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INTRODUCTION

The aim of this study is fourfold. The first objec-
tive is to present available data and supplementary esti-
mates relating to corporate saving in Canada.

The second objective is to examine, in the light of
available literature, the factors which may determine the
level of corporate savings.

The third objective is to examine and comment on the
availability and quality of statistical and other informa-
tion on corporate saving, especially with reference to the
situation in Canada.

The fourth objective is to analyse the data and sup-
plementary estimates relating to corporate saving, as they
apply to Canada. This analysis is mainly presented in terms
of time series dealing with changes in relative magnitudes
of determining factors and components of corporate savings,
as well as the basic interrelationships involved.

This thesis does not claim to be exhaustive or com-
plete. The area of corporate saving behaviour is a complex
one. Corporate saving is thought to be influenced by a host
of factors, which, insofar as this could be ascertained,
have as yet not been fully explored in economic literature
to date.

A good deal more could have been said about the

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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findings, based upon empirical evidence, of United States
economists such as Kuznets, Klein, Koopmans, Goldsmith,
Lintner, Darling, Modigliani and many others, who carried
out pioneering work in the field of corporate saving's data
and determinants.

However, the basic approach of this thesis is to
concentrate upon the Canadian experience and upon Canadian
authors because this author believes the Canadian background
to be quite different from that of the United States and
Canadian authors consulted to be quite as reliable and
authoritative as their colleagues in the United States. The
basic difference in the United States and Canada is deemed
to be the difference in ownership of corporate enterprise,
different tax-laws and regulations, etc. In short, whereas
on a theoretical basis there may be close agreement, empiri-
cal evidence is apt to be significantly different.

Canadian authors such as Deutsch, Hood, Gordon,
Firestone, the staff members of various Royal Commissions
and the staff members of various Canadian federal depart-
ments and other institutions have carried out pioneering
work in the field of business saving and investment as well
as in related areas, which is of comparable importance to

general knowledge about the Canadian economy, despite a lack
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Aof resources at the command of their U. S. Colleagues.
Where such information is available and where en-
lightenment is sought with respect to the Canadian experi-
ence this author thought it only natural to draw upon these
sources. Although at several points in this study the con-
clusion must be reached that certain areas of information
are deficient it must here also be pointed out that this
situation is by no means static.

Undoubtedly this area of economic experience will
receive further attention from Canadian authors. A good
bxample of substantial progress is the recently published
report for 1962 under the Corporations and Labour Unions
Return Act, compiled by the Canadian Dominion Bureau of
Statistics, which provides information on Canadian corpora-
tions of a new character.

Taking into account the growth of the corporate

form of enterprise, as discussed in this study, growing in-
terest in corporate saving appears to be a must. As will be
shown elsewhere in this study the corporate form of enter-
prise is a growing one. The year to year increases in the
number of corporations in Canada and the concomitant growth
of income, dividends, saving and investment added to those
of existing corporations point to the dynamic growth of

the corporate sector of the economy.
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At the same time it should be realized that a study
on corporate saving is severely hampered on two counts.

First, traditional economic theory does not
recognize the corporation as a distinct behavioural entity.
Traditional analysis concentrates upon the firm in general
rather than upon the corporation. The corporate form of
enterprise is, among firms, only one form of organization
among many. In view of the rapid development of this form
of organization, which, as regards its capacity to earn
profits, may well become the dominant one in the near
future, a certain lag in adaptation of statistical reports
on its behaviour is to be expected and indeed found to
exist.

Secondly, and this may well be due to the uncertain
position of the corporate form of organization in economic
theory, there exist widely divergent views among economists
as to the conclusions to be reached in analyzing corporate
saving behaviour. This observation applies especially to
analysis of the corporation and its activities on the macro-
economic level. On the micro-economic level standardized
information appears to be readily available, especially so,
where rapid development in the segregation of ownership and
management, matched by equally rapid development in the

decision-making process due to new and powerful techniques
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mostly of a mathematical nature, necessitated fast and
widespread action.

Under these circumstances a study of corporate
saving is of necessity limited to the objectives set out
above. Vast resources would be required to collect all
data deemed relevant and desirable with respect to corporate
saving behaviour and to attempt, on their basis, a pene-
trating analysis in order to place the corporate form of
organization within a proper framework of definitive
economic theory.

