‘a;

. .Despite -the need and necessity for such co-operation, -the opposite
‘tendencies now exist in the Western Buropean countries (with the exception
of.Eenglux)° _Tradg is. being fostered by means -of bilateral tresties.  For
exgmple, Britain is meking tradé deals with manwahropean;countries;nsbﬁe:on
tbeiwrong s§de of the iron curtain, in preference to trading with Canada,
Ip,is’true,,;hat guch acticn is one means of circumventing the shortage of
Canadiaq dpllars,cregted by her lack of sales to this country, but, the-diff=-
icgltyxgoulq also be attacksd from the supply side as well as from the demand
sides Britain cpu%d;v;ry easily increase her volume of cales to Canada by
extgndipg'some of .the special assistance to exports to Canada“that is given -
tq exports.to.other. countries, Why then does she continue her precent res=
trictibnist policies? The reason, it would seem, is that ‘these bilateral
tr?d?.&grqgments'éretusually»straight trades. of goods for -goods, and Rritain

having a certain proportion of the goods that are scarce, and theréfore '
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in great demand, is enabledto force on her partner a certain number of products

"ihat could not otherwise compete in the ‘open market. Such action most definitely
does riot tend to direct producers into those lines in which Britain would be

" most efficient, and therefore of most value to herself and the remainder
of the ‘society of nations,

Such action also tends to destroy the price mechanism-and its incentive.
Inasmuch-as:theSe trade pacts are straight trades of 'goods for goods, it does
not matter how much ‘is paid for the individual item, but usually, the price

" is higher than that prevailing in the competitive market in order that. the
recipientimay=5e versnaded to offer privileges 'to other goods.’ Therefore
there is a tendency for prices in soft-currency arezs, the countries practicing

" such pbliciés, to become divorced from prices in harde-currency areas. Such
'a divergence plays a considerable part in incressing sterling coste and 2t
the same time it inevitsbly directs attention bf'manufaéturers, in those
countries, away from difficult markets at lower prices.in dollar areas to

" ‘much easier markets at better prices in closed trading areas where exports of

" such countries enjoy privileged treatment., In the long-run, such policies
will not lend to the reconstruection of' the Huropean economy .on a multilateral

trade basis, for such s trade basis involves open competition on & rrice
basis. Because of ‘the increasing number of such bilateral agreements and the

" duration of those already in existence it'is doubtful if full recovery of the
European economy on a widely treding basis is to be expected,

Tt cen readily be seen that the pledges -of the Yestern Europezn
coﬁntfieé«to expand intra-European trade by reduction of tariffs and other

~obstacles to international commerce, and to promote the production of those
commodities which will be most.conducive to their rehabilitation and future

prosperity, are, at least for the present and possibly for the future, being




discarded in;direqt‘di§pggardhﬁor;tbe{ppinqiplesﬂqfithe Marsball P1ap and also
in{disregarg_forﬁtpe?prinqipl¢§‘of maximum ecgnomic.pecoveryp:xFqgthgrmqre_it
iﬁwﬁg,bg»fea:ed,,and,@his,fegr i§‘growing_all,tbe time, that the idéology of
socialism ih_Britaigiis_clgghing_directly?with the hopes of_reqpuping_@urqpean
: 15Qu§try ﬁhrough,qo-opergtiqn.;‘The ﬁheoryvof state planning.collides with
the basic concept of the Marshall Plan becaﬁse the Marshall Plan involves, a5
a first stage, the modificatiop‘of the'natipnal‘gcqnomic plans of the Eurqpean
nations .and therefore impinges on the theory of na@ional{sovereign;ty“ . This
conflict, perhaps, is inevitable in the‘véry nature of socialism wnich,.gfter
creating a delicately ba}anq@d,gxstem.of plgnning at home, must seek to guard
itwagaiqstioutside,forces, economic and politicel, which would certainly throw
it out offgear,aﬁd_might_eveg_wgegk it, However, British socialism as yet,
has_rgsu%tgd‘oq;y in thghabolition”qf private own@rshio in some major 1nduq-
t;;e s but, . 1f the program 1s carried throu h to 1ts lovlcal concluclon, the
wor}d‘must beﬂpr?pareq to face a system of trade replete with barriers and
controls phat,will serve ﬁo“rgdu¢e and . restrict a potentially high level of
trade. |

vOtherhconsideratiqns must also be tgkeniipto,accqunt in attgmpting.
to agalyse the ppssibilitiequf full European.recovery. ‘Qnexof‘the most imp-
ortapt and one of thg most”obviqus,isvthe threat of communism, In France for
instance,f;§ is probable that if a national eleption wsre he}d‘tcday.that
more than 5. million frenchmen would mark their ballots for the communist
ticket, that somevhere between 20 end 30 percent of the voting population of

(2)

Franpe:togay3is.cpmmunigt_fo:_polit;cal purposes. A wartime fifth column

ot 1

(2) Inglls, «y. Frznce in the Balence, article in, the Qttawas Evening Pltlzen,

'106 “year, no,110, itsue of November 5, 1948, p.17, 001.4-6
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of this size is a terrible enough thing, but what of the size of the economic
£ifth column which is uhdoﬁbtedly at work today. Certainly it is greater,
proportionately, than its numerical size, but how stronz and how sincle of

" answers cen perhaps be found in the story of the 1948

D

purnose? Some of th
cdal’strikes. Theée strikes wéfe called by the Genersl Confederation of
Labour which is the stfdﬁgvarm.df'Frehch Communism, There was no doubt as to
their purpose: to weaken the economy of the country and thersby to weaken

the effectiveness of the MarhhalI'Plah, and, at the same time, to heighten
domestic discontent, The activities of the French Communist party would seem
to be directed therefore to: first, the sabotaging of the United States in

all its works, particularly the Marshall Plan and the conception of 2 =
Western Union; second, to incréasing the difficultiss of the present Third
Force Coalition goﬁéfnment of France; third, to opposing:de Gaul1e’énd his
authoritarian ™Inion of the French People®, ' Furthermore, if the Third Force
failé; France will be left between the Céﬁmunist anvil and the haﬁmér of

de Gaulle, with de Geulle probsbly obtaining comtrel and instituting his
fascist policies inssmuch as he has a vote control of probebly more than 40
pefcént of the pépnlation.. France therefore, must first of all re-éstablish
social order;\or'she will never‘fégéin the‘place which she is by nature called
uﬁéﬁ to dccupj in the concert of European powers,

The threat of Communism is to be'feéréd in more countries than France,
thef'couﬁtries such as Br;téin and Italy'have their pfbﬁlems also, and in -
the 1atter>éountry the situétioh isyseemingly as serious as in France,
Recently,Jthe‘Commuhist‘eléments‘in these three countries have declared them-

selves of oﬁé'wili in that in the event of a vwar between Ritssia and the Mest

. they will ﬁﬁéﬁimbdsly éﬁd ﬁhoiéheartédly“supporf Russia.’ Sudh'poéitive'action

would constitute a serious menace in such an exigency, but even more to be

feared in the imrediate present is the probeble undercover support being given




to Russia, - support desizned to thwart the policies at present in force in
Britain, France and Italy.

In regard to italy however, esdditional obstacles lie in the path of

her asconomic recovery. So chactic is that country's economy with.its two

million wemployed, znd an estimated one million moré kept in empioyment
only by uneconomic subsidies to unprofitable indusiries, that it is felt
that even the infusion of United States dollars will provide only =2 temporary

lift, It is comeidered that although the Marshall Plan mey revive her sick

economy, it cannot, even at its most suecessful, solve Italy's economic.

plight, That country has a relatively large number of her people unenployed,

a number thet could become further enlarged, assuming that her populetion

continues to gzrow at its present rate. Moreover, she has not within her

own power, the sbility to correct such an unemployment trend, Itely is =

'nave-not!' country, one of the poorer nations of the world economy insofar

88 raw materials are concerned, Concomitantkwith the necessary influx of

raw materizls there must bg an efflnx pf manufactured products, or in,pthsr
words, the proper_functioningzof the Ita}ian economy is markedly dependent

on internatiqnal trade., Toreign trade then is the key %o the economic revival

of Ttaly. Fuller export possibilities will have to open vp in the North

Americen continent itself, in Germany, Great Britain, and especially in

Sastern Europe, or Italian factories will contiruz to close for want of markets

If her foreign trade position does not impreve, the Italian economy already
reeling under the impact of inflation, cannot achieve any marked vecovery,
In any economic survey of Europe it is most necessary to eonsider

Germany, Germany has become the economic cancer spot of Rurope, producing a

pitiable fraction of ite pre-war industrial output. The Gerwan Ruhr was second

only to Britain as the greatest pre-wer csource of Europe's coal supprly, and
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the low-level of production in that territory has slowed down the whole -economy

of Hurope, . The surroupdingfcountries, Switzerland, France, Belgium, Eolland,
Denmark, Sweden,. whose economies were closely tied in with Geraany, have
sufferad £hrough the German collapse, The first key to the revival of Hurope
then, would seem to bs the economic revivel of Germany, and the great obstacle
to fierman recovery is not ths destructions and dislocations of the war, huge
as they were, but the carving up of Germany end the present sociallst policies
imposed on her by the Allied occupation ferces. In the British and American
zones, for exammle, the restrictionist policies imposed seeminzly to keep
Cermany an economic vacuum, have reduced and disorganized production to an
appalling extent, The 'level of industry'plan preveats various trades from
turning out more than a small percent=ge of their pre~war output; end becszuse
of an untold number of‘economic prohibitions, and regnirements of a special
license for almost every economic act, incedtives are non-existent, labour

and meterisls sre misdirected, and production is utterly demoralized. Geruaany
in the past has nlayed an importent and vital part in the Zuropean 2conomy,
znd any restrictions imposed from without in an attewpt to stifle German

production will have a concurr=ntly detrinentel sffect on the progrecs of

European recovery.

Tt would appesr thst the Harshall Plan in the rather simple form
originally conceived, cannot cucceed in reviving the European economy vithin
the time oririnally set, Assuming present trends to continue, there is no
means by which the Mershall countries can, ewen with the present scale of
American sid, prevent a serious fall in their standerds of living in 1952,
For exaaple, Pritsin in 1947 had an over-sll vieible trede deficit of 314.5

(3)
million pounds: ghe ic in the thross of iaflation, epending more than she

(3). United Kingdom Balance of Payments 1946=47,cmd.7324, London, His Majesty'e
Stotionery office, 1948,p.3,
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Thet hope hoe zhe of closing

I3

je earning, importing more than che is exporti

tﬁe ;ﬁp“betveen tﬁ@ cost of her comforts andvtheivalna‘of ﬁér exports by 1952-
£ wﬂen T'nited Steton aid wi111comehﬁ§ zn end, P;%ffﬁg unfarefaen hapfeﬁinjs,
it wi]{ take‘h@r five nrléix yea?s to restors tbe'c5nvuﬂfﬂklllf7 of sterling

aﬁd f;nm .en ﬁc t%élve ye;rﬁ‘ﬁo achiave z :*a“iﬁ aﬁd.ﬁztiﬁ sobory otendard of
living, ;étnally 211 thnt the Yarshall Plan h's’ﬁone, isﬁto prévfﬁw ’nrﬁne'°

; . . . : o s Wi mmahlome - Iad
stricken netions with time to foce their prehlems, The prohlens; comnonnded
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o messure of prosperity restor-d, In the meantime, what further

ha added to Euronean problams when United States aid comes to an end? TiLL they
revert to the unbridled economic and pelitical nztion:=lism that wes

at the end of the Tirst Trrld ™ar and which direct d the nztiong of Tastarn

Tamare iato the road that led sventuslly to World Tar 117 Three yesrs after

tad Stat-s of FTurope is still some Alstance off, Bot in those

three vearz more progsress has boen made toward:s setabl shing the 2c¢ononmic besois

. . s - o 3 - A
far sneh a uninsn than in any previov® perisd in modern Tnropesn history. hrt

jo’

Arametic illustration of this rrorress in Renelny, = the name aprlisd to the

tq
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custome union hatwesn Rel: iIN the Netherlsnde =nd Luzemboury, The
cruntries sre actuzlls eliminating trade berricsre, and sre looking forward to

rooline their recources and removine enrrency restirictions., A4lresdy they have
i o - . ~

ectabliched =uch firm econamis unity thst they are recognized zs z single

Tt iz to be hoped that such uﬂinn'wiWX‘éventnally éncompass the ra-
mzinder of the Burnpezn group; -.it ir noezible, hut not probable. Pritain, it
w5uld seemn, hys concluéedktﬁat'her intereéts in the Copmonvezlth snd in the non-
Buropeﬁ% v&rlﬂ gr‘. wt her from ent~r1q~ a Enrbpean.union, albeit the large rsums
abnrobfiaﬁed for the Recovery Prﬂ~r“m by the Unltod shes Conires_ were

votod on thz ns~nnnt19n th t a European system, which Britain would take




"lcok upon Britain s her best and big:
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“~the lead in-forming, could be developed, Moreover, it would gnpear, s that the

nations of Hurope are intent on developing on a bilatersl basis. as a recult

therefore, European recovery will be a-leng and srduous process at best, zl-

i though some measurs of prosperity is likely to enave, Should. Cenade ganble

on the long-term recovery of Surope, wlth the prospect. of .coutinuing flnancicl

difficulties in the interiz, and possible and preboble restrictionist trede

in the future?
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Canzdatls loss of Furopesn markotic.

Morcover, althoush Zurepe should rescovar a2t leact rartially, Canada

“has ne gusrantee thet the pre-wer multilateral system of settlerents will be
recoastituted, Oanade produces certzin goods- which the world must have,

-particular refsrence to- the base metgl group of corper, lead, zine ent sluminun,
Tn rezard to these proiucte, her position is virtually iﬁpregnsble in any %Lyoe

of world trade; she shouvld zlways have g resdy merket for these zoods, How-

ever, in regard to her forest and agriculturel producte a 4if fferent sitnetion

does exist, The export volume of these nreducts is swbject to wide fluctua-

tions dependin: on the trade znd finsnciel situstion of her traditionsl

<

L customers.

I

n the lzst few yesrs-Cznadels entire erxport program has besn geured io

3

‘United ¥ingdow has bee=n

3]

the neads of the United FKingdom, Traditisnelly, th

Canadals chief market for exported foodr, For years Censda hes bhesn taught to

:st custowmer, and to the Pritish market

went the bulk of her fruit, fizh lumber and whest, etc.,., Then in 1247, under the
LAeaL Les : b ’ )

**pressv"e of the dnllﬁr sbnrtﬂge, t~e pattern of trade suddenly. chenged, -Cf

N

- H

“and:of  her- calmon pack, runaing to 1.51milli3n ceses, not more than 5 pesrcent

_:w'e 7 mulllnn ﬁdd b0x¢° of apples, Aot onevféﬁhd“ité wey to o British port,

ish Ministry of Food, Similarly, in the Spring of 1947, the
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"British Timber Controller contracted for large quantities of timber with’

- pounds becon =nd 74 million dozen ecgs in 1948,
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Canzdian producers; a contract which was to run until June, 1948, "4 few
“months later, the Canadian producers were advised that = desrth of dollers made
1t inexredient to take up the oquantities ordered snd the contract was evtended

‘to June 1949, Cansda poscesses over 90 percent of the entire softwood resources

of the Commonwealth, and one~half of this totzl lies in the forestd of the

(4)

‘Pecific seahoard, ~Lumbering is British Columbia's larrest industry; it has

been develoved to its preseht’imménSe:dimensions almost entirely with an eve to

the pasrticular requirements of the British merket, &nd now that market is closing.
Similarly, it would appesr that the Canadian exrort volume of bacon and egzs

%11l also £all off,  Tn 1949 the United Kincdom has contracted to tzke 160

‘willion pounds bacon and 46 million dozen egze as contracted with 195 million

(5)

Britain has been derending on the United States funds under the Europ-

‘den Recovery Program to pay for much of her food imports from Canada, but these

funds will, in many inctances, no longer be avsileble for such purchases as

" surpluses appesr in'the United States, Tt would seem poscible thet Canadian
' food exports may drop even further before 1952-1953 when United States aid is
.discontinued, And from that date onwards, the volume of British imports from

Canade mey w1l be determined solely by the volume of British eales on the

Cznzdian merket. In such an event, the volume of Cansdian exports will drop

even further inazmuch as British roods at their prerfent prices, find it dif-

ficult to' compete with Cznada's domestic goods or the Canadien imports from the

- (4). Johnson, Byron T., Dollar Shorteze Hits Industry, article *ritten in The

Times, London, and reprinted-'in the Ottaws Evening Citizen, 100th. yezr,
ne.84, issus of October 19, 1948, p.30, col.i4-5,

(5). Gsrdiner, Hon. J., Acricultural Winister, announcement in the Ottawa
Eveninz Journsl, 63rd, vesr, no.304, issue of December 8, 1948, v.l,
col,8,
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United States. Definite action will have to bé taken by the British Goverument
to stimulate the flow of goods to Canada at prices that Cenadians are willing
and able to pay."Cénada, for her part, cennot further increase the marzin of
tariff prefeérence now granted Commonweslth products, since such action would
contravené her commitméents undsr the Geéévé Agreements,

Britain, it would seem;bhés‘resigned‘herself to a present and also a
future low 1eyei gfhtrade with Canada, 'On'Jangary/lA; 1949, Britaiﬂ\éigned a
five yeaf‘billiQn dollar Anglo~Polish trade gact;(O) previous to that she had'
signedla iarger trade pact with Yugoslgvia; ‘ furthermore, she has cqntracte@
with Denmark to take 90 percent of that country's exportable surplus of bacon -
about 120 million}poqnds'(é)anq lastly, she has begun to negotiate = long range
trade pact with Russia, amountlng v1rtually to barter and extending that pr1nc1o]e
of trade well into ‘the perind when monetarJ exchanges may be expected to become
stable.(g)Thls new trend in British food purchasing meanslthat the most sub-
stantial props have been taken from under Canada's main gxporf business, and
if the oft repeated statement is correct that one out of every threé workmen

in Canada is producing for the export market, it can easily be seen how serious

 this whole matter is for the-Cznadién-- economy.

(6) United Kingdom Posrd of Trade, as quoted by the British United Press in
~the Ottaws Evening Journal, O4th. year, 00,30, issue of January 14,1949,
p 1, ('Ol 3"[10

(7). mid,, p.l.

(8), Gardiner, Hon.J., Agricultural Minister, as quoted by the British United
Press in the QOttawa Evening Journal, 63rd., year, no. 305, 1°sue of December
9, 1948, pol; col.8, e o ,

(9).-United Kingdom Board of Trade, as quoted by the British United Press in
- the Ottawa Eveninc Journal, oBrd yecr, no. 228, issve of September 8,1948,
p.7, col.é-8, L o




55

" Furthermore, Britain, in seeking to protect her own economy and to
balance her ‘imports ‘and exports, is no% merely buying in markets .where she .
has no need for dollars, she is striving as well to make her agriculture
self=-sufficient: It would seem that in-the future, the dollar shortage will
not be the real cause of Britein buying:less.from Canada..
The task of British-agriculture is to make this country as self-sufficient
in food supplies as is practicable.~--~ The 0ld idea that it is normal
to import large  quantities of feeding=-stuffs from abroad and that we can
locok forward to a resumption of heavy imports as things return to normal
is an idea which'dies hard; but as'a practical poliey it is as dead as
the Dodo. (16)
Such a policy recelved 1ts 1mp°'huo during the war, when the net osutput of British
agriculture was increased by sbout 35 percent; intensive mechanizestion made
British Agriculture among the most, highly mech=n€zed in the world with 190,000
tractora compared with the pre-war 60 OOO, moreover outnut ner man rose bv
~(11) :
10-15 percent This same trend is bnlng carrled 1nto the po,t-nar years
The follow1nv table W1]l =how the post-war targets for Drlnc1pa1 erops and
llves+ock produu+10n expreﬂﬂpd as nercent ces of pre-war productlon.
: S _(12)

Tarﬂ°t° for Unlted Kingdom nr1nc1oal crop and 11ve<tock
: postewar production

R, - Pre-war 194344 1946w47 1951-52
TTheat 100 209 119 160
Barley = .- 100 - 215. - 257 ‘ . 279
Oats 100 158 - 150 156
Potatoes . = . - - 100 - 202 . 209 : ..-129
Sugsr Beet 100 137 164 131
Milk -~ Lo 1000 01 o7 123
Eggs 100 61 78 152
- Beef and Veal - - 100~ . . .83 - 93 . 110,
Mutton And Lamb 100 70 70 77
Pig Meat . -~ s 100 3T e 32 o 92

(10).Williems, T., United Kingdom Minister of Agriculture, as quoted in editorial
- inithe Ottawa-Evenine'Journali.6Ath,year,‘no.30,\issue,qf.Jgnuary 15,1949,p.5,col 2

(11) .Economic Survey for 1947, cmd,7046, London, His Majesty's Stationery office,
‘ 191&7, p»24.

12 .Eggngm c R | e
( ) Ottawat 1923?;?5.n0.9, Sebtember, 1947, ﬁhlted Kingdom Iniormatlon offlce,
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Britain's tredé experts are'piahnihg to reduéé‘impofté from'the Wésﬁern Hem=

isprere by 472 million pounds in 1952#53, whéreas in;i947 fhéyvsfbéd at 721.25
' ' (13)

million pounds,

Such action is not jhst sometﬁing‘fof.aéedéﬁic discussion; it 1s &
hard, grave reality threstsnine the whole Cansdian ecﬁﬁomy. Homever it is to
be hoped that Britain in her ‘econcmic plahhing, wil]‘fégard Caneda as = vitally
importent partner in her closest economic circle, and that Cenada therefpre
will eventuz11¥ be =ble in toms dégf%evfo follow the old pfe-waf mnltiieteral

system of settlenénts which enabled her to meet her deficit with the TUnited States,
4. Reorientation of Cenadien trade.

What are the possibilities of opening up new markets ond new sources

for Canadian’ exports and imports and evéhtuéliy establishing a system of settle-
ments-wherein Britain and Western Europe would not play such an inportant
part? Such action could lead to shifts in wbrld trade currents tﬂétlcould
permanently deprive Britain and other Euronezn countries of mucﬁ needed trade
outlets and add further to their pri&étidhs; Fur{hermﬁfé; harketé for Canzda's
products would neither be as wide nor as'pfbfitabie as che has énjbyed in recent
vears, and the Canddian ééonomy wonld éonsequently suffér. |

" Trade between Britein snd F:nadé,‘which has béen g0 sﬁbcessfully and
at times lsboriecusly built up throvzhout the yeers, ééﬁnoﬁ be essily édarted
to mest ‘altered conditions and most certainly, rot ligﬁtly abaﬁdohed. For exannrle,
the megnificent. stands of Donglas Fir, Red Ceder snd Sitka Spruce on the Cenade
ian facific'coast'were‘deVelopéd end exrloited with an eye to the partiévlar
requirements of the British market. That msrket did not come to Canzda for

the asking. ..In the yesrs before the second world war, Canadian timber producsrs

C

(13). Unitéd Kingdom Board of Trade, as quoted by the British Usited Prees in
the Qttaws Evening Journal, 64th, year, no.5, issue of Decemberl5,1948,p,16,c01,3




waged a long‘and‘hard-fought.battlelagainst Baltic compatition; they spent
.much money in making known the excellent gualities of Britigh Columbia woods;
they rebuild their plants to meet British specifications, A change in the
~market for. the product would inevitably entail difficulties end hardships for
the Canadian producer. -Mr. George Drew, Progressive Ccnservative leader in
“the Canadian House of: Commons, would eliminate the neceseity f?r-these hardshins
by letting the Canadian dollar reach its real market'value.(;A{'He is probably
thinking of the years following the first World Tar when the value of the
Canedian dollar went down to R0 cents and exports increased tremendously,
He would not seem to realize that the currencies of other countries (United

States and Cuba excepted), are still further over-valued and that therefore

nc two-wey trade between such countries and Canada would take place, - a

~gituation that eventnally lesds o strangulation of even the one-way flow of
_goods, .

o Purthermore, there are very few couétries with whom Cenade can deal
. today becsuse of her close adherence to dollar currency. She is not -included
.in the sterling area, and her expcris to those countrizs are limited just as
-they are to Britain., Her possible markets are therefore considerably narrowed,
_end to make metters more difficult, it is to be notaed that the grest reassinder
of the world tradiag areas are in a situation similar to Canzda with regard

to deficiencies vis-a-vis the United States, It cannot be considered that
these countries wonld mzke United States funde available to Canada if -she
were to direct her exporté to them, As 2 matter of fact, Canada, would en-
- counter great difficultiss in attempting to establish these new markets,

Firstly, ever growing nationaliem, plus all the exchange barriers, have mzde

(14). Drew, Honoursble G., Oppositionleader in the Canadian House of ‘Comnons,
address delivered at Keatville, MNova 8cotia, as reportsd in the Ottuwa
Evening Journal, 64th. year, no,2, issue of December 11, 1948, p.6, col,5=6,
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trade more difficult, Every country in the world wants te sell today; few
~want to buy products that compete with home industries; they want to trade, but
~at the same time be self-sufficient.. South Africa, Australias and many of the
South American countries are leading examples of this tendency. -

In respect to those few countries that have a reliable sourcevof‘United
- States dollars, such as Cuba, and some countries in Central and South imerica,
it would be a formidable task to.open or increase these.markets to Cansdian
products, . Such.action would mean that ths young industry of Canade. would have

to enter into competition with the highly developed industry of the United
-States in the latter's home park, In this day and sge,.it is a bold country
indeed, that takes on the American Goliath in- his.own products and in his
vestad markets. The vroblem for Cenada in such a competition is that where she
is strong, she has already exploited her strength, =ad where the is wezk, che
is often very weak indeed. Her position in pulp, newsprint, lumber, z number

of base metals and a few other natural products is unassailable; hut except,

as. she aight undertake zome further processing (of puln for example), she is

1

already fully in business in these items, The question then arires as to the
need of the sbove-mentioned prcducts in these tropical and semi-tropical zones,
4As far as agricultural products and. rcst raw materials‘are_concerned thare
chould not by any competitiocn, but compstition in the indurtrial domaln ic

bound to exist and incregse as great efforts are made in both latituwles toward
industrialization, . Trade between the two areas is also subject to the pressure
and influence .of. the United States, Even if Canade could compete with the United
- States in these countries, the matier qf"retupn.payment is subject to difficulty.
For example, Brazil grows oranges which are of size and guality couparzble to
~those which Canada imports from the United States, (and st a cheaver price), but
Canada was unable to ‘conclude a coatract with Brazil for these orzages because

of 'the influence of -imerican orange producers who.ship to Canada. Canade .
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therefore is forced to accert payment in 3bbdd’wh{ch‘do not redncs her denend=nce
on the United States, - her belance of payments 'di,f,f’icllities’ vis-d-vie the United
States are therefore not sreatly alleviated,

Another difficulty to be considered in regardnﬁb the possible reorien-

tation of Crnadian.-trade as = means of surnlementing her =ources of

United States dollars, is the exisztence of cartals, The records of
enquiries show that in the pre-war period there was a definite growth of private

o

international agreements which have zffected Canadian comiercial policy some-
times in the form of restriction of imports, other times in the limitation of
Canadian exports, and not uncomumonly in the subjection of the control of
Cenadian indusiriss to decisions mzde outside Canadz, Fertilizers, tanning
materials, flat glass, dyestuff, sulnhur, titanium rigments snd cementad
tungsten carbide tools are subject to cartal arrangements affecting Canadian

import comnodities, Examples of cartel arrangements which restrict Canadian

manufacturers to the home market on an exclusive basis exist in the production

ot

of chemicgls, soda ach, 2lectric lamps, matches and radio tubes and sets,
Cartel arrangerments involving participation by Cansdisn exporters exist in the
following production lines: copper, lead, zine, nickel, steel, alnminum,
acetic =zcid, radium, newecprint, These cartels attampt and zenerally sncceed,
in eliminating competition and contralling rrcduction and distribution in wide
areas of trude. This elloecstion of markets throu h private restrictive arranze~
ments impinges on government avthority over foreizn trade, and could easily
nullify a Ganadian tr-de poiicy designed to reorient trade, & zoviorament
policy to encourage either imports or exports of the commodities listed above
could prove ineffective in the face of import or export juotas and other
quantitativé limitations imposed by cartel agreement,

Concluding this chapter on the possihle re-constitution of a multilateral

cettlements systens as a means of supplying Canade with United States dollers,

it should be agreed that its pre-war degres of effectiveness will never again
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be apparent in solving the Canadian balance of payments difficulties vis-a-vis
the United States, Such a conclusion does ndt preclude a much smaller degree
of effectiveness, and even for that small allottment Canzda should be thankful.
Canada should do all in her power to solve her difficulties by means of any
triangular or quadrilateral system of settlements, for in that way, %oth she
Jéna’the rest of the societybof ﬁationé stands to obtsin the éréateét benefits

from international specialization and division of labour,

&0




" CHAPTER V1.

POSSIBLE SOLUTiON - BCONOKMIC INTEGRATION OR CUSTOMS UNION FITH THE UNITED 3TaTHS,

¢

" Recause of the doubtful prospect that a reconstitution of the pre-war
multilateral payments system will solve Canada's future balance of payments
diffionltiss vis-a=vis the United States, another possible zolution must be .
examined ‘and evalusted, Such an alternative would be to .correct the difficulties
‘at their root by bringing Canada's t~ade with the United States into better
balance., " Both nezative znd positive policies could be employsd by Canada to
‘bring about such a situation, but for purposes of this discussion,uoniy the
‘latter shall be considered, ‘inasmuch as the former, in the form of trade.
restriction pelicies, would not be in'the basic interests of Canade nor of the
society of nations. In order -to bring Canada's trade with the United States
into something like balance,throuzh constructive action, end therefore obviate
‘the necessity of seeking elsewhere for United States dollars, two things are
needed: increased production. in Canada.of the products the United States can
“use, end incressed willingness in the United-statesito buy these products,
“Such a flow of goods across the Canadian—American‘border can be faciliteted
“br way of economic intégretion or customs union. between the iwo countries,

Some vitwl poinfs to consider in future Canadian~imerican relations
are: Canadzs and the United Sﬁétes afeA£he t&é Aations with the vitality and
resources necessary to restore the world to economic health - both rroduce

“more'thén'they consume; in the'United States and Canada privzte enterprise

“gnd individual fresdom are highly prized = the two.countries. form a bulwark




‘against cowminism;i Canada needs America®s manpowsr, produdtive rescurces'
and-dollars, and Americd needs Canada's raw materials; ahd lastly, the two
economies properly co-ordinated in profiteble partnership could ‘enable the two
countries to lead the world back to economic stsbility,

It would seem therefore that ‘co-opsration in the economic field will he
of paramount ‘importence in the days and years to come., But what does cuch
co-operation involve? ~ In the long-run'can it be worked ont on a mutually
profitable basis? Will it present & long-term solution to Caneda's shortage
of United States dollars? These are the questions that must be considersd in
an evaluation of the prospects and results of economic co-operation with the
United States,

Cenada is alreedy selling 2 lot of goods to' the United Ststes but in
return she is buying much more than she sells,” Shé buvs twice as much from the
United States as she sells to that cointry;. : and there”éré no merkéts that
Canada ‘can look to in the foreseeable future that can provide her with cash with
which %o settle en adverse balance with the United States which in 1947 amounted
to approximately $1 billion. By virtus of her Austerity Progrzm she has
instituted ‘measures to reduce that balance by (1) restricting imports (2)
increasing exports to the United States., As a result of thess measures adopted
in November, 1947, imports from the Unitedhstates wera £169 million lowar in
value in 1948 than in 1947 and exports to the United States rose by $466

(1)

million or by 44 percent from 1947,
1, Economic integretion,

It might be considered therefore, that Caneda and the United States
are tending towards a close working agreement czlled economic integration,

However, there is 2 large amount of difference between the co-operation now

(1) Annual Report to the Minister of Finance and Statement of Accounts for the
Year 1948, Ottawa, Baik of Canada, 1949, p.24.
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being practiced and the strict meaning of“the ﬁermu, economic integration,
Sconomic integration means that each country produces those goods which it -
. ean PTOdUQGLMOSt'eCOnOmically;and'QGIIS“thém in a combined market, . It .. ..
megns cutting tariffs selectively here and there, but not wholesale raduction,
Economic integration as now being practiced by Canada’means only'bring~
ing pressure to'bear on some of the more importzat of the United States branch
plﬁnf‘operétiohs in Canada- as yet ncthing more is involved, The idea is to
have the parent company agree to: (1) allocate hard currency markets to its
Canedian'subsidiary, and (2) to revise the 6perations of the Canzdian subsidiary
so that this branch earns dollars by selling part of its ouiput back to the
United States. The C-nadian government has‘a powerful threat to nse in imple-

3 . .

meating its p011c1e<} it has the power to prohibit the importstion of metals,

machinery ahd parts’without which the United States branch plants either would

not operate ét all, or else would be forced to reduce production considerablyv

being depehdent on their own production of parts from Canadizn raw materials.
Such commercial policy involves numerous difficulties. On the basis

of data compiléd bj'thé ﬁohinion Bureau of Statistics for industrial and comuer-

cisl concarns, the following toctuls mey be given for American controlled and

affiliated companizss in Canada at the end of 1939,
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TRLE V11
imerican controlled and affilicted companies in Connda at the end
= of 1a30
Classification ' Qotc Goéntrolled ©  Total invest, in Co's controlled
‘ in Us3s , all Companies in in U.S, e¢ per-
4 No, Totnl Invest, Canada "7 eehtaze of totel
i ‘
§ (money firures in millions of dollars)
i . Vegrstsbls prod, - 92, 04 539 19
: 0L X . L . : 2, o
1
3 .
{ animal vrod. : 45 . A8 250 : 19
H . R .
Textiles 55 22 347 6
“ood .angl Paper prod, 122 302 0 o 98] 32
Iron . znd its preod. - 214 203 595 29
‘non~ferrous -metals 115 A B - 125. 77
. non-metallic metsls | 58 . 159 _ 291 o 58
Chem, and gl1li=2d oraod, 270 117 172 08
Hisze. : . 53 . 22 41 . 7A
Totals Nfg. Co's, 975 1120 , 3484 . . ‘ , 33
Mining and Smelting Co's, &9 - 211 .. 822 32
Utility Co's, _ 109 . B34 , .. 5499 : 11
- Mdse. Co'z, : . o 4d2 125 2094 .5

Grand Totals Indust., . o o v ,
and Comm, Co's, - 1565 2200 © 11899 18

(2), Report of fommigsionsr, Combines Investigation Act, Ottuwa, October 10,

1945, Canzda_and Internationsl Cartels, Ottawa, King's Printer and Controller
of Statlonery, 1945, DA,
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It igueasily vaderstzndable that“the,parentrcompany‘invﬁhqup;ted‘
Statas_would noﬁ wish_to haye its Canedian subsidia:y‘cpmpetiﬁg‘wiph it in
exporﬁ‘magkets, and much mere eagily uqderstogd that the‘subsidiary company .
would, be non-comhpt tiv _‘ith th@,pargnt company insofar_gs,the‘latﬁers,,
domgstiqvmarket is concerned. Fhat hope is there then, of substantielly
increasing Canadian exports to the United States and other hard-currency
countries? . To advert to a previous statement +ha?30andd1an experts to the
Unitedustates‘in 1948 had inpreasedkby 44 percent, -ﬁ should be noted, that
the increzse was due mainly to zrester shipments and‘highsr prices in res)ect
of nonfferrous meta}s, higher priges for‘fores; products, and the removgl of
mosﬁ embargoe" on the shipment of C=nad1 n agricultural producte to the .
United States The prospect of achieving any marked syccess in lessening
curren@,accountideficiencigs thropgh 3(direction of subsidiary produce to the
markets of a parent company unld seem to be dubious indeed - it contravenes
human ngturs. |

‘Thetefore, to sccelerate exports to the United States, Canada will have
to depend on export surpluses of demestically-~owned indgstries, especially
in the manu.acturlnc Leld, To.this end, the Canadien austerity provisions
direct thet capit l goods 1mDortc ar=. to be allowed only for projecte that will
aid ig.thg development of her natural resources of mings,‘forests and fields
which will find = mar rket in the Unltud States, .and, for the expansion of manu-
facturing industrics that will be able to conpete in the United Statzs. In
this wasy it is hoped phat the deficicnecies in Canadian current account will
be lessened in the years to come through an increased selling program in the

United States - the result of economic integration.