Despite the fact that such resources are not at this
author's command, the hope is expressed that this study,
be it in modest measure, may contribute to not only know-
ledge, but also the development of interest, in this

absorbing area of economic behaviour.
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CHAPTER I
CORPORATE SAVING; DEFINITION AND REFERENCES
1. Definition of National Saving.

The Canadian Dominion Bureau of Statistics, for
national income accounting purposes, defines national
saving as "total production less personal expenditure on
consumer goods and services less government expenditure on
goods and services".l

Alternatively, National Saving may be defined as the
sum of factor incomes accruing to Canadian residents less
their expenditures on goods and services. National Saving,
according to these definitions, constitutes then, broadly
speaking, that portion of the current income flow, which
is not consumed in the period of its generation by its
recipients.
National Saving is thus conceived of as a residual.
It derives from the simple equation "Income - Expenditure
on consumption =~ Saving", (i.e. Y-C=S).
This aggregate concept of saving depends upon the
prevailing concepts of both income and expenditure on

consumption; that is to say, variance in the definition of

Dominion Bureau of Statistics, Research and
Development Division, National Accounts, Income and
Expenditure, 1926 - 1956, Ottawa, Queen's Printer,
1962, p.108.
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one or both these concepts entails a corresponding variance
in the savings-residual.

It should be noted that, at this time, neither a
direct estimate of national saving, nor a direct estimate
of corporate saving is feasible for national income account-
ing purposes or available from sources other than the

Canadian National Accounts.
2. Aggregate Theoretical Interrelationships

Keynes defines national saving as "the excess of
income over expenditure on consumption."2 By consuming
part of their income the residents of a nation return funds
to the producers, whose goods and services they acquire.
By refraining from consumption the remaining part of their
income, i.e. "the excess of income over expenditure on
consumption"” or "savings" are created. This supply of
savings is drawn upon by the producer or entrepreneur for
productive purposes. In other words, savings and invest-
ment are identical. Investment is thus, analogous to
savings, also conceived as a residual. It is derived from
the equation "Income - Expenditure on consumption =
Investment" or, alternatively, "Income — Consumption ==

Investment", (i.e. Y—C=1I).

2 J.M. Keynes, The General Theory of Employment,
Interest and Money, London, McMillan & Co. Ltd., 1961, p.6l.

e
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From the two equations:
Y—-C=3S
and Y-C=1I
the equation S=1I is derived, which set of equations under-
lies a significant approach to the analysis of the working
of the modern economic system.,

The Savings - Investment identity cannot, however,
be adopted without qualification. Taking into account a
time-element, it is evident that investment is preceded
by saving.

Hence the question arises in which manner the
savings - investment equality is achieved. Furthermore,
bank-credit and reactivated idle balances are also sources
of funds for investment, which funds do not necessarily
have to be generated in the same period in which investment
takes place. In addition consideration is usually given to
the fact that savings are, in the modern economy, not
generally generated by the same group of persons or
institutions committing funds to investment, which would
seemingly impair the achievement of equality between
savings and investment over the same period of time.

Prof. D.H. Robertson defined Investment as the sum

of saving, bank credit and dishoarding (I= S + A +B).3

8 D.H. Robertson, "Saving and Hoarding," Economic
Journal, September 1933, p.u4ll.

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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He pointed out that investment so constituted derives from
savings, bank credit and dishoarding generated prior to
the event of investment.

Although Keynes agreed that the funds available for
current investment could be stated in terms of "prior
saving" plus "dishoarding and credit expansion" he prefers
to base his analysis on the point of view that the amount
of saving which is taking place at the same time as the
investment must be exactly equal to that investment.
Mathematically expressed this implies that if Keynesian
St:: Robertsonian St'* At'* B, then the corresponding
|Keynesian It== Robertsonian It+l‘

The following diagram illustrates the two different

points of view.

Keynes:

TIME

t t+l

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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Robertson:
TIME
>
(S+A+B)t (S+A+B)t+1
Ita Tt42
DIAGRAM 1.

From the preceding illustration and text it is
evident that the Robertsonian point of view entails period
analysis. The Keynesian approach involves time - rates - of
change analysis.

The latter method is commonly adopted in national
income accounting. This applies also to the Canadian
National Accounts within the framework of which this study

of corporate saving in Canada will proceed.