(3)e  refer page 62 - paragrsph 3.




-and the consequently high level of demard for raw materials; but it

However, ancther continzency is implicit .in such 'a course of actions-
will: the United States, or will she not, drop her tariff barriers’to sdmit the

entry of Canada's goods in-order to build up a better two-way trade end thus

‘bring-Canada's comnerce with the United States into better halance, ' The basiec

dlfflculty in present day Canadian. trade with the United Statec, is the tariff
of that country; which ‘on the whole is the mostprotecitionist in éxistence,

United States tariffs a.ainst Canadien natural products ere rot now'a creat

Hardship because of the high level of cconomic activity in the United States

¢ different

te

'in regard to Canadian mamfactured products. Canada hag become an important
‘industrial country (ths world leader in per capitz industrial production) and
“under ‘the present plans deems fair to become even more important, The reatrice

“tions imposed upon Cenedian manufactured products therefore creste considerchble

difficulty, and could possibly ruin any ccheme 'to build un a better two-way trade,

Just what ‘the  United States can he induced to'do about it, i¢ = matter for

.gonsidersble thousht, although it is true ths* the Tnited States has now
(>3 J <

dropped her tariff barriers to the lowest averagze lewvel of the pact century,

It ig to be considered however, that no further reduction> will take plsce

5
L

for some time, and, in the event of a recession or depression, the tarlff leve
will immediately be raized becense of internal pressure., In such an exigency,
Csnada would azain be faced with the difficulties now zt hand - a narrow range
of ipdugtries with specialized production beyond domestic consumption, and,

as a result; the st;uétural featufés of her economy would ggzin give rise to
bwlance of p&jm@ﬂt“ nroblpm‘

Therpxore economic 1nte5ratlon batween Canuda and the United States has

1ts Jlaadvqntaﬁeq as well as advanf ages. One thlng is certain, however, that

\

in tlme of war, or in e nprlod of un.vttled peace, there will most certainly
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be close ‘wo=-operation for mutual security reasons, For exanple, an integrated
Norti americen: arms production agreement is more than possible. The greund

work for such close economic co-operation has been laid down in several docu-

ments, The Ogdensburg icreement of 1940 provided for permanent joint defence

of the North American continent, which continues in force even during peace,
The Hyde Park declaration of 1941 solemnized the economic marriage of the
United States and Canada and provided the means of integrating the economic
facilitieg of both countries for their most effective use. Aﬁd lastly, an
exchange of notes in May 1945 between Canada's Hational Defence Minister and
the United States Ambassador, extended the Hyde Park Plan for close economic
co-operation into the difficult years of reconversion, Canadians and Americans
know that during war or under menace of war, .there can be ao dividing line
between the military and industrial efforts of the two countries,for both
are intent upon protecting the industrial and agricultural heartland of
North america from which springs.the political, economic and military power
of the two countries.

In time of war or impending war, therefore, economic integration should
and undoubtedly will be pursued to its fullest extent; but in times of peace
or normel times, it is unlikely that the modicum of economic integrztion
probable will allow Cznade to colve her balance. of payments problems in their

entirety.

2.0@tm§uﬁﬁm
A Sharp‘line of demarcation must be draﬁn between eéonomic integration
and customs union. Customs union means tesring down the teriff walls between
Caneda and- the United Stétes and\eraéting‘éjuniform wall‘around those two

countries, and becsuse the United States has twelve tines as many people and

67
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- forced to find their market for the most pard overseas, To

(4) ‘ 68
alghteen times .as much economic pover . ‘as Canada, it ‘is to be realized that

.guch ‘a wall would be mainly a United States creation.”
It has been quite truly stated that the best possibility for the
eociety of nations to expand the volume of world‘trade"and‘prodﬁctiCn-is‘to

help create as large a nool of trading nations’ z¢ possible - and that Feiling

that, grovp trading would be the next best vossibility, The t

~would probsbly have at its centre' one of the grest manufacturing powers sud

as rartners or satellites, a group of countries producing raw materisls and

feod, . No great-stretch of the imaginstion is nccessary to name the cmnntr19°

~which might act-as the centrss-for such grouvs, 1.2, Britzin and the Uaitad
R & < - 4

-States,

In regard to-Canada, the choice would be difficult indeed, even though

.all sentimevtal or politieal: conwlderetzouo were set aside; 'In yéars past

- her trade with the United States hasz been increasingly important as her

exports. of forest and mineral products grew; ‘vet her frrm products were still

therefore, would mean important losses to come Csnadizn regioans snd dr-stie

readjustments everywhere, Clearly, access to the markets of one group would

-be a very poor substitute for access 4o both,

But .suppose for the sake of arcument that Canads did erter = cuslons
union with the United States, with drastic o 211 elimination of irade bar-
riers..  Trading would«then be free and only such manufacturing industries’

could survive in eacb co"ntrj as wer2 efficient enourh to do so in open com-

(4). The total gross national product’ of the United States in 1947 was epprox-
imately £231,8 bllWinﬂ(ref>r tﬁbT'j, p.40); the totel gross national rroduct
~of.Canada’ in the same-yeer was $13.5 bil7ion (Enngard,  Volime 88, no,40,
h 2

jssue of Mar 0.6}, Tt is to'be considered then that
the. United States has approximately 18 times as much oconomﬁc rower gs
Canada, a conclusion drawn from the division of Canszdizn gross natinnal

o
product into United Statas gross natlond] produnt ‘"j?

h 22, 1849, appsndix, n.b.

._: C"Q
o+ N |
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petition, Is it logical to throw Cansda into the ring with a competitor whose
per capita efficiency or income is one ‘and 2 half times greater than Canada’s
efficiency rating? What would happen to her young industries? It can be
readily =zen that a customs union would have an adverse effect on the Canadian

economy -inasmuch as only a relatively few industries could compete with their

‘American counterparts. For every industry that would beunefit from such union,

gnother, 'such as the garment and textile industry, would probably be forced out
of the market, Likewise, it is consider=d that a customs union would help

o in the United States

(=

the Canadian farmer now, because of high prices prevailin

for all they can produce, However, that same customs union, would in 2ll

probability work to their detriment when surpluses hit the United States market,

Customs union-in the immediate present therefore, might possibly work to

‘the advantage of a large part of the Canadian economy, but eventually s=such union

would entail drastic and far-resching resdinstments, Whether thece readjustments

would create = more stzble economy and whether the strain of read justment
~would be worth ‘the resvlts, ic a debatsble point, and will not be developed

-in this dicscussion.

Furthermore it is unlikely that such a customs union would be anything
but an exclusive organization becsuse of the traditional protectionist and

isolztionist tendencies of some American legislators, As a result therefore

Carzde would nrobably be cut-off from her time-honoured British sources of

supply and in the lonz run such action would mean the'death of Imperial Prefer-

ence for Canadiamn vroducts, itk the death of ruch prefereqice cne of the

_mein rezsons for the rapid develonment of Canade would disappear, It hes been
- stzted that such preference hzs nrovided an added stimulus for the estsblish-
" ment of brench plants in Canada, and as for the effect of these branch plants

¢ on the Cenadian economy.... -

They have immeasuresbly cpeeded up both the volume =nd
diversity of Canndian manmufacturing, and greatly accelerated




(5) 70
the devslopment of Canada's natural resources, '

It can be reasonad.therefore,‘that a;cﬁétom5¢union pith‘total‘glimin~
ation of tariff barriefs; wonld be détrimental to the Canadian econnmy; in
thet industrial prosress would be ctifled, =nd also her young industries wonld
be strangsled throuzh intense cormpetition, fanzde, being the decidedly weaker
of'fhe two comnetitors, neede a measure of freedom in tariff policy such as the-
United Steter eiércised for nearly a century in competition with free-trade
England. A urion on this basis would be: decidedly advantageous to Canade and
also to the United States hoth in the short-run and the long-run perspectives,
Cunads would Heve to make use of her teriff fresdom on occasion to further
her ‘competition with the United States, but that is to be preferred to immort
embarzoes, quotas, snd exchange controls invelved because she cannot compete
at all, TIn considering such a policy the United States must rewerber: (1)
thzt in the split and troubled world which prevails today, Canada can no longer

fford to buy $2 billion worth of goods from her- and sell only %1 billien in
returni (2)  In the short term, Cenada will be the United States! only mejor
partrer in supplying goods to Burore under the Marshall Plan, but not unless
Cznaiz dvercomes'her Gnited States dollar shorts:ie; (3) thet in the long-rﬁn,

a prosperous and stesdy Csnada is important to the United States both militarily
and politically; (4) and thet Canede is her lergest market snd holds mors than
55 billion of her invectments, more than all Datin-Zmerica comhined,

Thether the United States will rospect such considerations from her

nosition as the classic seller and non~buyer, is, a moot point. 4nd also, -

on the other hand, despite the advantazes that wonld-accrue to Canade vnder

5 -

siuch 2 customs union where she still mainteined some measurs of tariff freedom,
there is the difficulty of traditional orposition to outright union with the
United Statés whether economic or politicals

(5), Commissioner, Combines Investigation .ict, op.cit., p.i2.

o T ]
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.There is a.danger inhercnt in the fect that at present
Canada's exports to the United “tates account for half
~our total export.trade..... This gives our neighbour to
the south an unduly large neasure of control over our trade
-policies, (6) - . . : . :
fuite rightly, it is to be-feared that o customs union would certainly transfer
Canada's sovareign economic power. from.Ottaws to Fashington. Crop acreages,.
for example, in time of emergency, would be determined for the whole contiuent,
and deteramined in Washington.
- It wonld seem therefore, that proposals for a customs union are decmed
neither practical nor acceptable, such opinion being a throw-back to the
reciprocity rejection-of 1911, and elso an.opinion that could possibly live

for years to come. A customs union then would not be the solution for Canada's

balance of payments difficulties,

Past erperience clzarly indicates that ihe greetasﬁ contribution that
the United States can imeke toward 2 large and stsble flowfin the supply of
dollars - indeed, en indispencable cne - lies in the meintenance.of a high
lavel of netional income and production in the United 3tates, Certainly if
the United States economy, s the cornerstone of world procperity, should
ever crash again, the repercussions would be iafinitely grester znd more
dizastrous than those which followed in the wake. of 'Black Octoberﬁ’ 1929,

L mzjor depression in the United States would not only topple that country into
chsos, but would alse profoundly affect all other countries, Conversely, if
the United States fres eﬁferprise system has the brain=power and the will-
power to use its human resources not only to survive, but even to flourish,

it can bring a certain measure of global stebility and peace to the world,

(5). Plumptre, A.F,"., Chief of Economic Division, Canadian Department -of
Zxternal Affeirs, - address delivered in Toronto, as quoted in editorial in
the Ottawa Evening Journal, &64th. vear, no.29, issue of Jamary 14, 1949,p.5.
col, 1,
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"af war and its immedizte »ftermath, it is reglized that the United States

zovernmant ®ill be spending about 35 billion z year to effectuste the Nzrshell

: , 72
What then are the rrospects for continued United “tates prosperity - =

prosnerity that sees 60 million people employed 2t full time jobe, with nationsl
income around the 5200 billion mark, with rrofits after taxes the highest
in history, =nd with 7 percent of the clobe's population aprerently out-

rpoducine the rert of the world combined, Firet of =211, over the short-

e
run, the United States ghonld maintzin a cert-in hich level of nrosperity
for at‘leasﬁ enother decads, but not that ineredible prosperity that now
existe, Such prospective prosperity does not mean that there will not he

. o

jars and bumps along the way, with some distress and vnemplovment during
intervsls of readjustment, The short-run prospects derive from three basic

ensration of delay in industrisl development in the

United States; if the stzgnation fthirties! is combinad with the saven yesrs

industrial nlant hzs seventeen years of nerlect for which it must make up;

(2) the devastation of battle aress during Porld ¥sr 1l; the United States
Plan, and in addition it i expected that #1 billion more will be losnad by
private instituticns, especially to Lotin Amerieca; (3) high=level federal

and state spending; federal expenses are runninz at o rate five times as ‘creat

<3 <

i

es immediately before the war and constitute aprroximatelr ninzteen percent
of the total national income, or #40 billion,

Furthermore, Qvéf the Jong run, the United States economy will never
agzain undergo =2 crack;up comparehle in scope and impact to the one that began
under the Hoover administration, Under the 'New Deal', a floor hrs been
built under depressicn by a comprehensive system of sconomic legislation,
Three major soverament props protect the United States economic system azainst

ite own blunders, First there-is -the susrantee to apriculturs that price levels




will be supported until‘1949;‘a“pledge‘that #ill undoubtedly beé renewed for
najor farm comnoditize., Secondly, under federsl supervision, funds for vnem-
ployment insurance have reached record'size;'nnd~the nurchasing power of the
nnémployed chould never be complately wiped out es in pre=ilew Deal days.
Thirdly, the United States Congress, through its Employment ict of 1946 has
arranged to take up any sprreciable slack in private employment throvrh lerze
sczle pnblic works and other programs,

Such precautions, as mentioned before, do not vreclude a recessinn,

The American economy continued to orerate at 2 very hizh level of activity

~

e

n 1848, with totzl physicsl output iner=asiag between three and four pareent
(7) .
over 1947. 4s a resvult there was a better hzlance between demand and supoly,

znd the sharp rise in the senerzl level of prices and coste which had been
under way since mid 1946 began to flatten out, with mixed price trends in
evidence, Furthermore, in spite of the fact that the Européan Recovery Frogram
was in orerstinn, the rate of United Stetes exports at the end of 1948 wa? )
3

about 20 percent lower in nhysical volume than it had besn o yeesr hefore,

As & result of the increased supplies in the domestic merkst thervefore, sellars!
fadis 3

=]

arkets rrevziled in very few lines of business, This transformztion from

5]

ellers'msrket  to buyers! maret  is not unexrected, conszidering that indus-
try hse been oparsting at a high rste for over three years to fill the huge
deferred demands thst accumulated Auring the war., Competition ic 2gain coming

PRy

into play, and while this process represents a return to normaley, it will

involve numerous readjustments in the business world, both in price and pro-
duction, to prevent a recession,

On the whole however, the American economic outlook would seem to

(7). Annual Report to the Minister of Finance and Ststement of iccounts for
the Year 1948, Ottawa, Bank of Canada, 1949, p.13.

(8). 1., ibid., ©.13,
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involve stability and prosperity with conseqguent benefits for Canads and the
rest of the world. Cenada would not be amiss therefore in constructing

ker industrisl economy and trade vattern with & view to directing her export
surpluses to the United States, However, those axports thzt do enter the
Tinited 3tates market will do ro at the discration of the American business-
man, so that Cunada cénnnﬁ look formard to the poésibility of increased sales

in the United Sfates ‘o completely solve her United States dellar problenm,




CHAPTER V11

PROPOSED SCLUTICH - FURTEER SuLICTTVE EXPANSTON OF PRODUCTION

Canzda has launched a prosram tbrrectify her balance of paymeats"
difficulties, along the lines indicated in the previous two chapters,

However to achieve & modicum of success in overcoming those difficulties,
further measures are needed, In'thé‘bréathing spell’ that Cendda hes now
obtzined in regard to the drain on zold and dollar raserves, she should expend
évery possible effort to effset s thorough revision of her economv; she must
institute a cereful and thorourh overhauling of Virtnallj everyv Canzdian
indnstry in order to accomnlish the task of reduvcing her axteraal vulner-
ability and thersby correcting the chronic maladjustment in her balance of
vayments position.

Such revision must be aimed at increasing domestic production and
sterling imrorte to supplenent and ‘even displace imrorte from the tnited
States, 25 well as to increase Cansdian exports to the dollar areas.

The first zeneral approach must be to pick-out'ﬁhé fields that hold
the most promise for such action. On the dollar-producing side of her foreign
exchange difficultiess, Canada can obtain importaht leads from?examining the
content and pattern of heér main exports, In 1947, twenty-five items alone
accounted for almost threesquarters of her total exports (including zold);
of these, nineteen would require further pfocessing;‘for example,'whéaL, Qnod,
pulp, pUlbwood, the base metals, asbestos, raw furs, étc[: In‘regard to such
oroducts, Cerada shoirld ‘ask herself what further prbéeSSing is done in the
country of import, whét“prevents-the'sale of finished products there, and

whether' such processing is in fact feasible in'Canada., 4nd in answer thereto,
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Canada should institute an ;ntensive;revearch“prpgram,wb;ch wpnlg_bendes;gned‘
to guide he: in bep‘vewtqres:alqu,this tp:tuous;and“rpgk—sﬁrewn‘p;th.
Further in regsrd to the_Uniteq"States‘@arket,.Canada nust kgpﬁ‘what propertion
of the finiched product is retained therein and not're-exported,‘forgQanaCa
% chould not give up » cach market for raw materizls in exchange for a soft
currency mar&et»for finished-products.
Howevgr, thg most iméﬁrtsnt field for investigaﬁion,is‘pp be,found
) in_the doller-saving or demand redﬁcing:side of her .foreign exchange_@if-
ficulties. There are a number of major Canadian imports from the United
States which most certainly cah‘be-digplaced to varying extents by the

more intensive use of Canadian natural resources. Canada can and does produce

Vi;}éeiﬁﬁ}bi;ééé>of“ﬁéﬁ§ éé;{éﬁltuféi bfbducts, forest‘ﬁfgéﬁcté, Qiﬁéfﬁiipfo;b )
:gﬁcts;tandlhydro electric power, with the allocation of less capital and }abour
. than other countries., Such pro@uction of volumes over and'aboye'domestiCY»
.. consumption not only implies exporting, hut also, on the other hand, implies

_imrorting. Her place of importznce depsnds upon full utilization.of these

_specialized resources, znd on trading them to the best advantage in order-to

~acnuire the materisls that she lacks or does not hersélf produce. . In this
respect,‘ghe considers that che cannot produce or is at a disadvantege in
produeing her own requirements of such essentizl raw materials_asfiron; cozl,
~oil, ;ubber and tin, the production of which is based on specigl local

resources and techniques, Every'cguntry can, qfvcogrse, di?plgy,a liet of
supplus,gnd’defiqit fesoﬁrces, but in few will both sides of the balance shect
contain such basically important products in such volume, and in few would the
extremes pe so great, It is in this distributiqn-and peculiar nature of Canada's
.pesourcgé_and lack of resources that can be found the explanatipn for her
kinterpal‘economic instebility, her externel ecqqom?gﬂvulneraﬁility, and most

- importent -for this- discussion, the underlyving cause of Cgnada's present iater- "~ -

”h&tiéﬁé;fbajﬁgptgydiffiqplpies.w-That,is_tq say, Canada's exchange problem is..

Ry ;
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reflected in her industrial production and pattern of foreign trade. Inas-

much as the aifficultips ére created and fostered thereby, inveéfivatioh
must be dlrected thpreto 1ﬁ order to tlnd a lastlnc solutlon to the cqronlc
maladgu"tment in (‘an::da'o ba 1ance of pavmént ncqltlon vigeg-vis the United
Statesor |
| As iﬁdicated in Tgble IE, nace 24, tﬁe greéterrbroportion of C&nadian
imports over tﬁé.fears 1886-194% have come from the United States. From the
following t=ble the content of this imvort trade can be readily viewed,

e (1)
TABLE VIIL -

Canadian imports by main. commddity.
(thousands of dollars)

Commodity , _1938 | 1946 1947 1948
Crude Petrqleum . “ “ 40,972 o | 89,471 127,459’ - .191,980
 Cosl | | 35,826 . 120,354 138,950 186,388
‘ Ophe; non-férm Machinefy ‘ 23,233 104,642 . 155,39§ '159,031
| Fafm Irplements and Machinery 2,320 | 68,352 105,405 139,943
Petroleum Per.(other) 14,635 | ' 34,272 . ‘29,735 109,302
futo Parts | sy eeus3 98,437 101,81
Rolling HMill Productsw  s 53,37 77,90 83,929
Co%ééﬁ'?fod% B | 16,298 PR 119,4i3 o 75,518
Sugar ﬁnd Prod. . | | 20,581 3é,879 57,420 | 71,752
ool Prod. o 15,547 34,74 54,293 67,322
| flectricsl Apparatus 13,05 47,788 68,773 62,127
Cpruits. L 20,048 . 95,196 ThATT 59,561
Cotton,-raw3and linters 12,237 L4 4,397 60,481 56,829
Iron Ptod,(Other) oL 15,944 . 0 43,851 ¢ v 61,558 55,850
Engines and Foilere o 7,789 29,462 23,882 50,285

(1). Rareisn Trade, Dspartment of Trade and Commerce, Foreign Trade Service, Vol, 111
no.59, Otuawa, Feb 14 1948, p.308, and, Vol.V, no.112,0ttawa Feb.19,1949,p. 371,
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Crude petroleum, coszl and iron products are the commodities that

Canada imports in largsst volume., What are the prospects of increasing dom-

H

estic production in theze materials in order to supplement or even displace
imports from the United “tates? TIs Crnada endowed with resources that would
make such production economically justifiable? Are there any alternative

gources of supply?
1. Petroleun and products,

.Cenada consumes petroleum products at thé’rate of bver éﬁO,QOU’barrels

per day, with her indigsnous production of sruda 0il averagzing less than'lo
, - ) - . .

per cent of this amount over past years, ( - a situation that indicates wvast
imports, and great need for United “tates dollars, To méke matters worse,
itvis e;timated_thgt the demand for{petroleum rrodncts in Cenada wili reqch
350,000 barrels per day before 1955, gbout jéQ ggllons per cabitaAper day.(B)
Hill the drain on Canxdé's holdings of‘gold aﬁd United Stateé‘dollars bé con-
tinued or further increased in respect of vetroleum imports?

Ig order to answer such.a question it will be necessary to review the
past, present and future indicatisns of Canadian oil pfoduction. It is
estimated‘that some 15 percent of the total zrea pf Canada offers prospects

(4)
for oil discovery,  As a matter of fact the lergest potentisl oil ares in

the world is situated in the Canadian Prairie Provinces according to expert

(2). Hewetson, H.H., Presicent, Imperial 0il Limited, National Aspects of Cil
Development, a2ddress before the Canadien Club, Toronto, Dacember 6, 1948, -

(3). Id.; ibid,

(4). Financizl Post, Survey of Oils Canada 1949, Volume V11, Toronto,

‘Maclean-Hunter Publishing Co., Ltd., 1949, p.25.
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geolocists. Known as the 'Colurbisg Poc]', survejed bj the Canadlan and

Unlt@d States Governmcnfs ee'e arly as 1880 this area extends up f'rom Montana
‘and the Dacotas, 1ts dpmarcatlons rnnnln" on 1tq eastern boundary nesr Lrandon,

‘”qnltoba, in a noruh—%esterly dwrpction to Lake Athaba,ca and coverlnr tke'

(s)

entlre area west of this to +he fOchillq of the rokle ﬁlonf the Athab;sca

Rlver alon ’ Fanada has by far the ~rentept pOt“ﬂtl&T OLl ”1elo in th° world

th is oald that’ C ndda could nroduce from there one bundred bll]lﬂn bqrrels

Vof okl, and Unlted %tates ge019§1sts heve put'the flgurebét two hundred anu.
fifﬁf billion'bérrcls of oil, (© The oil resources referrea to are locked in
A1berta'° 011 sand deposlts in tAG churrqy aregynorth of Iﬁmonton, but as
yet no eoonomlcgl method of. extractlng th1° 01] has been discovered. How;

ever, research CClentht“ are at DFPQGUt worklng on 2 solution to the problem,

- the emnlorlng of b»cterla to =tr1 hp 011 frow the r01né‘of sana; which is
(7). f

‘more than.likely ﬁo sucéeed Nevertheless untll that time, production of

néturaleetrbleum wiil femain the cheapest means of secuvinr 0il products,
In réspect to tﬁe Csnadian‘pfdduction»or na tural vetroleum, ﬁgis
'Cbiuﬁbié\Pd;l}’Ahas turned in‘man" wel]s; The f1£<t snd one of tre‘moet
1mﬂort9nt wes thp produc:nc field of Tuvn°r Val;e{, hlch, in past years,
acccunted for moet of CAnaia'Q 0il proqtctlonq In 1045>Alkerta produced.9z
ercent of &lL onl proﬂucoﬁ in ;anad?, and the Turner V°119y development,
which in turn produced bj far the ~reat bu]k of Albert 011 ralsed Canada to

(e)

the statu= of the =Pcond arﬁatest 01l-rroauCLng countvj in the Commonwealth.

(5). Totsl War and Defence Bulletin, The Lergest Potentisl Oil Areas in the Torld,
-Bulletin no,l18, December l 1041 Revlna, Dominien' Headquarte“", Total Mar’and
Defence, 1941, -pale ‘

(6) Machcol, J.B., speaking on The Yar-before the Canadian House of Commons,
November~ 10, 1941, Hansard, Vol,lV, 1941-42 session, Oftawa, King's Printer..
and Controller of "Staticnery, 1947, P.4213,

(7)s Sanburn, R., Canada May be Worldfs Nurher One 0il Country, article in the
Cttawa Eyening Citizen, 105th, year, no.23, July 26, 1947, issue, p.l.col,&,

(8).Canada's 0il Future, editorial in the Ottawa Evening Citizen 98th year, no.299,




Up to 1946 ftﬁf bélnr in proﬁuctléﬁ for 31 yﬂar‘ Albértafs_furger‘Vflley had %
produced some &3 mJl]ion bwrrelﬂ of 011 <9)but unfortnrately in IﬂcenéAy°ar
the average annual ontput ha° bpgun to decllﬂe. However, Juet at tke twme when
Albérta'< futuro as a maJor source of 01] be?nn to da”ken, - and thiu in contrast
to the world tr@nd 1n 011 nroductlon whlch durlnc tne war Jears cllmbed Qtendll
tgknaw:pgaks, fnrthe: startllng‘developments h:ve taken place in Albertg's
oil potenﬁial whi@h mgke;that province’the talk not oﬁly of Canada but of the
gntira Qil_world, |
The boom s cJ‘teri on February 13, 1947, at Leduc 19 miles souﬁh of

Edﬁontqn on the highway to Calgarv(loihen Leduc no.l wastrought in. The rate
of flow of fhis first well was 39 barrels an hour, making thét,well tﬁe most
important ever discovered in Canada outside of Turner Vsl]ey. A second weli‘
had bneﬂ qtsrted Feer(rv 1 25 one and one-Aélf imiles southwest of the fnrqt
hole, and came in two months later with an oil Pléw thrze tines es Hlvh as the
firet well _ A new area bad been discovered and 51nce that time aumerous
add1ticnal progecte have been succescfui 1n thﬂt ares. With great regﬁlarity
one cen read about the TOCntlon and £ or comnletloq of - well af'ter well in
the proven arez of thls Llpld =nd by the end 9? 1948, anprox1metmly QO wells
were producing in ﬁhls erea alone.(ll)

| Aﬁoﬁhar area of production is alsdfbustlin; ?ith activity. The

Lloydminister - Lone Rock field on the &lberta-SaQVatchewan border about 140

(9). Ibid~ 7“ p.30.
(10) yéﬁﬁg) Scott, Pey-off in 0il, Article- in Maclesn's Mazazine, June 15,1947,
Toronto, Meclean-lunter Publishing Co,, Lid., 1947, p.7.

(l]) 0il in A ber’t.(u editorial written for the Lethbridce Herzld,reprinted in
the. Ottzwe EVenlnﬂ Journal, 64th, vear, no.2, iszsue of Decewber 8, 1G48,p.4,
col.le
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.miles east of Edmonton was discovered in 1934, but it was 10 years before a

.good well.came in.. In 1944, 6,300 barrels were taken from 112 w2lls; in 1945,
.20 more wells were drilled and production rose to 44,800 barrels; and in the
first 10 months of 1947 the field turned out 517,538 barrels{lzgn the 1200
square mile area explored.in 1947, the limitstlon.of the field had not been
reached; ofq$helé? welié dfilled bet%een.Jan;l and- Sept.30, 1947,'§niy 15 were
Cdry holes(lzl. Here tben is another source nof oil for Canadien cons umption,
buowever, 1n-add1t10n to the il fleld< nﬁfed obov0, other ar=cs have
‘been discovered and are being explcited. Alberta has producing fields éil
thé:way from Red&atef,v35 wileé northeast of Eﬂmonton, to Tqbér and Conrad,
cact and. uoutheﬂst of Lptbbrld"e. tocptber with a vast qtorclou"; of nﬂtnrﬁl
Gasvand oil Potﬂntla] in thp proven <oufbea°t plalns and in +b° *1snt Plncher
‘ 4 :
Creek field.(l )Moreover, thare is llttle doubt thet tkrnnrb d‘llﬁeﬂt efforte
of the oil nro tors,l<estern Canada w111 unfold Iurther substantlal resources
‘of crude ovl and natursl gﬁs. | | | |
In regard to 6arketq for ﬁhis new founa oil qupplr, saverzl f= éfnr&
~are to bé hotéd. Firs tly the increased °upn7f‘and the nesrnes to consumers
Eas resu ltod'in price reductlons‘ Prev1nﬁs crudn 011 hrlces; which reflacted
in larpge messure the blgh cost of 1mnort1n~ crude il from dlstant United
’St'tﬂé sourceu, have been redvced bv 52 ?Pngs‘a Hnrrﬂl in the Edmnﬁfon field
15 '

and 43 centsvin the Turner anley field, and proportionate price reductions

'dependeht on the cost nf transportation bevp been aprlied at practic 811] all

(12). Canedian 0il Find, article in Business Week, no.956, issue of Decembsr 27,
1947, HeGraw-Iill Publishing Co.Inc., A]hany, .77

(13), I5id., p.77.

(14), 0il in_Alberta, loc,cit,

(15). Hewetson, ILH., loc.cit,

b e e e
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poinﬁéwin.Alberié éﬁdeaékatéheﬁén;' Az a result of théée‘pricé“édjﬁétménté,:
Alberts production is eble to‘édmpéte.sucééséfﬁlly with precent United States
econhﬁié §0uféeé of crude oil wherever Sﬁbblies from those sources imﬁingeuén.
the prairie market. For instances
Alberts crude will now be able to éoﬁfete a{ “inﬁipég.
Before the price =djustment, the laid down cost of Alberts
erude at Winnipez made it non-competitive with economic
- United States sources, (16) N L
_F.Furthermore,’it is believed that rednced crude (nertially processed et
Edmonton), can be moyved by rail to British Columbis and thereby displace some
supplies that_are,nqw,coming in from Czlifornia, A4 similzr procedure could
in time further extend the market in Manitoba and Nerth-western Ontsrio, where
tlberta production would then compete witthnited.States mid-con@inent_crude
and products, and products of Sovth Americzn crude, A= a matber of‘fgct this
latter spregd would seem 4o be assured, ‘Thettmperial il Company,hcs:com-
mitted itself to the construction of ajlé ipéh pipe line from Nisku (near
Edmonton) to Regina, which is expected to be completed in 1950, Such zction’
will moverthe Alberts oil‘fieldsrsomewhat‘nearer to new markets because it
will enablecproduction_to reaqb those markets at transport costs caqsiderably
lower then if it were moved all the war by rail, Such develcpment is the
normal result of incre=zsed supply and it1is to be expected that future devel-
opments will wsrrant construction of pipe lines all the way to the head of the
(17) o e .
Great Lzkes,
Such steps to4éxteﬁd the Albertz crude @arket are desirgble in the
interestslof(thevgeneral economy. as well as the producer, because every barrel

'Y

of United States crude replaced by indigenous crude represents a saving varying

(16), Id., ibid,

(17).(Id:,zibid,




o)

(18) 8
from $3,00 to $5.00 in United States funds, - depending upon the point of

replacement and existing competitive conditlons. The direct supnlying of
Alberts production to economiczlly accessible markets in the Prairie Provinces
has alrezdy considerably reduced the drain on Czneda's gold and dollar reserves,
because that section of the country is now virtually self-sufficient in crude
0il and its products, The oil develorment of "estern Canzda is of natiomsl
importance from anothervpoint of view also, Canadals largest oil consuming
areas are located in Eastern Canada - in Ontario and Quebec, and are at presant
supplied by importation of United States mid-continent preoducts.  The cost

of traznsportinz Alberta prodvete to this market. would zrparently be economically
inzdvisable at the present time, but =znother solution is at hand which will
prevent, the continuing drain:of zold and dollars occasioned by these imports.
There is sound prospect that Rastern Canada can be indirectly supplied by
Canadian oil resources; Alberts crude oil will be exchanged at pointe in the
Central or Tsstern United Statss for crude that conld be delivered to Canzdz's
eastern refineries via the United States gulf ports or from South iAmerica.

In this wmay it i§ envisaged thet the drain on Cansada's gold and dollar ressrves
ag a result of retraleum imports will be completely relieved in yrears to come,

. The search for oil reserves chould and will be continued rast-the

oint where enough oil has been discovered to make Cancda self-sufficlent.

For the benefit of the nztional ecanomy,‘Canada should enticirete not only
exporting oil from the Mest in ewchange for oil thet she is.now rawing from
doller countries.for her eastern refineries, but also, she should plan to
eventually become a substantial net exvortar of -oil, mhile the United States
ic .now._substantially in balance of production and consumpticn the view is beld

thet 'she will become a net importer of petroleum, end will grow incregsingly

(18). Ta.y Abide oo w




derendent -upon imports. .If Cansda can become competitive, and in all probab-
ility she will, she should be sble to supply some 'of thése imports just as
the  United States suprlied her during so meny years,' There is- then the
prospect, in regard to petroleum, of augmenting her gold znd dollar:holdings.
t .arresting the drein that tas tszken place in years past,

iu

d

T«

2. Coal and products,

The sight of iong trains -of coal laboriously winding their wey north-
ward from the Pennsylvania coal-fields to Caznada would apparently justify
one.in the assumpticn that Canada is deficisnt in coal resources,  Nothing,
however, could be further from the truth, 4s-a matter of fact, Canada, ‘in
magnitude of coal resesrves, is the second country in the world (next to the

(19)
United States) and the first in the Commonwealth, =~ Cznzde is sstimated to
possess about 90,000 million tons of minesble coazl and some 49,000 tons of
(20 '
recoverable cosl, ‘Tt -cannot be zainszaid that when coal resources were being
given out, nsture deglt to Oznada with a lavish hand, -

And yet Canada imports cozl in large guantities, She is peculiarly
depencent on the coal fields of the United States for this commodity, so vital

domestic heating in a rigorous winter climate and so necessary for industris}
development in any country, Thy such an anomaly? 7Why these large imports when
there are abundant supplies of ccal in Canada? The answer is simple and essily
understandable; Canada must mske such large importations hecause her own
deposits are located far away from her large coal-consuming centres of popu-

lation. This geographic fact is the root of the Canadien coal problem, It

(19). Nova Scotia Coal Comes into its Jem, - Article in Industrisl Cansda, Vol.
X¥XIV, no.8, December, 1933, The Canadian Manufacturers' Asscciation,
Toronto, p.19,\ : . ‘ ’

(2C). Report to the Roval Comnission on Cosl, 1946, Ottawa, King's Printer
and Controller of Stationery, 1947, p.ll.
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is cheaper and more convenient to impcrt coal from other countries than to

pay for the long haul from her own cozl-fields, Canada's cecal.problem then,
"in the final analysis, is not one ¢f supply but of distribution,

~Géneda's principel coal-fields are in Nova Scotia (3 percent of total)
‘Alberta (48 percent) and British Columbia- (19 percent), on her eastern and
wastern sxtrenities, whereas the manufacturiag and commercizl provinces of
Ontario and Quebec are eentrally located. And as if this geographic handicap
%0 national self=-sufficiency in coal were not ennugh, there has becn added
znother: - the Ontario peninsula, which is the most hizhly ixdustrislized
seckion of Cansda, 1s thrust southward almost into the large\coal-pfoducing

connected by numerous, well-

193]

area of the United States, with which it 1
organized and highly efficient lines of: transportation., Consequently, in the
matter of freizht rates as in that of distance, coal shipped from the adjacent
United 53tates possssses. a decided advantage over that frém far-of £ Alberta and
Nova Scotia, Furthermore, unlike the United States, Canada is deficient in
anthracite, although reserves of seim-znthracite are ¥nown to exist in slberts

nd Britizh Columbia.