3. Saving and the National Accounts.

In the Canadian National Accounts four sectors are
recognized, viz. the personal, the government, the business
and the non-resident sector.

The accounts, organized on this basis, recognize and

record transactions, defined as any dealing in which some-

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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thing is exchanged for money or a claim on money between
and within these sectors.

The saving of each national sector is carried into
the "National Saving Account", which shows the source as
well as the disposition of the saving of each sector.

Personal Net Saving is transferred from the
personal income and expenditure account; Business Gross
Saving derives from the business operating account; Govern-
ment Surplus or Deficit from the government revenue and
expenditure account; Inventory Valuation Adjustment from
the business operating account.

National Saving, in conformity with the definition
used for national accounts' purposes, consists of the
saving of all Canadian residents. The essential elements
of national saving are Personal Net Saving, Business Gross
Saving and Government Net Surplus or Deficit.

Business Gross Saving or Business Gross Fixed
Capital Formation includes new residential construction.

Business Gross Saving further includes the net
saving of corporate business, whilst savings of unincor-
porated business is included in Personal Net Saving.

Further elements of national savings, according
to the concepts employed by the Dominion Bureau of
Statistics, are the "Inventory Valuation Adjustment" and a

"Residual error of estimate", the latter being a balancing

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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item divided equally between the 'source' and 'disposition'
sides of the National Saving Account.

The disposition-side of this account records savings
as investment, thus forming the basis for the definition
used for national accounts' purposes.

The item "Inventory Valuation Adjustment" on the
sources-side is the difference between the value of the
physical change and the change in book-value of the
inventory, insofar as this inventory includes goods pro-
duced in the period to which the inventory valuation

applies.
4. Business Saving and Corporate Saving.

The Business Sector of the National Accounts is
defined as follows:

"The Business Sector includes all transactors which
operate for gain, including corporations, unincorporated
business enterprises, independent professional practitioners
and government business enterprises. The basic character-
istic is that these transactors produce goods and services
for sale at a price which is intended to cover the cost of
production. This definition is somewhat qualified by the
inclusion of home-owners' housing activity and the
construction of new buildings by private non-commercial

institutions as well as imputed rent upon government

UNIVERSITY OF OTTAWA - SCHOOL OF GRADUATE STUDIES
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buildings".q

Business saving then is, on the basis of this
definition the sum of savings generated by corporations,
unincorporated business enterprises, independent profession-
al practitioners and government business enterprises.

In the collection of information and the subsequent
processing of the data obtained, the Dominion Bureau of
Statistics encounters some difficulties with respect to
business saving. The following indicates the accounting
conventions adopted.

"National Saving, as set out in Canada's
official National Accounts, represents the saving
of all Canadian residents and consists essentially
of three elements: Personal Net Saving, Business
Gross Saving and the net surplus or deficit of all
levels of government - federal, provincial and
municipal.

Personal saving 1s shown in the accounts on
a net basis only because in recording the dis-
position of National Saving all private investment,
including residential construction, is by accounting
definition allocated to the business sector of the
economy.

Consequently, as no capital formation is
identified with the personal sector, no capital
consumption allowances are attributable to persons.

Hence, in accord with this accounting
convention, the only saving assigned to persons is
necessarily net and it should be noted that
Bersonal Net Saving includes the net retained
earnings of unincorporated businesses. On the
other hand, Business Gross Saving consists of all
private capital consumption allowances plus the

* Dominion Bureau of Statistics, op.cit., p. 117.

UNIVERSITY OF OTTAWA SCHOO! OF GRANDUATE %1 UDIE S
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net saving of corporations, that is, the net
current profits retained by corpgrations after
payment of taxes and dividends".

With regard to determining the savings of the
unincorporated business enterprises a statistical difficulty
is encountered in separating "business saving” and income
of the owner of the enterprise, who combines ownership with

that of an entrepreneur and whose income, in most cases,

includes profits to be retained as savings.
5. Corporation Data Sources

The Dominion Bureau of Statistics publishes data on
corporation savings' components in both the National
Accounts on an annual basis and on a quarterly basis, viz.
in the publications "National Accounts, Income and Expendi-
ture", annually and quarterly. and "Quarterly Corporation
Profits".