@

On the other hznd, Cansde has encrmous recerves of bitumincus and sub-

bitumincus coal, These reserves are located for the most part in the Testern

intericr, although there sre important fields 21s0 on both cozsts, On the

Uy

Pecific Coast, bituminous coal is extensively. sined for power production,
manufecturing, and for reilwey and merine trezneportation rurpeses, as well as
redoection of -mineral orés and domestic heating, In fact a2 portion of the nut-
put is exported to the United States.  The extensive coal fields of Alberta
which contzain coal of a wide range of character, form Canzda's"lsrgest and

most important coal raeserves. At the present time, the largest market for

Alberta coal is found in the prairie provinces, Only & relatively small
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extent alone would not Justify. The “ova Seotian minzs supply the domestie

..made in the past to develop at lezst & measure of national celf-

: 86
proportion of the output ie exported to the ad joining northwestern states.

The Alberta fields cuprly the dcmestié aﬁd iuduerial.needs'ofwalherta, Sas-
katchewan and Manitoba, as well o ,fuel,for railwey lncomotivéé throurhout
these provinces. However in fianitoba and especially in Tianipeg, keen compet-
ition has been wet from United States anthracite and bitumiﬁcus. On the
itlentic Coast the Nova Scotian deo ¢ contain only 2 smzll prorertion of

the total Conadian reserves, This nrnpnrblon however is not z true index of

ot

their importgnce; thﬂlr distance from other cosl-fields, their proximity to
large deposits of iron ore, their nearness to important centres of population,
and their lncation on the sesbeard, =s well as the uniform and good quality of

the coal produced, combine to zive thein an 2conomic =i gnificance that their

fﬁgl anﬂ 1nduetanl ne@dc of +h° nrov e, and normally overv56 perﬁent of the
output is consumed locally in the ivon 2nd steel industry. Moreovar, these fislde
are located at the entrance to the 3t, Lawrenge Waterway and cheap water
transportation fazcilities are thus afforded into the centre of Canada,
resulting in a large coal trade being built up to serve the territory as far
esst zs Montreal,

The securing of a place in the markets of Central Caneda by Nova Scotis
Coal is entire ly a matﬁer of nrice ahd competitinn with the n=11-or"ﬁnwz@ﬂ
bituminous coszl industry of the United States. It is a very debatable nuestion
whether Cansda can supply the coal-lsss provinces of Ontario =and Zuebec with
fuel from her own mines, Indeed it is not altogether o foragone conclﬁsinn
that such Q éonsumﬁétion is economically desiréhle. Certain effort have been

v

ufficiency

U)

iﬁ‘fﬁéllvaﬁ Msrch 31, 1924, the following resolution was ressad by the Canadian
House of Commons:
lhat in the opinion of this House, the time hed arrived

for Conads to heve = National Policy in relation to its
oal supply and that no part of Canzda should be left




fiea o

1944,

27
dependent on the United States- for-such svprly.
The Govarnment should immediately considar the
notitution of ran all British:and Cansdian coal
suprlr, and that such a policy is both & zocial and
s economic necessity and in the best interests of
the future of Cenade. (21)
Purenant thereto, the Dominion Governnent undartook to srant extencive .

trensportation subventions for coal shipped to points in Ontario and “uebec

) wh@re cornet tlon ex ted“with UnitgdGStat§§‘G031,ﬂtogeﬁherﬁﬂith,othmr martet-

.

ing cnbventions, The fol]ow1n~ table will give a summe Ty of the : ssistance

extended coal industry by order-in-council and statute for the years 1928 to

- (22)
T21E IX

ASSTSTANCE B T‘JDF“ NANADTAN CCLL TNDUSTRY BY ORDER I COUNCIL
AND ST TUTH :

Tons - ~ Amoupt
Assistance by Order-in-Council: |
Nova SéotiaACoél o "21,220,370 ' £25,099,528,00
New Brunsivick Coal ' T 292,960 ©oTr o 223,329,30
Alberta and Scstern Pritish 6,229,790 10,259,416, 46
Columbiz Coal
SéskatcbeWgn Coal 1,314,729 440,393;35
B.C..vport a§d Qunk@rlﬁg sssistence 1;72@,659 1,252,562,71
30,784,50% *"7,275,,~ 82
nrslstapce by Statutp o
Domsctic Fuel fet, (1927) Phant.“ 634;660. 632,117.73
’Coke Bountie" 1ct ‘ o 7L247;832 B 3,587,688, 40
| 38,567,002 ;$A11495l031,95

(21). Id., ibid., p.565.

(22). Id,, ibid., p.565,




And still another measure was émbloyed”toiaid the Cahadian ‘eoal’ producers in %8
their competition with the United Statés: thé:imposition of tariff duties, The
varying rates for 'the period 1907 to the present are shown in the followings
table,

T sy
TABRLE X

Tariff duties avnliczble o cosl imports ints Censde (1907-1946)

_Anfhraoite - Bituminous - Coke

U, K, U8, s L ULKe L UlSe - U.K. TS,
1907-22 ~© © .  'Free ~Frée 7 35 7 53 . ' Free Free
1923-24 © 't 'Free  Free S35 53 " Frée Free
1925307 7 Free': Free = . 35 50 " Free TFree
1931 77 Free 4O T 35 75 Free 51,00
1932-39 © ©  Free 50 . 35 75 7 Free 31,00
1940 "~ C v Pres 50 - " " ‘Free | 75 o " Pree $1,00

' 'In thé past, however, such measurss have not been ‘sufficient to produce
that self-sufficiency advecated by the Canqdién‘ﬁouse'of Commons in 1924, As
a‘magtér of fact, to achieve indenendence 2t the 1945 level ‘of consumption,
Cansdien minés would have to prodvce 43 million tonS'OSJCOal‘aﬁnnélly,;én

| ’ o (24)
increase of 27 million tons over their production in 1945, - ‘Assuming thet
Maritime production could make available for Central Canzda § million tons of =
coal, which ig nnlikely, - hizhest production over the past 20 years was
2,500,000 tons-, it would be necdessary to provide over 20 million tons from
mestern sources. ' From tﬁe‘point'of view of ‘coal reserves this is feasible,

but the cost of moving the coal however, would be very larze indeed, with

(23), 1d., ibid,, D.565.
(24). H., ibid., 9,582,




the laid-down cost of -the c&al~in Central Canada being. in the neighborhood.
of $5,00 a ton'more than that of imported coal., Such a situation wbuld neces-
sitate subventions amounting to approximately $100 million annually in respect
of Megtern coal alone. Independence may be physically possible, but at the
cresent time it is-too impractical to merit further attentiona.: .

. There are ameliorating factors to be considered nevertheless. .Industry
requires enefgysforvthree prineipal. purposes = for power, for process heating
and for space hegting.  In recent years 2nd in years %o come, power needs will
be met more and more.by weter-power; in the field of -process heating, cosl
has faced strong competition and will face still. stronger competition from
both water-power and petroleum; in space heating =lse, there is a substantial
and ‘expanding use of petroleum productss: |

éanada is already a large consumer. of hydro-electric power, by any
‘standard. AS‘for»poteﬁtial, it-is believed that if sccount be taken of avail-
ability of power resources to existing‘ma$kets, Canedsa is outranked only by
o
the‘United*S?ates in potential resources,\45>Many_project5ﬂare,being.developed

to take zdventage of these potentizl resources. . It is estimeted that by 1951

there will be almost 1 million additionzl horsepower generated along the Ottawa:

River by the Hydro-Electric Power Commission of Ontario alone. - This additionel
porer will be drawn from the : (1) Stewartville Plant on the Madawaska River-
78,000 horsspower; (2) Des Joachims project on the upper Ottawa River-480,000
horsepover; (3) Portage du Fort plant on the uprer Ottawa River-160,000 horse-
power; and (4) La Caverﬁroject on the upner Ottawa River-240,000 horsepower.
This same provincial agency hzs also other projects.under construction in
differsnt parts of the province; 'At the Aquassgbon plant in the Northwesiern
Ontaria Thunder Bav district, it is expected that 53,000 horsepower will be

~generated, and, on the Missiesauga River in the same. general district, it is

(?5)0 Id., ibidog pn381a

£9.




expected that & project now under construction will yield 58,000 horsenower
by the end of 1949, Moreover the hydro-aslectric potential of the provinee of
Quebec is also being developed, One of the biggest hydro-electric producers
in that province is the Shawinigan Water and Power Company which has slmost
completed -the construction of a project at Shawinigen Falls which will edd
ranother 195,000 horsepowér to its producing capacity, and bring the companr's
output up to>489,900“hobsepower; “Moreover, ‘the company has also commenced
rreliminary construction work for = 384,000 horsepower rlant st the Trenche
site on . the upper St. Maurice River which shduld be operstine 2srly in 1951,
" Other power companies in Guebec are also-expznding.” One of the most recent to
undertake .construction work was the Gatineen Power Company with a propesed
27,000 horsepower project below Rocher Fendu* on the Cttawa River,

It is to be noted that in recent yvesrs both domestic znd industrizl
demands for hydro-slectric power havelincreased tremendously, snd that there-

fore the power zenerated as a result of the gbove projects will meke lesss

~---then comparable pre-war inroads into the moneys expended for coal importations,

However, the rroposal ‘that New York State and the Province of Onterio procged

" jointly to develop the 2,200,000 horsepower potential of the intéraational

rapids of the St. Lawrence River near Cornwall, should be &z decided factor in
reducing industrial power and heating dependence on United States cosl, This

power vhase of the St., Lawrence seawgy and power project is most certzinly

o

)

nécéssity and would épﬁear to be well on its way to the mutual approval of
both Canada snd the Uhiﬁéﬂ Stetes, The whole scheme has besn before the
Canﬂdian’Parllament énd nited States Congress on various occasimme over the
iast 50 years, ﬁﬁt it was aot until 1940 that an apreement to rroceed wase
signed,. This agreement Has not as vet bgen ratified by the rgépective covern=

mwente, but same should be forth-coming in the very near future,
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‘Tt is to be considered therefore that the Cehadian problem re;arding =
power and hesting for industrial purposes in Central Canada, will be greatly
alleviated =nd could possibly die a natural death as the uses and possibil-
ities of ‘hydro-zlectric nower and petroleum ener:zy become more widely known,
znd as ‘development of thees resources is increased, In regard to domestic
heating, howéver, moreso than industriasl vses, Central Csnads especially
Ontario, hz& been markedly dependent in the past on'the United States for
ite supply of heat energy., Moreover, the coal-consuming public of Ontaric
has become so-prejudided in favour of United States ‘anthracite that it has
basn g matter of come difficulty to secure a fair trial for sibstitutes.

Yore than 90 percent of the anthracite imported into Cenada has sntered the’
| o (26) | L
retail trade in Ontario and Tuebec, The following table will show the total

‘ ‘ ' o ‘ , , ‘ _(27)
Canadian anthraecite imports by country of =ource in thousznds of net tons,

- TARLE Y1

Cangdian Anthracite Imports by Country of Source
{thousands of net tons)

Calendar Year Total inthrscite  United United Russiz  Gerieny A1l Oths

Tmrorts States Hinzdom

1922 %94 S B As0 - -

[

1928 3,737 3,203 526 6 -

Dy
'.J

1938 3,72 1,977 1,199 15 1 1z
1944 o 4,413 | L0528 - - -

1945 3,411 * 3,383 28

In the past few years the situation has become even more cericus., From
the foregoing table it can be seen that imports from ccuniries other than the
United States have considerably fzllen off = a fact which has further increased

Canedian dependence on United States supplies, Furthermore, this dependence is

te

. (26)- Id;, ibido’ p01;280

(27) . Id-s ibid,. n.428.
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strengthened by the fact that Nova 3cotia cozl can no longer compete effectively

with United States coal up ts and including Montreal, beczuse of higher trans-
portation costs,

Héwever, it is to be considered. that Canadian difficulties in regard
t0 ‘coal sre now at an all-time high, and that the tide will soon turn to
create an altozether different situation, Firstly, constantly recurving
interrupticns in the anthrecite supply, dus to labour troubles and transpor-
tation tis-ups, together with the increasing price and the deteriorating quality
of this fuel, are having their effact., The coal=coneuming public of Central
Canada are becoming more and more amenable to substitutes for United States
enthracite. Secondly, with the completion of the S5t, Lawrence seaway project,
many sesgoing 'ships will be able to proceed to upper ‘lake ports without trans-
shipping charges, ~Inasmuch as 2 sizabie amount of coal was imported from
Great Britain and Europe prior to World Yar 11, it is to be hoped and expected -
that resumption of that movement will be nossible in the years to come, =2nd
the propozed deepening of the St, Lawrence syetem will enable such movement
to be extended to ports on the Great Lakes. Similarly Nova Scotia coal water=-

horne tn Hontreal has also had to be trans-shipped for westward furtherance,

i

and development of the waterways would make it physically possible for much
larger boats to move directly from Sydne&; Nova Scotia, to gny port on the
Great Lakes. Furthermore, there ic a'serious movement ‘afoot o have the Nova
Scotis cnal industry re-organized to cut production costs and in-this way
increase: ef fective ccmpéﬁition with United States imports. - However, a third
fdector, and the most promising for raduced devendence’ on' United States sunplies,
is ‘the advent and increasingly wise-spread use of petroleum and its products.
MYore and“mpre consumers are turning every day to the use of this product for
ddeétic'heating,»éhd,fas,previously mentioned in this chapter, it is to be

considered that the volume of thie product which Centrszl Canada imports from
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the United Stateq will be at least ba1ancpd by Je=tprn Cenada exportﬂ to the

United States, Another factor =hou1d be at 1ca°t mentwonad although it 1=

of little practicg] sign?fjcance in fao1ng pres ent day diffi Cultne but
nevertheless a factor which hol&ﬁ bounél,s po=¢1b111t1es for the not too
distant future. This is the creation of atomic energy, for which Canada is
well supplied with raw materisls, In regard to the development of this power
for peacetlme us it is to be noted that the neriod before nracticalvuse

will vary dnrectlv with the amount of money and efiort whlcb‘the nations of

the world -will be prerzred to devote to resesrch in peacetime, as contrastzad
W1th he am untq devotﬂd f& war-tlmaldeVﬂ]onvpﬂf, Neverthe e8s, Dr.‘C.J.
Mgckengie, President of Csnaﬂa s Nﬂtvonal Reasearch Cnuncvl n:é eetlmatpd that

Jn twenty years time, the costs of atomic power w111 possibly begin to approx=-
: (=8) R
imate coal or hydro Ploctr ¢ power, Under the stimulus of such statements

one can begin tn envisage vast and drastic develorments, not the least nf which

[ N
18]

national self-snfficiency in regnr@ to fuel,
The Mansdian rroblem to be solved in developing at least s measure

of nstional self-sufficiency in frel is, the snpplying of the acﬁté fuel areas
:of Ontario and Quebec, With Tedersl s bventlon” to Nova Scotla pnd Meastern
rroducts, with the probability of a deeper St. Lawrence Channél from Montreel
through the Great Lskes, w1th tﬂﬂ use of COal nroducts from sources of‘supply
other than the Unit-d States, w1th the fﬂctual and notential increzse in the

supp] of hy d o-electric power and petroleum nroductWOn, it éhould be con51der9d
hat coal 1mportat10nq to thl aréa from the United Stateé will, in the not
too distant futu?e, constituvte =2 smaller and smaller drain on Cennadisn hold-

ings of gold and United States dollars, Canada should be engbled as the ye=zrs

(28). B, 1hid., podls.
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roll by to develon o greater and greater degree of national self-sufficiency

in fuel and thereby e’1m1nﬂtﬂ one of the mnjor elnmentq in hpr nre=ent da"

~

balance of paymente difficultizs vie-a-vi s tho Unltﬁd States,
3, Iron and products. -

Aﬁother importént element in.aneda's adverse balance of payménts
éitﬁafion vis=-y~vis the United ”tatvu has been her leeab] impnrtetion of iron
ore énd ité Droduéts ffom the United_Stntes. Even though Cangia's irqn‘;nd
teel ﬂllle orer-t@ﬂ at ﬁear CQFQCJtY in 1948 and hroiuceﬂ TGC“Td tonnaﬂes
of Pteel, plc-lron and ferro-zllecys, Canadign imports of iron ore andvi,; produets
‘ranked third in value of all‘imports in thzt peried, Preliminary figures
fof the year 1948 ﬁlace the year's oufpﬁt of steel inu té and castings com=

blnpé at 3,202,000 tons, well above the preceeding year's total of 2,945,000

tons, three percent hizher than the wer-time pesk of 3,110,000 tons in 1942,
and 1,908,000 tons hizher than the 1938 outrut, Steel 1is thre basic factor

=

in = modern industria econonmy, and the pr ogrecs of Canadisn industrizlism is

dependent to a oreat DYtent upon th°T”&1 purcheses ¢of thie product, There-
fore, not only dces the lack of domestlr nroduc+1on of steel retzrd Canadian
1nduqtr1allsm b" making thgt 1ndu<try cubJect +o ch1SthS and supply outside

of Canada, but also the imports that she is allowed to mzke adversely affect

her balance of payments position. Is there gny elternative to such a situation?