For the compilation of the statistics on corporation
profits in the annual and quarterly sets of the National
Accounts the D.B.S. uses the Ffigures compiled by the
Department of National Revenue and published annually under

the title "Taxation Statistics".

> F. Wildgen. National Saving at Potential Output

to 1970, Staff Study No. 10, prepared for the Economic
Council of Canada. Ottawa. Queen's Printer, 1965, p. 2.

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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The D.B.S. compiles data for the publication
"Quarterly Corporation Profits" from its own sample survey
of corporations.

The data contained in the latter publication are
stated to be less reliable than the data based on "Taxation
Statisties". Since however the latter data are only
available some two years following the year they refer to,
this disadvantage is partly offset by the earlier avail-
ibility of the quarterly data. Aside from the fact that

the sample survey for the publication "Quarterly

Corporation Profits" covers fewer corporations than do the
"Taxation Statistics™, there is another basic difference
which makes the quarterly profit data less suitable for a
study on corporate saving. The basis for the sample consists
of "all companies incorporated in Canada, except governnent-
owned companies and incorporated co-operatives."

Canadian unincorporated branches of foreign
corporations are also included in the totals while foreign

s 2. . . . 6
subsidiaries of Canadian corporations are excluded".

6 Dominion Bureau of Statistics, Quarterly
Corporation Profits, 1950 - 1954, Ottawa, Queen's Printer,
1955, p. 7.

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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The "Taxation Statistics" on the other hand present
an analysis of corporation income tax returns of all
companies filing a T 2 Corporation income tax return
whether taxable under the Income Tax Act or not.7

The adjustments to corporation profits made by the
D.B.S. to adapt the Department of National Revenue's
figures to the National Accounts are briefly summarized as
follows:

"Depletion charges, which are deductible for
income tax purposes are added back to 'corporation
profits before tax', since discoveries of new natural
resources are not capitalized and are, therefore,
not counted as part of capital formation. The
exhaustion of natural resources is not regarded,
therefore, as a charge against the National
Income. Another adjustment is for provincial
mining and logging taxes which are allowed as an
expense for income tax purposes but which are
added back to profits for the National Accounts.
Similarly, banks calculate profits for taxation
purposes after transfers to reserves but these
transfers are added back to the National Income
since they are not a charge against production
and a deduction is then made for estimated bad
debt losses.

Charitable contributions made by corporations,
also deductible as an expense under income tax
regulations are added back on the grounds that
they are not a direct cost of production, but
merely a distribution of earnings (a transfer
payment). Corporate losses are also deducted in
order to bring the figures to a profits less losses
basis, and an adjustment is made to eliminate

I ) 7 Department of National Revenue, 1964 Taxation
ptatistics, Part 2, Ottawa, Queen's Printer, 196%, p. 16.

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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profits which have been refunded to the government
through renegotiation of war contracts. It should
be noted that under the Canadian income tax
regulations, taxable profits, calculated before
payment of dividends, do not include dividends
received from Canadian corporations. No special
allowance need therefore be made to eliminate
Canadian inter-corporate dividends. The profits
of co-operatives are included in the National
Accounts in corporation profits".8

This study will draw essentially upon corporate
savings' information contained in the D.B.S. publications
based on the Department of National Revenue's statistics.
Other sources will be drawn upon occasionally as indicated.
As to the quality of available data, the comments by one
authority should be borne in mind:

" ..... we must once again remind the reader

that while we feel we have done the best that can
be done in marshalling existing information on the
transactions of the corporate sector we are not
satisfied with existing basic information. Several
of the important estimates are residual estimates;
information underlying other estimates in in-

complete, and for some categories we could not
produce estimates that warranted separate display".9

6. Definition of Corporate Saving.

Corporate Saving is included in Business Saving.
A distinction is made between Gross and Net Corporate

Saving.

8 Dominion Bureau of Statistics, op. cit., p. 1l1k.

9 Wm. C. Hood, Financing of Economic Activity in
Canada, Royal Commission on Canada's Economic Prospects,
Ottawa, 1958, pp. 206 - 207.

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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Gross Corporate Saving consists of Corporate
Capital Consumption AllowanceslO and net current profits
retained by corporations after payment of taxes and
dividends.

Net Corporate Saving consists of these net current
profits retained by corporations.

There is then no item "Corporate Saving" included
in any of the tables of the Canadian National Accounts. To
arrive at Gross Corporate Saving for each year, several
items from different tables must be combined. Net
Corporate Saving is however directly included as the item
"Undistributed Corporate Profits", constituted as set out

before.

Gross Corporate Saving:

The components of Gross Corporate Saving, i.e.
"Corporate Capital Consumption Allowances and Miscellaneous
Valuation Adjustments" and "Undistributed Corporate Profits"

are concepts which are subject to extensive qualification.

10

Those of government business enterprises are
included.
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The item "Capital Consumption Allowances and
Miscellaneous Valuation Adjustments"ll, includes two
classes which at present are not separable: an allowance
for consumption of fixed capital in the economy and various
valuation adjustments. The latter arise from differences
in the concepts of income and capital consumption as
reflected in business accounting records and the corres-
ponding concepts required for national accounting purposes.

Miscellaneous valuation adjustments include in
general some items representing cost of production which

cannot be classed as returns to the factors of production

and items basically constituting income or profit adjust-

ments.

The items referred to are respectively:
1. Depreciation.
2. Capital outlay charged to current expense.

3. Non-capital outlays charged to capital account.

4, Claim portion of business and residential insurance.

5. Scrap and salvage allowances.

6. Amortization, development write-offs, deferred
maintenance and miscellaneous charges to reserves.

7. Bad debt allowances.

1l gee e.g. Table 51 of Dominion Bureau of Statis-
tics, National Accounts, Income and Expenditure, 1926-1956,
Ottawa, Queen's Printer, 1962, p. 92. In this Table the
item is allocated between Corporations, Individuals and
Unincorporated business, and Government business enterprises.
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Depreciation; this item is the mainstay of the item "Capital

Consumption Allowances and miscellaneous valuation adjust-
ments". Included are allowances for depreciation on
business fixed capital, residential housing, capital
equipment of some types of private non-commercial institu-
tions (e.g. municipal hospitals), and government-owned
buildings. It is necessary to adjust available book value
figures insofar these refer to original cost depreciation
figures. The adjustment brings available book value
depreciation figures to the level of current replacement
value of capital assets currently consumed. This depre-
ciation valuation adjustment is not made explicit in the
Canadian National Accounts due to statistical difficulties.

Capital outlay charged to current expense; this item adjusts

business accounting practice in those cases where capital
assets, e.g. furniture, office-equipment, tools and so on,
have been charged as a current expense rather than
capitalized. This is necessary in order to conform to the
definition of fixed capital formation used for national

accounting purposes, which is framed in terms of tangibility
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and durability of the goods under consideration.12

Non-capital outlays charged to capital account; under this

item the converse procedure is adopted to correct for
charges represented as capital outlays by business. In-

cluded are corrections arising out of mining development

and exploration costs, brokerage fees capitalized by

business and real estate commissions.

Claim portion of business and residential insurance; under

this heading amounts arising from insurance claims are
adjusted in the required manner to balance the National
Accounts.

Scrap and Salvage allowances; under this item adjustments

are made for the inclusion of receipts from scrap, salvage
or trade-in value of old machinery and equipment which has
been replaced by new machinery and equipment.

Amortization, development write-offs, deferred maintenance

and miscellaneous charges to reserves; this item serves to

12 Business gross fixed capital formation, as
defined in the National Accounts, includes expenditure of
business for new construction and new machinery and equip-
ment. Only new construction and new machinery and equipment
are included; purchases of land, used buildings and second-
hand machinery and equipment are excluced since they do not
represent current production of goods and services.
Imported used machinery and equipment are 'new' as far as
Canada is concerned and represent an addition to the total
stock of capital equipment in Canada; such purchases are
therefore included in expenditure on fixed capital.
Replacements and major alterations are treated as capital
formation, but ordinary repair and maintenance expenditures
are not.

S P,
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include in capital consumption allowances amounts corres-
ponding to certain amortization and other charges analogous
to or in line of depreciation which have been allowed as
deductions from revenue for taxation purposes.

Bad debt allowances; these charges are included as a

valuation adjustment in capital consumption allowances and
miscellaneous valuation adjustments.