Czn Canada import: from ot er sources, or can she become self-sulficient?

t resources »f mineral wealth which are of

w

Canada dnes possess va

tremendous economic and stratégic significance, These reserves gain added

'

(29). Monthly Report_on Primary Iron and Steel in Pqnqﬂn - Decpmber 1948,
. me 28-15-2-49, Departient of Trade and Commerce, Dominlen Bureau of
Statistics, Mining Metalurgicael and Chemical Section, Ottawa, '
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value: in =z strategic s ense from théir location adjacent to American demand
and in the fzce of the drazin on American domestic suprlies associated with
the war effort,  Included in this category is the Csnzdian petential sup-
rlies of:iron ore which may‘well replace the present Urited States Messbi
Ranse as a source of North American iron ore, United States Government experts
caleulate that, between 1941 and 1945, the United 3tates con=umed about seven
pzreent of her commercisl iron ore reserves, and also, that the Tabulous

(20)
Mesebi Range in Minnesota may bezin to play ~ut in ten vears o This could
be one of the reassone from the United 3tates point of.view, for the proposed
reduction in Canadian inports of United States steel, - the other beinz the
srowing chortaze of steel in that country as the resnlt of military defence

nrders placed with American steel mills. -If Canada did not possess potential

reserves, such z situation would portend seriocus difficulties for Canzdian

in the trough straddlinz the border of "uebéc and Labrador 50 ryezrs sago,

ust coming into its own, and nobody wis interested in a cubh=-

€

arctic wilderness, - But as war demands cut deen into Mesabi, 2nd as electric

Aefinite changes ware made in the sttitudes towards Lebrador's posszible re-
serves, By 1948, the enzinecers of interestsd comnanies hzd alrz-dy proven
the existence of 300,000,000 tons of iron ore in a area about one square

. (21)
mile, with thousands of square miles of territoryr =till to he explored .
€, q - T

(30). Lucey, Charles T., Ths War's Havoc of Our Natural Resources , article
in the Reader's Digest, Vol.47, no.824, issue of December 1945, The
Reader's Digest Association (Csnada) Ltd., Montresl, p.75.

(31). Uﬁgéﬁa Iron Pﬁéqréﬁ Costg 3200,000,000,article in the Citawz Fvening
Journal, 64th, year, no.57, issue of February 16, 1949, p.34, col.6-7,
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In this Cuebec=Labrador area,'eyploratioh alre~dy comnleted diseloses that
the preductive zone is 90 miles long by 4 miles wide and co far unexplored at
both ends, Mes=bi by comperison hzs 2 mining arsa of about 75 by 4 miles
(22)
after 50 years of drilling .

Such potential reserves are a good starting point when contemplating
commercial wroduction, but the ore is still a long way from being the stesl
which it ultimately will be, There are railwsys to be bnilt to the St. Law-
rence ‘at Seven Ts_ands whers it 18 ice-Tfree sbont 10 months out of the yesr
and which can be kept open 2ll winter by means of an jce-bresker, The survey
of tnis 350 mile route was first begun about 3 years ago and will be finished
in 1949. The rnute involves certzin big rdck cuts, one mejor bridze 250 feet
lonz, and one tunnel about a mile long, with an estinated cost of 3100 million

(23)

to build and equip’ . It is hoped to complete such a2 project within three

{

sezrs after the initiation of CO"QtTUCthH. The next step

[N

s the development

of hydro-elsctric power, and Labrzdor and Quebec have large amounts of such

undeveloped facilities, For example, within 7 miles of the main operations

base at ¥nob Lzke there is the Eaton Ca?y0§ 350 foot waterfall with its 500;000
24

horeepower notential for a power source . Initial development on this =ite

will be 40,000 horsepowsr, with another 1,500,000 horqenovor available for
35)

development only 120 miles away . The entire vroject is being developed
by the Labrador Mining and Explorztion Co, Ttd,, chartered by Newfoundland,

and’ the llollinger North Shore Txploration Co. Ltd,, with a C=zn=zdian charter.

(32), Id., ibid,, D.34.

(33). Northern Mesabi, article in Time Magazine, Vol,I1l, no.l&, issue of
October 18, 1948, Chicago, Time Ine, 1948, p,20,

(34)‘ -T-F‘i.a’ ibido, p-:’,o.

(35), Durrell, %W.H., General Manager, Lebrador Mining and Hxploration Co.,Ltd.,
; address before the Toronto Poard of Trade, 2s reportad in the Cllawa Dvening
Journzl, 64th. year, no,3Z, issue of January 13, 1949, n.7, col,3-4,
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oth compgnies are controlled by the Hollinger Consolida M¥ines and
Mok, Hénna Co., of Cleveland.

Present plans are to start proﬁucfibﬁ.at 2 rete of 10,000,000 tons
per year, ﬁith‘the expectation that the co@paﬁy will be turning out 20,000,000
tbns a year wiﬁhin three‘years after the mines are opened, rIt is estimatad
that conéﬁrnction,ﬁillhbe éompleieﬁ and produqtion initiated in five yearse -
four if there were>an emefgency. The volume produced con ﬁd&e, and no donbt
eventnally will move to fonr destinations: (1) to the steel iqdustryviﬁ Nova

Scotia which badly neesds the help that relatively chesp hirk crade ore can

sive it, and which should hawvs first czll upen roductiang (2) to the Atlantic
1 3 >

CW"

£ steel industry of the United Statec with a potential uworket of 1 willion

(]

28

w

(4) Up

-

tons; (3} Across the Atlantic to ndlcnd and other eronean m;. ets
the 3t. Lawrenﬁe and the Gréat Lakes into marketslnoﬁ fed from Mesabi,.

The latter deems fair to become‘Canad;'s largest‘mafkét, unlese of
course the Canadian steel industry undergoes & vast expansibn. Such z cource

quite possible inasmuch as Cenada's Trade Minlcter Hows has often reiterated

is g

i

in the past resr that new emphasis #ill be placed on domestic steel production,

Lotie

However he has not zone so far us to zay that a new national policy con steel

was fortheoming, and unless such action were t%.,q, the Cansdian industry would

£tild be at 2z decided dlﬁadvaﬂt e in open competition with the Tnited States,

at least for @ number o»f years to come, Furthermore, the Mensdian populating

mould have to incresse to gbout 30 million to absork the prod

=3

from & raw material orajuction of 10 million tons, In genaral howev er, the

economic trend in iron ore production in the Western Hemisphere seems to Tevour

the Lebr or Poterpr¢wv° T'nited at;tef recerves szre dwiadling, althongh
there is still in excess o? 3 billion tonc of dl?dct shirping, good-grade ors,
and billions of tsons of low-grade ores ¥nown as taconites, in the Tlesabi Ade-

(36)

(24 Ta LS ry
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Bﬁf;‘with aﬁ annuai froductio; af 96 miliion tone, aﬁﬁ with the gféajer jaialel
péfﬁlon of this‘oﬁtputktak;n from fhese déposits, the Unit=d atateé high zrade
iroﬁ oras wili be exhaustad in the féﬁseea?le futurze. In régardbtp Uesabi
tacohife if is to be considef%ﬂ that és long =2¢ direct rhippiﬁg hizh ébn&e
ﬂaﬁfdianAore ié.a"éilﬁblé, ﬁo serious fhreat wilf be made to‘the Canadian
peoition on the Tnited Sﬁate% marknﬁg To zeome extant, the Inited étetes 2lread
depends on ovefsbas ore, - on the %r»mand000’{0nn é . Af high zrede ore in

Brazil, Venezuelsz and Chile which caen be laid dnwn in the initad 3tates at

competitive prices, These importe co cklpflr to the Lnduet ies around

Tilmingten and “hiladelphiz on the Atlantic cosst and up into the Pennsylvanis
e¢oal country on the =asgt of the nountains, is the Yesusbd ore is esaten up,

this derendence becomes ;reater and rreatpr put it is understocd that =tesl
s < b

opersztors would much prefer to take ore from the Canadian lncetion becsuse of

ct
iy
O
H:
2

the vulnersbility of ramentlvned 1010'7 oren sea route in time of war,

n-dian ore from Labrador con move to hlast furnaces on the American

continent either over inland waters or down 2 relstivaly short and well rrotecte

strip of the n«l'ntlc cozst, From the strategic noint of visw it is indeed

well placed, PRut from the sconomic ooint of vi=w therz iz g certain dic-

lesse vital to it in the next two decndeg, is the Csnada~Unitad Staotes seswmay

plan for the urrer St. L’VT?PCG a transportation =md nower nroject to brin
2 ) L . . v «_;

G

Q

ce

Pt

n-golng "h]“u into the Crea+ Lakes. With the compl=tion of the prﬁposed

proisct, ore conld move up the river and the Crezt Lakes in bis shins- =8
S Y] 3 i - & 2

and as economi ul cs thoge that new carry the Masabi ore down, Mithont

g -
N

bhig

the Waterway, Can= dlan are cov d not at prese “t c‘mﬂ@te ef fec tivelv mith the

o8

Joﬂabi or#yan th° mlﬂdlﬁ we 1, ﬂn& won1d ‘not be nble to do so until the Mesabi




product is worked down t0 2 Jowser \.0!"3'..1‘(3 than is coming out =zt l.'eSE’)H'h. But:
z < [

even if the Taterway project were never implemented, Labrador economics weuld
‘st111 look good. It is estimated that, withont the Waterway, Labrador .ore
‘conld be delivered in Pittsburgh at $8.25 per ton compared with $8 for lower-

(27}
Yesubi ore which is elmost certain to 7o on climbing in rrice

grade
© " Howaver, sven without a market in the Middle Test of the continent,

the e.rning power of Canada's new mineral development would still be very

. Fota)

lars-e, Tron ore at present sells for something like $5,50 to &7, & ton on the
ttlantic coazst, and the sszle of any portion of her output #ould mean a very’
>écceptable addition to her earnings of United Ststes dollars. In such a res-
tricted market Cinsda meeds turn to another messure, as a matter of fact, =z
measure that Canada should implement in any event. That is, elesctric smelting
of minerel ores, In the gastuqnd to & great degree of the present, iron znd coal
tbgether ha&e meant steel, But, because of the greater cost of transpért,

s0al almost glways =its’still and waits for the iren to travel to i, For
‘exarple, cozl underlies the industrial 1ife of the American middle wost; and into

as pouvred the Mesehi iron. Simil-

-

this pocket of cosl on the earth's surface
“arly, in Nova Seotia the cosl is local and the ore impertsd, - low grales
from the Tegbana deposite in Mewfoundlsnd znd the necessery higher grades from
the United States and overseas, The prospect of transferring Lebrador. iren
6re to Novs Scotia for smelting it feasibls, practical and prob-ble, but |
experiments with elsctric swelting shovld be followed up %o ensgtle preocessing
5f the overflow that thé'Nova Scotie mille cannot take, With the almost un-

1inited weter-power reserves located in North Bastern Canada, proven throuzh land
I y I :

(37). Labrador Iron of a Richness Ce)led Febulous, article written for the

Toronto Financial Post, reorinted in the Ottowa kvenine Journal, o3rd. year,

n0.246, Septembar 30, 1948 edition, p.4, ceol,é-2.
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and_ain surveys,electricismalting would be a much more economical process in
the long run Qf redveing the iron ors to pig-iron, The Tysland-Hole and the.
Vibergkprocgsses have alresdy been tried and tested and are already in use
in some smelting plants. ™ith such successes to show the way, seme consider-
ation should eventually be given to smelting at least some of the Canadiszn
1ron ore by electrieal rroce sses,

It ie foybe congidered however, that the mid-west imericen merkets
will eventually be open to the Cansdian supply of iron ore., In such an event,

the 20 million-ton-per=-year objective of the Labrador project. will earn Canada
{2
1+ to 2 times as many United States dollers ss her entire pold mining industry

Such an income would be a tremendous factor in thke {ight to reduce Censdalc

n

*

serious foreign exchange deficit vis-2-vis the United State

4. Considerations-from 2 reg10n~1 and national point of view,

a X

From a regicnal point of view, the developments. in iron and oil in
will provide untold benefits to the local inhabitents, Firstly these develor-
ments, when operating a2t or near capacity will. m°u1t in the creation of =activit
that will be so neceszary in the days to come, when the issue will be, not
to secure sufficient labour, but to sscure sufficient. jobe for availsble lsbour,
For example, oll is going to bring industry to Alberts,  That province ic.
zoing to be an industrial province in spite of whut seems to be an unwilling-
ness of sacondery industries, at present, to sstablish anywhere in. Canida
except the Central Provinées. 0il is the lodertons which will bring them,
and then will come the development which Alberta's other creat sources of

I

energy can agcist - hor cosl and natural gas. Apd jrst to make assvrance doubly

(38). Id., ibid., p.g

$
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sure, thers exist in British Columbia on the western slopes of the Rockiese,
iron ore resources of which.little has been said up to the present. Cne day
that iron ore will come %o Alberts just as in the United States iron ore
moves to Pennsylvania blast furnaces, Similarly, on the Cenadian ezst coast,
Noga Scotia is preparing to vlay a much more importent pafu in Cenndisan
industrial life, Her situation on thgiﬁtlantic seaboard with easy access to
the markets of the world, her cosl resources(and‘nearness to fabulous iron
ore desposits make that province = logical and probsble site for tremendous
indusprial development, And furthermore, in anocther sector of Canada, many
experts believe that_the jiron ore of Quebec and Labrader to which titanium
has now bsen added, will meke the Stf Lawrence Velley the industrizl Ruhr

of Americg,vespeciallv that portion of the valley from Kingston to Montpeal.
In this sector, power can be produced in vast quantities, at least as cheaply
if not more cheaplv than any other plece in the world. Sﬁch production ef-

ficiency and capacity is of tremendnus importance for the development of

steel snd associated industries,

Still considerinz such development from a regional point of view,
nther benefits are to be noted. In regard to oil development in the west,
there is the obvious benefit to the western agriculturzl economy which is a
highly mechanized industry, There are more than three times as many tractors
on western farms today as there were before the war., Stztistics reveal that
63 percent of the farmers own tractors; snd also, there are five tlmes as

: (29)
maeny combines and three tines as many trucks as before the war . It was

of course a far from desirable condition that crude cil, from which to.refine

the needed fuels for these machines, had to be nzuled by rail from United

(39); Hewetson, H,H,, loc, cit.




3tates fields for distancee upwards of a thousand miles, The availebility

and”incraas;é supnly of nececs "Pj fuelp. tor ptbar with Price reductions, have
made bossihle a rreatér use of‘ ower P«wi"méﬂ the res Jlt being ref]ected in
incfeased nroﬁuc on of fOﬂd-. ufPs‘whlch has contributed not onlw to the
“grlculturvl but to cmunuryw1de nrogoprltv In revafd to iron ore development
in Labrador heanItq will be rPlatlvelv emsll unvll nrOhuctlﬁn gets under way,
(With the increése in production volume however, there will be e concomitant
increass’in local ancilléry businesses, but more.than that, each ton of ofe
produced Niil have é cumulative effect on Cansdian prosperify aé a whole.i
’iHowgver in régard to the overall picture there are cerialn féctors of
indusfvialization to be considered Jhén 1oning to the futuré, The chift in

the economic centre of gravity to the North American continent holds out great
& : =]

nnportunities for Cznada if she can but take advantage of them, icress the

Athntlc today people are 1ooking abroad;’onrallysides one re%ds of plans to
-éo where fresh opportunities éxist: opportunitieé for industry in the sense of
resonrées‘and 7:rke£s, aﬁd oppcrtuﬁities for individuals in the sense of a
fuller life, It is to be consid@red not too ridiculoué nor fant=stic %o sug=
gest that the ulﬁimate rﬁsolutlon of the dv, -rooted economic d1;100¢t10n°
that hzve been 2o avparent in the first half of the twentieth century, will
in?olve a great migration of peoples and skills from an over-crowded Furope
to the New Yorld, Even if such a cituation does not come to pass because the
01d World éucceeds in recreating a balance of productive vower, Canadz would
 Bé'wéii advi;ed C.nd in fact for her it is an 1mneraf1vp that she institute

a well conuidercd =nd vigorous. 1mm;cratlon DOllcV des iéned to broadén her

home market and fac1l1tatﬂ further 1nﬂu°tr1n1lzqtlon, dev@lopmﬂn%s that would

tend to diminish her vulnerability to outside influences, In reg rd to °uch
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recommendstions, it is to be noted that Canada hss already brosdened her .

imwmigration policy, so much so- that new inhabitants =re pouring into Cznada
in g flood that rivals that of the boom years in the 1920's, - Not since 1929-
the:peak-year of immigration before the destructive effects of the depression
.
dried out the stream - have imrigrants arrived in greater number than the
vears 1947 and 1948. . In 1947 approximetely 04,000 immigrants arrived in .
(40) ' (£1)
Ceneda .., and-in 1948 tbe stream was increased to 125,414 persons .
The factor determining the number of immigrants to be 2dwitted, is the rate
at . which newcomeré can be absorbed . into the Csznadisn economy. -However it is
to be expected that the rate will even further lncrease inzswuch as Canada,
in relation to her population, is probably developing industry today at a
more rapid rate than any other country in the world.
Furthermors, industrialization or . national progress reguires. an adeguate

and continuing supvly of new capital in the sense of everything froem a farm

tractor to a vast industrial plant, -The truth =till remains, thrift - the

gsaving up of something from to=-dey's output in order to increazse and improve
the output of tomorrow - is not a moth-eszten, static znd rather dubious virtue

_bgp;rather~a fundaggntgl»%awrof dynamic growth. 24nd yet it has for some time

been apbarent J“at Canada is endezvouring to do more in the way of 1nduﬁt igl

(e

expansion than the flog of capital forthcoming from the sggsregate :sle
busginess and individuale will permit, is a result, fensdizn industrizlizotinn

has relied f0 a sreat extent wvpon caritzl from oth:r countries, mosh notebly the

(40). Release by Depertwent of lines and Rescurces, Immigration Brench, zs reported in
The Ottowa Evening Journal, 63rd, year, no,217, issue of August 26,1945,p.10,c¢ol,

(Al) Felease bv Department of Mines and Resources, Immiyra ion Branch, as reported in
The Oitawa ivening Journsl, 44th, year, no.53, issue of Februsry 11,1949,p.}&,ce]

Q
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United States; in order to undertake that industrizlizetion which her resources

warrant, In this field then, there must be a change of attitude if the Canadian

veonls are to derive a greater messure of benefit from the exploitation of

their naturzl resources If the people themselwas will not =zawve to invest
3 I 't a

in their own country, then the Cansdian Government must undertake measures to

ror

rapital, proportionate of course to the wealth

diminish dependence on foreign
of the nation and her ability to sustain development,

In the meantime however it is to be considered that Canadian development,
particularly in iron ore snd oil, will not lansuish for want of capital, T

he

investors of her neighbour to the south are always seeking fresh opportunities

to mzke more money; Can=ds in the nast has been a lucrative fisld for such

In racent ye

undertaking, ars Canada hzs experienced an investment boom and

it is to be evpected that such situztion will carry on into the years to come

with foreign investment covitinuing at a steady if not increasing rate,

a
o2

into Canads

The following teble will show the fresh inflew of fund
from the United Statzs for direct investment ‘since 1945.
(42)
TARLE %11

Inflow of capitsl into Cenzda from United Stztes for direct investient {(1G45-1048)

1946mmmmmmm 41
19/ Tmmmmm =

19/48mmmm === 5

Furthermore together with the inflow of such capital intns Canazda, there is

usually an influx of skills and scientific know-how designsd to safeguard and

). Abbott, Hon, D;, Minister of Finance, speeking on the Foreizn Exchenge Control
Lct in the House of Commons, March 17, 1949, Hansard, Vol.88, no,37, Ottawa .
King's Printer and Controller of Stationery, 1949, p.1571,

2

(4

(4
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foster such investment,

So much then for production in the near future, Canada has the resour-
ces and the United States has the capitzl znd the ability. As for markets,
it is to'be considered that production in such fields can be undertzken on
the widest possible scsle in the not too distant future, The iron ore in

Mesabi is playing out, 2nd in regard tn oil it is estimated that known reserves
in the United States will suffice only for approvimately 18 yeers., In such
circumstznces then the future for Cenadian production looks very bright indeed.

Moreover the prospects of easy ~ccess to United States markets will be of

banefit not only to the Canadizn producer but to the Canadizn economy as a

D
o}

ted States

whole, Canzda's balsnce of payments structure vis-z-vis the Un

“ pe

willﬂbe greatly altered, her debits will be r@ﬂuoeé and her‘credits incresgsed,
nd thié only as the result of initial un?efined rroduction., The developmentr
of thess essentlial znd hasic preducts, iron and steel, will enable Caﬁaﬁa

to evgntually establish ar industrial stetus that will =0lidify her place

in the ingernational economic limelizht, that w7ill establich domestic stability,

and that in the long run will reduce and virtually eliminate her external

viilnerzbility,
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CONCLUSINN -
Canade cannot und dnes not lock w1th favour on nn“cb 1sing arrancemaents

or bzlatﬂral trade racte vhﬂo* tend to dqverf avay from Cenads either British,

Europesn or Colenial products vhich otherwise coula he sant to CanAd“. More=

v

o]

ver, the +rﬁdencv of the Tn*fed Knnrqom and othzr Europez n Counvr'FC not only
o se]l but “lso +o buy Frﬁm non-ﬁo]ler 00nnt“3u_, even =2t higher prices,
constitutes a much more serious threét to Danedian trade, Cénada's trade
surplus mlth ¥urorean Countries'is tﬁerefore‘.being reduced, not so mucﬁ by
an increase in iﬁports from fhose couﬁtries‘as by a feduction in expérts
from Cenada to them, The creation then of such =2 protecfed trading area among
thz natione of estern Europe and the steriing arez hzs definitely affect:d the
Canadizn econon; in an adverse manﬁp£, and qL‘ch restrietivist °c+1v3 “ies are
like lv 1o be c0ﬂ+lnu9d for a nunber of ye 3rskto core,

Cenzde's growth and progress haz béen mode roseible by fereign tradé,
every '°pect of her economic jl has resﬁed nren it, If shé is forced to
abandon in some measure this bgsis of bcr eﬁi?tence, becsune of the shrinking

bound to follow,

[
".A
(_+

of her markets in Burope and the‘sterling area,
.But no such 'rhare of things t5 come! chould be accerted fstelistically, Tt
ie true that Buronean countrieé have not the do]laré Qith which to buy Canadian
gonds on the old ;cale, and, that the only measura to avoid ékwiéespraaﬁ dise~
suilibrium in éurrent accouﬁt is to restrict the volume of.impnrts from the
Western Hemisphere, Undenlably, dlrflonthaﬁ do exist’for thosé countries in

regsrd to trade with,Canada, but the covernments of thore countries have shown

a loTty nd detached attitude in concidn ring the dollar~sterling problem or
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what have you, and an a-narent unwillingness to do 1nyth1n' very tangible about

it, ' Canada cannot solve the problem alons, although she hze taken several steps
r

to ‘encoursge British trsde for example, in an attempt to swprlement Tmited
¥ingdom holdings of Canadien dollers and thereby ensble her to buy Canadia

N

coods. Import restrictions, desizned to conserve United States dollars, have

wnrked. to the advantage of Britis

oy
@

xports inasmuch as the gquota applied gave

United Kingdom producers preferred nccess to their pre-war share of the

3

Canadisn market. Also, in the early years of World Tar zi, in 1940, Czn=da
sranted a discount of 25 to 50 percent from the normal preferential duties to
2 wide ranze of United Kinzdom gonds, These wartime tariff rsductions were

maintained in effect until Jenuary 1948, when they were rerlaced bj the re-
duced tariff rates negotiuted at Geneva, However, even in recard to those
goods where Cenade has extended substantial tariff prafere ances; the ﬁnited
Kingdom hzs persisfed in treding with countries sther than Cansda, For ex-
ample; the Canadian budget for 1947-48 éuspended tzriffs on British cotton
and rayon goods from May 1947-ufitil June 1950, and it is conc idered and
estagblishad that full sdvantzie hes not been taken of cuch concession. More-
ovar, dumring Auties were waived on seversl clazsec of imports from the

United Xingdom enabling that country to sell goods cheaper on the competitive

anadizn market then they were sold to the peanle of Britain., Meszsures such

O

58 these, tozether with the epecial efforts of the Department of Trade and
Commerce znd its commercial represzentztives in the United Kingdom have been
initiated in an attenpt to stimulate the interest of British exnorter= in the
Canadian market, Furthermorée the Government of Canada has made roneafnd requect“,
at ‘the. very highest level, that suthorities in the United Xingdonm and other
Commonweaith countries doall ‘they c=n to take zdvantzze of the favovrable op-

rortunities which Canada has offered for their exports,
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It cannot be seid, then, that Canade as a2 creditor ngtion in rezard to

Europe ie shirking her responsibilities; she is most certainly willing to
accept goods in payment of the debts that Furopean countries have contracted
with her, The onus of responsibility for the diminiching flow of trade there-
fore, rects with the Duropezn area. If Britain is keeping her price levels so

high that she cannot compete with hard-currency countries, that roods will
oA : D! ) £

O]

not flow in the necessary volume to Canada, then of courss Britzin has to
accept the responsibility for the low-level of trade hetween herself and
Canzda, It has been szid that the social services in Britain are being main-
tainzd by those countries that pey high prices for Britizh goods, and that

the countries that are buying zoods from Britzin are in reslity paying for these

services, That may be one fector creating high prices, Another factor wonld

jo 9

be the continuing over-valuation of the pound sterling in rezard +o the

y

Canadizn dollar, and all other hard currencies as a matter of fact. Altkough

the official rate for one pound sterling is $4.02 Canadizn it can be purchased
in the open market at 2 price ran.ing from 52.50 to $3,00 Cznzdizn. Such a
cituation is not conducive to extensive tr-=de betwsen the two countries.and

serves ac a deterring factor in the purchase of ZBritiszh goods, waever, the
real reascn for the high prices of British goods is the inefficiency and higzh
cost factors of British industry. This is the problem that must be considered
in order to solve Britain's doller problem; they must restore their vroductive
capacity and efficiency so that they zre able to sell more zocds to Canada
end other,countries in tﬁe Western Eemisphere,

In this latter connection;‘éhéburagement 1s to be drawn frﬁm thé
recent successful efforts of the United Xingdom to increass her evports to

(1)

Canada. TIn 1948 she exportad a total of £299,6 million to Canada , a total

(1). Foreign Trade, Depzrtment of Trade and Commerce, Foreign Trade Service, Vol.z,
no.112, Ctt=wa. Issue of February 19, 1949, p.368,
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which was A0 percent higher than 1847, Such an incregse would seem to sub-

‘stantiate the fﬂéf that competitive ﬁfferings vould find Canada zble to.absorb
lerger qﬁantities éf cocds than she is new receiviﬁg. Howevar anediankaxports
to the étefling grea and E.R.P., countries fall in respect of a 1arge qumber
df;iteﬁé,'iﬁéihdiﬁé wﬁaat;‘apﬁieé, iéultry,‘fiéh ana 1umbérvas wéll as auto-
mobiies, ffuéks, feftﬁ ~nd oﬁhbr manufactured —oode,

It‘wonld geem therefore thaﬁ Britsin znd E.R,P, countries are jirectiﬁg

their efforts towvard

15]

balancing their current ncoounts with Nenada, and that
in the Mature, Consda will have a2 reduced trade surnlus or an surnlus what-

goever, In the 1lizht of such nossibilitles therefore, Cinads cannot look
forward to currsnt asccount surplnses with Furore to nrovide her with exchange

1o satisfy and pzr for the same pre-w=r nronortion of imports from the

In ragard to GCanadian treznzactions with the Unitad Stzies on current
account, it iz to be notzd that Canada's position has irproved to » certsin

extent, and as a resnlt her resarvas of pgold snd dollezrs huve risan to %1,065
(2) ‘
Ny

milli-n ze at VMareh 12, 1G42 . It would appear that the nolicies, hoih

negative and nositive, which were cdopted by the Canadian gcovernment to denl

with exchange difficulties have been highly-succeszszful, The nezative nolicies
have been the import controls and the travel restrictions which have regulted

in a substantisl curteilment of nurcheses in the United “tater znd of travel

(2). Avbbott, Hon., D,, Minister of Pinance, speskin: on the Bud-et, in the House of
Comnaac, Mareh 22, 1949, Hznsard, Vol, 83, no, 40, Ott King's Printer and
-Controller of Staticnery, 1949, p,1786,
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in that country., However, more impertant both from a regional and interaztional

point of view, were the pogitive policies which included encouragement of
exports to the Toited States as sel] as tourist income development, and as-
sistance to the Canazdian gold mining industry. On the trade cide =2lone, Canada
managed to reduce her merchandise deficit w1th the United States from @918

(3) o
million in 1947 to only §284 million in 1948 ., This rwdnﬂtlﬁn of 2634
million in the current sceount digesnilibriom was occazlions ad by divergent

. . I3 FAY N
receipts and eypenditurss - the former iacresciag by L4005
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million or aov“0t1m; aly 44 perceut while the 1etber decrensed by £109 million
: () : : - ,

"

or approximat tely

Such an increase in receirpts from the Unitzd Stetes would seem %o

jadicets = shift in Cenada's ayport ndutwra but in effect, a2 certain poftion
of the increase should he attributed to higher prices for the productsAo
mine, forest and lend. However it ig hoped to further increase‘export:vto

the lucrative merkst to the south, but there sre certain contingencizs to bLe

rememberad in purculng such 2 policy, Tmmeﬂlat,~ there is 2 vur11ne cf zoods

and & surrlus of materizle in the United States, Canzdisn expﬂrt» to that
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country will £all off just as Nizczre Falls drops ¢

egconomy iF recons tituted o0 its pre-war basis, In such =n eveatl, Canada will
be shut off from the United Stotes mariet ezpecizlly in all man Jfaoturp zoods,

Furtheriors, if the United States economy should undergo a recession or evsn

(2). Abbott, Hon. D., Minigter of FTinance, speaking on the Forsion fxchanse Control
ict. in the houﬂp of Comrong, March‘l7, 049 Hanearﬁ ¥01.88, no.37, Ottaws,
fing's Prlntor and Ffﬂtvcller of Statioaarv, 949, D. 1561

" &

(4), Ia., ibid., n,-lsé/,,




depressinn as a'result of such surnluces, if thet eeovomy muct adjust itszelf

worid conditiong,

to a lower level of productinn in order to
then the exports of Canedien prirary products which form the zrest bulk of

‘Canadian sales t6 the sonth wi1l aleso decline, Tt would sppear therefors,

ke
51l

that the volume of Canadien exports to the United States dependent firct
of &1 unon the level of production in the latter country - npon the frnetiane

ing of the Americen economy, as s whole, end saecondly, vron

Q

r ineffectliveness of precsure group lobbhrine in the United

<..
w
c-;.

zgainst the entry of Oansdien mamfsactured coods into their domestic mark

Desrpite such contingencics howeve», the nosition of the Cznadizn ec-

‘+

i

[y

. \ . . . s . I
onomy vis-a=vis the United Sta s hecoming etronger 211 the tiwve, The

Canad: ite strencth in comparicon with the United Stotes,

=

&n economy géins

¢
1)

simply because the United Statoes is becomiar & have-not countrj in raspect
of certain commodities that Cansdas produces in abundence, The United States
'is running out of meny besic r-w matericls, snd is becoming more znd more
derendent uron Cansda for these mote rials, with particular referaace tn nany
of the base metals =nd newspriat, amony other thingec. chater; Crnada i
fully in rroductism in these fields and her nositisn cranat be Stéangtheﬁnﬂ

except insofzr as she undertokes further processing of sneh commndities,

~
o

that the

m

Rut there sre certain fields in which Crnads nosseeses the resourecs
United States most cértainly will need, Such rescuraas sre iron ore and oil
in martienlar, =nd in sugh'Fie149'thnﬂa can and haz 7et 4o make rrest strides
in strengthéniﬁg her economy, The United States iron ore danesits in the
Minaesota Mesabi rance have beaen evploited for the past Fifty years, and now

‘high-cost product

it is eonsidered that in 10 years time only = low-zrad £

44

will remain; 10 years is not so for to look shaad when ennsiderin nz the hichly
spitalized steel indiustry, Cansda should and must develop her tremendous

potential of irdn ore nroduction, Furthermors, the kriown resarves of United
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Stat=s- 0il are expected to play out in the next 18 vears, and, barring favour-

sble developments in atomic energy, such a situation opens wp enormons pos-
sihilities for Canadian production and expswnsion, - for the development of
Cenzdet's known and udknovn potentisl oil reserves,

hat are the methods in general thit ‘can be used to develop these
veluable minerale? ?ﬁat e¢an or should Canzda do to facilitste the development
sod expansian of her rich resources?

The first possibility is socialiem - the ownership by the state of

the means of production znd distribution,with the economic control of the

éople being vestad in the civil servent., It is true’ thet tha modern state

'3

today is inevitably being Arawn more and more into the fields of individual
welfare and cecurity, but that need nnt necezsarily mean that the stote should
take cherge of the lives of its veople.: The primery function of anv ecordmic
system regrerdless of its name or nature is to rreduce good§ 2nd services for
the sstisfection of humen needs bv the diréet and indirect epplication of
haman ef fort to materials provided by nature, ' It is on these grounds that
Qocislism can he basically critiecized Tor the purposes of thic Aiscussion,

A fundament=l criticism has to do =ith the allecztion of productive resources,
Land, labour, capital and managing‘ability aré scarce in relation to the
rozsible uses to which they can be put - this is the economic rroblem in

uny system, Under cepitelism these productive resources are gllocsted gccord-
ing-to the laew of supply and demand - the price mechanism; but under soclzlism
there is arbitrary'priciné=of land and éapital, the most important productive
agents, with the result that the zllocation of thess resources to thelr various
poseible uses is sqbﬁtanﬁial}y“arbitrgry.A;It“isjquite possible and most likely

1

Sociazlist covernment was brought to power in Canada, that

w2

-
3
QO
o’
o
o
5 9]
[}
o+
jny
&
ot
e
L)
a

the iron snd oil indusiries woulAd receive the full weisht of their consider-
ation and sttention, Put would thece industries and the economy as s whole

benefit under z socialist cystem? ¥ould their develorment be as fast and de-

£




perdeble cg urder the present’ system? ‘In regard to prospecting- for oil for
example, it is to be noted. that not -all vertures are profitsble. Mue keg No.
1, Coalépur,"Brazeau‘andl?tolberg‘locations proved to be dry holes, and the

total cost of drilling these holes. was-$3,673,832 without any financisl
(5)

i v

zive peuse to those who t2lk gibly of government, development of all natural

resources. Socizlist governments simply cannot afford to run the risk of the

f=a

0.

stasiering losses that all too frequently are the result of even-the most.
oromising schemes, ' Tt would not take mony losses such ae that previously.

indicated before 2 Secialist goverament would be content to sit back and allow

n

Aavelonment of natursl resources to stagnate, Private enterprise.with it
suprlies -of expendsble risk cepital f£ills a unique role in-the davelopment of
netural rescurces, An expanding economy requires an enviroment in which the .
essentianl functions of the risk-tsker is recognized, encburagedv&nd rewarded,
The matter of incentives to enterprise must be fully taken into account in any

public rolicy designed to accelerate industrial srowth, Therefore, Canada

]

cnnnot achieve her economic destiny is she should veer to Sociglism with ites

emphasis on security for the individual, and which thwarts and diminishes the

el

dependent, There has been enough experience with similar situztions through-
ovt the world, where planners have ne direct interest in or knowled.e of a
business, and have therefore bronght ebout- conditions which in Canada would

most certsinly not be in the public' interest, -

(5)., The Drillingz for 0il ir a Costlv Buginess, editorial written for ‘the

82, issue of March 17, 1949, p.5, col.5-6. "

L

return on the investment » , ‘Such losses jnvolved in the search for oil should

roductivity vpon which individual well-bsing and social advance are ultimately

Tinnipeg Tribune, reprinted in the Ottows Evening Journal, 64th. year, no,
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‘capacities within praesent-day economically gecessible mer!