Gross Corporate Saving includes besides Capital
Consumption Allowances and Miscellaneous Valuation Adjust-
ments the component Undistributed Corporation Profits or
Net Corporate Saving.

Undistributed Corporation Profits:

Undistributed corporation profits are defined for National
Accounts' purposes as those profits retained by the
corporation after payment of taxes, dividends and
charitable contributions out of current earnings.

The earnings and assets of the corporation and of
business enterprises in general, are affected by changes
in inventories over the current period due to price changes
and changes in stock held. The latter, i.e. the physical
change in inventories, is included in the National Accounts
as the value of physical change in inventories reflecting
a change in physical quantities held valued at the average
prices of the period. A revaluation of inventories takes

place at the end of the accounting period, giving rise to
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an adjustment of book-values of the carry-over portion.

To obtain the value of physical change in inventories the
book value of inventories is deflated to remove the effect
of price changes and the derived physical change is sub-
sequently valued at average prices of the current period.

A further adjustment is necessary to compensate for
unrealized gains or losses arising from the effect of price
changes on holding of inventories, i.e. the inventory
valuation adjustment which affects business profits as
recorded in the National Accounts. This inventory valuation
adjustment is the difference between the value of the
physical change and the change in book value.

The entry "Inventory Valuation Adjustment" includes
both corporate and unincorporated business components,
principally because data to separate these components are
not yet available.

Undistributed corporate profits are arrived at by adding

to corporation profits before taxes the dividends paid to
non-residents, resulting in a figure of total profits, from
which are deducted corporation income tax liabilities,
dividends paid to non-residents, dividends paid to Canadian

persons and charitable contributions made by corporations.13

13 Note that addition and subsequent deduction of
dividends paid to non-residents in the accounts is for the
purpose of providing complete information only.
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Since no account is taken of inventory valuation
adjustment, due to the inseparableness of corporate and
unincorporated businesses' shares in the item, undistributed
corporate profits are, depending on the nature of the
inventory valuation adjustment, either understated or
overstated in real terms.

How important are inventory valuation adjustment
figures relative to Business gross saving and Undistributed
corporate profits in particular? The answer, as indicated
by the figures in Table I, is, that these figures are by
no means negligible.

It may be suggested here that a simple method be
adopted to allocate inventory valuation adjustment between
the corporate and unincorporated sector, based on the
following assumptions:

1. The relation between inventory valuation

adjustment and both corporate and unincorporated
business capital consumption allowances 1s

proportionate.

2. Price changes affect equally inventories of
corporate and unincorporated business enter-

prises
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3. Accounting conventions are such that no
essential difference arises in the calculation
of corporate and unincorporated business
inventory valuation adjustment.

4. No other factors exist which disturb the simple
relation between inventory valuation adjustment
and corporate as well as unincorporated

business capital consumption allowances.

A further adjustment to corporate capital
consumption allowances and undistributed corporate profits
is necessitated by the occurrence of the item 'Residual
Error of Estimate' in the National Saving Account. To
approximate the highest degree of accuracy possible in
working with the figures available in the National Accounts
the residual error of estimate should be allocated to the
various entries in the National Savings Account in pro-
portion to their magnitude. The portion allocated to
Business Capital Consumption Allowances should in turn be
allocated proportionally between Corporate and Unincorpor-
ated Business Capital Consumption Allowances. Since the
Residual Error of Estimate is of comparatively limited
influence upon the savings' data, its occurrence in the
National Accounts will not be taken into further consider-

ation in this study, either in quantitative or in
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qualitative terms.1u

7. The Structure of Gross and

Net Corporate Saving.

In order to present a comprehensive view of the
structure of gross and net corporate saving the components

are listed below.

l. Depreciation. (positive)

2. Capital outlay charged to current expense.
(positive)

3. Non-capital outlays charged to capital account.
(negative)

4. Claim portion of business and residential
insurance. (positive)

5. Scrap and salvage allowances. (positive)

1t This procedure is in fact also based upon con-
clusions with respect to the statistical behaviour of the
Residual Error of Estimate reached by D.J. Smyth (Univer-
sity of Birmingham) in his article "The Residual Error of
Estimate in the Canadian National Accounts," Canadian
Journal of Economics and Political Science, Vol. XXX, No. &4,
November 1964. The conclusions entail that ..... "consi-
derable care should be exercised in using annual national
income data in the light of the evidence on the behaviour
of the residual error, for the annual residual error series
do not come out very well from the statistical tests. The
annual post-war series considered alone are more satisfac-
tory. This is not surprising as we should expect the resi-
dual error to become less important and its behaviour more
in accordance with the desired statistical properties as
sources and methods are improved".
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6. Amortization, development write-offs, deferred

maintenance and miscellaneous charges to
reserves. (positive)