Another messure that has been =mployed in the past and will undoubtedly

be further employad in the future to develor domestic resources of various

countries is, protection for infant industries by mesns of high tariff rates

“impored . sgainst-imports of competitive products, For example, protectionists

take pride in the wonderful growth of the United States iron and-steel indusiry

which in 1870 recorded a negligible proeuction, in: 1880 prdduced 1 million

-tons and in 1890 rroduced 2 million tons, Can Canada do the same? And is

protection for Cznada's iron and oil industry necessary in regerd to competition

‘with the United Stetes? First of all, Canads can undoubtedly do the same,
‘Aespite the tenor of the General Agreements on Tariffs and Trade and the

" Havana Charter, btoth of which express the hone that trade barriers will be

reduced, althongh they allow loop-holes permitting freedom of tariff action
for. the protection of young industiries, However, as to the necessity of* such
3 policy, a negative answer must be given, - Canada is éiready producing

enough iron ore to supnly her blast furneces, and also in regard to oil,

she is producing sufficient Hnantity to satisfy her refining and consumption
kete, ¥ith particuler

reference to o0il, a nrotective duty wonld rsise the price of the total suprly

whether foreign or domestic, and 'all to no avail for the producer and to

‘considerable detriment for the consumer, Facilities for production, refin-
‘ing and distribution ‘are not sufficiently developed to benefit either of

‘these classes,  Development of oil reserves in normal times is-subject to -

economic forcess one is the large capital requirements, another is geo-
eraphical limitations of markets, - This latter obstacle requires that crude

6il be carried out to market at the least possible cost, which weans by pipe

‘1ines in the grestest degrse possible,' Pipe lines take time znd money to

Build snd for Csnada to gain independence from imports of United States oil,

other than by npraduct exchange, would require a cross-couniry network of

14
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pipelines, Furthermore, the develorment of naw markets, like the construction

of pipelines, cannot be accompliched in a few days, 0il cannot be pumpad
through a pipeline unless there is someone to receive it end use it at the
other end, and, to use it refineries are needed that will process it for' the
markete that will sbesorb.it. - Under prevsilineg conditions, two years is e
short‘time in whieh to build ¢ sizeabls reflinery, and egzin much capital is
involved, The;application‘of a protective duty in connection with oil pro-
duction is unjustifiable; Canada hss the resources, she has imported the
skill and experience, =nd cspital is flowinz in in ever increasing quantities,
She most certainly is not at a disadvantsgze in production fof already she

has backed the United States nroduct out of her Mestern markets and has even
begun to impinge on the latter's home market, In the yesrs to come, the market
for Alberts products will be extended further and further eastward and south-
xzrd, but in the meantime, the rate of nireline constructién and the location
of markets will depend upon ths availability of cénstruction materizls and
capital, During thos= years a protective duty would be of benefit neither to
the producer nor the consumer, =nd when expsnsion has been completed, it
shculd not beé necessary nor in 211 probability will it be necessary, becsuce

of ‘the limited supply of linited States o0il avzilable for domestic purpozes

A,

ron ore production, a similar site-

10

let =lone export purposes, In regard to
uztion exists. Caneda is glready producing a sufficient guantity to supply her
blest furnaces and rolling mill capacity. The construction of further plants
would involve tramendous éapital s¥penditures snd considerable length of time,
if such construction were economically justified, Cenada of course has abun-
dant iron ore, hut unless hydro~electric processes renlsce coal as 2 means of

reducing .and refining the raw m2terial, it is to be considered that the grester

¢q

art of Canadian iron ore production will move %o the Pennsylvaenia coal fields
p I




Just as the Mesabi product has dene in the past, Undoubtzdly, z certain
proportion of the Canzdian output will move to her coal mines on the Atlantic
’Qoast, hut it is con l! red that Canada must look to the mw“kmt of the

squth for the sale of the greater portion of her anticipated 20 million ton
per year output. 4nd such a volume of raw meterial will not be refused or
disdained in the Americon merket; it will be openly welcomed hscouce of the

continuing depletion of United States hlbh~5r de rescurces, Therefore, if,

jl
T
[N

t would seem‘li. i;, the Canadian output will be zble to openly compete
on foreign markets, what necescity is there for g protective duty to protect
the Canzdian merkst, The Canzdian iron ore and oil industries do not znd will
not need a protecting teriff in order fo develep and fleurich,

The mighty natural resources of n.ada shngld he and =il be the
basis of future prosperiiy, but the difficulty is to present a plan for their
e-scale develorment,  The rrobleme zzsocigted with tﬁe opening up of thess
rescurces or of pubting them to praetical use are often bgyond the compre-

hension of tbe leaders of

[=1

covernment, Develcpmeﬁt‘therefore, rests with the
private ipdustrialist, who, in reeking 4o pxp%nd kis gources of =vpply, to
increage his volume of sales, or fo extend ris industrizl holdinrs, will take
up this challenge to hie ingemmity,.

| Horever, zlthough the leaders of zovernment heve nobt the key to esch
kindividnel industry, they hawve, what is more important from a nationel point
of view, the key to the welfare and rrosperity of the nation as = whole,

‘If is onvicue then, that lezderczhip and gnidénce must come from the govern-
went side 1n cons 1d@rin. a national rroblem such as the Canzdian balence of

I . sy I3 3 3 - 13
paymencs dliflcultles vis-g~vis the Lnlfod Stetes. Furthermore,. fuvch leader-

sh 1p and ’ULd“ﬁ”G must be more coa»tructlve than just 2z :gimple Injunction |
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to all Canadian industries to reduce purchasés and inecrease salec in the
United States, Tt must embody a substantizl amount of co-operatinn and under-
standing between government and business such as that which wes anjey~d in
war-time; Such co-aperation and understanding should be pricticed in the

£icld of economic research, in the formulstion of eompercisl policy, and in

o
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inplications of measures designed to 2llevizte the rroblem,

Laws end regulations impnced from without, even systems of cas

and penaltiss, aré blunt ond clumey st best. They have their place to be sure,
but they will be more palatzble if they are developed in consultation with

industry as a vi.allf interestad pgrticipant, and thne they will be more

.

1ikaly to be followed in the spirit.as well as in the letter, BSuch ce~operation

will develop sug-estions not only for zovernment pelicy but alea for practical
business application, and it will-be-enriched by the -wealth of detailed know=-
80P : 3 J ‘
ledge otherwise unobtzinabla,
In snr attempt to solve fanada's balgnce of payments difficultics
“ - .
then, the Government must ta=ke the initiative, providing the leadership

ness could contrivute at each

,4.

nletions end decreas, while busiy
step snd in the last analysis must do the job, It is suggested and recom-
mended therefore that the machinery for such co-speration”iélto bz found in
industrial committeses for lizison and advice, 4is to the composition of

such committees, it is recommendeﬁbthet 211 in*eré" ted periies be reprecented:
fedsral, provincial, and . in some czses municip al governments tozether wi
industrislists who are experts in the psrticular field to be studied by zny
one comuittes, These partiés 211 have thelr - specia] jnterééts iﬁ indus-
triel development, intereﬂts that gre directed to the same objsctive but from

a different OLn* of view, They are 211 making individusl efforte to further
P J

v

11ductr1 L dpvelo“ment 'An“industfial committee is therefors necessary.in..
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order that their efforts will be most productive, and in order that policies

will be carried through with a minimum of obstructinn. At the very least,

the fact of prior consultation will meke the finzl policy more. acoe}t able,
more -informed and more rezlistic, Common sense suggeste, and war ewperience
to some exient confirms the value of such comnitteszs, However, even in this
recomnendation it is not hzrd to eanviszge difficulties, For the purposes of
organization a;one, it would be easiesst to establish all committees covsring
the whole of industry, at the same time, Yet the few quslified research work-

-

ers availaeble could not possibly zive stiention to the whole field at once,

znd the initizl enthusizem in meny committees w.ght die out quickly if re-
search support were delayed, Therefore in order to simplify such difficulties
it is recomnended that the initial esteblishment of commitiees should be
confined to a few industries - those industries that held the most promirce
of bringing Canadian trade with the United Ste ates into a bétter balance,
Having regard to the enormous possibilities of Cenadian power, oil and iron
ore develcrmsnt in such a connection, it is to be ccnsiiereﬁ‘that_herein lie
projects for top pricrity under such a scheme, .

Canada has a vast reserve of water-power still undeveicped}‘ She is
already a lerge induetrial user of electricity by any standard, but it
should be possible to intensify this use to the point of displaci ng much
imported coal,  Co-operztion between governmeni and“husiness will point np
the need for scientific research not only as to develepment dui also a5 to
industrial vses,  Here of.course, economic resesrch can do little more than
meke 2 cereful stock-taking of the resourcer thet Canada has, and encure that

sound economic nroicctes and industrial uses have not been overlooked simply
g Ia o . d g b g

becausze hsbit or better known technique heve establiched the use of imported

materizl, In regard to such ccnsiderations, it is to be noted. that the.
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8t. Lawrence power project, the use of dtomic energy for industrial and commer-

eizl uses,. the furthsér usss of natural gas and petroleum, together with new

and improved ‘methods of mineral oré reduction and processing williall

raceive consideration in an informed and reslistic manner, - aAndiout of such

‘consideration and investigzation would come policies and practices that could
serve to meke Canada more independent of the United Stetes in regerd to fuel
for“énérgy:purpOées; 1

In addition, there has been relstive neégleét in vears past-of the
“economic nossgibilities in Albertz coal, oil and natural gas fields, in the
Alberta tar-sands for example, larcely becguse it hee been convenient to £ill
rewniremsnts from across the border, And now both governient =nd industry
“ara interestsd in'the ftremendous potentiszlities of~thgt‘vestern Canzdian rpro-
vince, ‘However, there are-difficulties being encountered which need the’:
consideration and co-operation of all ‘interasted parties it order that the
"berefit of such development tn the national economy will be most' rapidly’
"realized. For instance, it is believed that pro-ration of oil production

(5)

will be inevitzble by the summer of 1942 . Pro-rztion would be govern-

)

ment ‘enforead reduction »f produetion from each well, becsuse of lack of

o

aufficient msrkets., Latest official ficures show that Alberta oil wells are

turning out 50,000 herrels of 0il7deily, = volume thet is believed to be at
or near the refining capacity »f the Prairie Provinces =znd within perheps
(7).
10,000 berrels of the averare daily consumptior of the Prairies -, ' New

‘pipeline construction end new refineries are therefore needed in order that

B

new markats can be ohtaired, To' this end, the Cansdian governmment for its

"pert, should make avsilable the construction materizls necessaryy especially

A
i

(&), "hits, J.R., Vice-president Imperial 0il ILtd., address before the Cansdizn
Club of London, =s reported in the Ottaws Zvening Journal, 64th. year, no,27,
issue of Mareh 23, 19/9, p.l5, col,2.

(7). Id., ibid., p.15,
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steel, and also, endeavour through its’ fisecal policies to create a climate

within which private initiative thrives snd industrial expansion is encouraged,
The expenditire of United Ststes dollers for capital goode to develep the
industry should be sanctioned as far as possiblae, =nd s=lso, preater incentives
for the risking of private capital in such develerment, such as snecizl tax-
ation mezsures piving allowances for ewrloration and resesrch, should be
axtended and continued for the develenment of Alberte oil, 'Greast encopr-
mgement should be given to the finding of new oil fields, and the rost
oracticzl form of encovragement is that of minimum exploration costz; einilerly,
all rezasonsble nrovisions should be made for the Aevelcpment of existing
fields =zt minismum cost, The smplitude of such action shonld be the result

of the investigation and resezrch of an industriesl committee comprising
renresentatives of bhoth government and business, in order that the finzncial
burden will not hezr too heavily on the Can2dizn tav-rsyer in prorortion

szined, =nd, in order that such policies will

to the nastional benefits to be
be rezlistic, informed and consistent with sound retroleum engineering

practice, Furthermore, such an industrisl comrittee would investigate and

147}

conzider the construction of pipelines in connection with the needs, mreans

]

and effects. of such construction in relation te government legislation, In
addition, the guestion of trensportation subventions - their benefits and
consequences unon the welfare of the economy, would also be considered, with
probably favourable reaction., The activities of such a comrittee would be
designed to facilitate, ewpedite and inerease the production of Alberts oil,

to that end that such production will serve not only tn mzke Can-da independent
of ‘the United States but also tc ensble Canada to sventielly revérse her

- .
present position vis-s-vis the United States in resard teo oil,

Measures =uch as those outlined above sre equally arnlicable to the




Canadian iroh ore situation, Though her enormcus deposits in Labrador are
not yet being exploited, there are still considershle difficulties in the
preparetory field that could be smoothed and ironed out hy an industrizl
committeé. Vital machinery must be imported and cet-un, sizeable and srec-

ch a8 the construetion of a 250

-

ialized construction must be underlaken ot
mile rzilroed from deposits to port, and exnlorstion, testing, and proving
continue apnce;' The importance z2lone of cuch 2 develorment warrants the
existence of such a committee, but fourther and ample reasons zre tn be found

in the factors enumersated azbove,

Concluding, therefore, Canada now holds the position of the third
largest tredin: nation in the world, snd her econnmy demanis the maintenance
of a meximmm volvme of internztional trzde; insepuch 25 aprroximately one-

third of Cznada's production must be av¥ported, one of the most important

considerztions in her trude nolicy must be the disrozal of thet snrplue,

s a concequence, the Canadian Government shonld nledze iteelf o the

xpanding international trode nond shovld ure everr endeavonr

D

principle of an
to promote, foster and develop such trade,

However, one-hz1lf the world led by RBritain ond Sir Stafford Crirree

has moved bheck the clock of progrzc= by barter treding or state tradin-, cction

that has tended to drive the pound sterling and the dollar, be it Canadian

or Amarican, farther and C-rther apsrt ineterd of bringivg ther closer to-
cether, In zpite of st: Téwuntc that the rracent Inited Yinzdom rolicy ie chort
term, it is to be expected that Britain's presant fiscel policy will keev the

pound end the dollar apart for vears to come, Therafore, Conedian surrluses,

which - hitherto had been directed in large messure to the United Kincdom market,

TR

e
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must be reaoriented to new markets, redirscted to the United States, or find
an increasing merket in domestic territory, However cuch policies are bes-
travn with difficulties and barrierz, =znd even if purcuesd to the necessary
degree, would be unlikely to supply Canede with a steble and continuing flow:
of United States dollars with which to equilibrate her current account with
the United Statars,

It remﬁins therafore for Cansda to nroduce those goods which will
£ind 2 readr and continuing merket in the United S3tates znd, asz far =5 posaible
to reduce har depandence on United 3tates imports by a redirection of Canadien
industry to the nroductinn of those eopnodities formerly imported from the
United States, or to ithe producticn of acecertable substitutes, In the Tormer
group is to be found iron ore, oil, and their vroducte, which in past 7esrs

have proven = gource of embarrazssment to her but which in years to come shonld

jdde
n

tc be consid-

[N

prove a source of joy and comfort; in the latter sroup, it

D

=nadats bzl:znce of trs=ds

(:)

ared that another of the chiefl embarrassgents in

-+

IS N b 2 - 4 . : . .
position vis-gevis the United States, the sizeable importations of conl,
will be considerably rednced through the use of altarnative sources of energy,
A3 to the implementation of such a conclusion or the MR2SUTes neces-

gary to effset such polisies, several considerztions are tc be remembared,

nitiative for industrial ex-

jete

Canada iz -a fres enlerprize economy and the

™M

-e

panzion regzing with privete individusls snd firms; the actusl development
must he left to the _enius of rrivate enterprics, Furthermere the Canndian
Covernment chould, through its policisr, endeavour to create =2 climate within

)

which privats indusztry thrives and industrisl expansion is encouragec; she

}JQ
3
)_J.

should ﬁct in co-opsrotion with her nrovinces to develop taxation and fiscal

w

e
1]

nolicies ealenlated to encoureze the investment of risk cepital. In th

way she will esncourszze not only her own investors but sleo the investors of
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clder and richer countries, TIn addition, the Cznadian government should tske

the initintive in forming industrisl committees to co-ordinzte the efforts
of gAvernmental, business, and other crovps interested in schieving full and

effeotive use of induotrLul eypanﬂlon in the interects of 211 Cansdian citizens,

Y And last but not least, a national policy for the development of Canada's

)

natural resources and industrial capzeity, merits and mekec nececcary the
L

1ntroductlon of a long range immizrstion uolnc" czlenlated tO‘Brln" into

| Cznada selected immigrante whose jualificatiens are such as 1o ef fect Lvely
i
!

permit them to be assimilated into her enterprising and rapidly growing

seonomy,

Canzda may be

[ )
o
42
)
I-i
4]

nd shouls srded a5 o Promized Lend, but 211 thct

o

=hé or any other wall=endoved country can promice is that she »ill provide
the rew materials in sbundance =nd prosperity wi ithout end - and this only

4

to those who pre willing to do the work nesded to turn those’raw materials

into usesbls and desirabls goods +erU'h the homest l“bﬂnr of hoart and -
A B .
brain. 4 propas, Cansda has reached her present position of i influence =nd

prestize through the enterprise and tenacity of her individual citizens who

S

have arplied their intelligence %0 the explaitation of the country's
natural resources, lMay she contiiue to fleurish.,. fanads has a pest to

ne proud of, a difficnlt present,.,. but 2 future to dream about,
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