7. Bad debt allowances. (positive)

A. CORPORATE CAPITAL CONSUMPTION ALLOWANCES AND
MISCELLANEOUS VALUATION ADJUSTMENTS.

(ITEMS 14 2~ 3 4+ 4+ 5+ 64+ 7).

8. Corporation profits before taxes and including

dividends paid to non-residents. (positive)

9. Corporation income tax liabilities. (negative)

10. Dividends paid to non-residents. (negative)

11. Dividends paid to Canadian persons. (negative)

12, Charitable contributions from corporations.

(negative)

B. UNDISTRIBUTED CORPORATION PROFITS OR NET
CORPORATE SAVING.

(ITEMS 8 — 9 — 10— 11 — 12).

C. GROSS CORPORATE SAVING.

(ITEMS 1 4+ 2 —3 4+ 4 +5+6+ 7+ 8~ 9 —10~ 11~

12).

13. Inventory valuation adjustment share based on

Capital consumption allowance proportion.

(positive or negative)
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GROSS CORPORATE SAVING ADJUSTED FOR INVENTORY
VALUATION. ‘
|
(ITEMS 1+ 2 - 3 4+ 4 4+ 5+ 64+ 7+ 8—9 —10— 11~

12X 13),
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TABLE I

INVENTORY VALUATION ADJUSTMENT IN RELATION TO
BUSINESS GROSS SAVING AND UNDISTRIBUTED CORPORATE PROFITS

1946-1964
(millions of dollars)

Year Business Gross Undistributed Inventory Valuation I.V.A. as a
Saving Corporate Profits Adjustment percentage of

B.G.S.
1946 1508 488 ~254 16.8
1947 1885 628 -571 30.3
1948 2131 790 -506 23.7
1949 2149 587 -112 5.2
1950 2831 752 -374 13.2
1951 2853 662 -643 22.5
1952 3083 618 106 3.4
1953 3378 729 - 11 .3
1954 3484 571 86 2.5
1955 4292 962 -189 4.4
1956 4793 1131 -238 5.0
1957 4863 854 - 78 1.6
1958 4774 876 - 35 .7
1959 5185 986 -122 2.4
1960 5269 837 - 74 1.3
1961 5327 757 - 89 1.7
1962 5823 903 -113 1.9
1963 6283 973 -195 3.1
1964 6969 1252 -121 1.7

Source: Canadian National Accounts, Tables 17 and 50.
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TABLE II

INVENTORY VALUATION ADJUSTMENT DISTRIBUTED BETWEEN
UNINCORPORATED BUSINESS AND CORPORATION PROFITS ON
THE BASIS OF PROPORTIONATE CAPITAL CONSUMPTION ALLOWANCES
1946-1964
{millions of dollars)

Year Inventory Government and Corporate Undistributed Share of Undistributed
Valuation Unincorporated Capital Inventory Corporation
Adjustment Business Capital Consumption  Corporation Valuation Profits Including

Consumption Allowances Profits Adjustment T.V.A.
Allowances

1946 -254 577 421 488 -107 595

1947 -571 641 582 628 -272 900

1948 -506 739 702 790 -247 1037

1949 -112 876 797 587 - 53 640

1950 -374 1006 907 752 -177 929

1951 -643 1166 1037 662 -303 965

1952 106 1233 1189 618 52 566

1953 - 11 1319 1354 729 -~ 6 735

1954 86 1384 1521 571 45 526

1955 -189 1533 1733 962 -100 1062

1956 -238 1666 1976 1131 -129 1260

1957 - 78 1767 2242 854 - 44 898

1958 - 35 1808 2091 876 - 19 895

1959 -122 1901 2303 986 - 67 1053

1960 - 70 1997 2426 837 - 38 875

1961 - 89 2093 2447 757 - 48 805

1962 -113 2201 2713 903 - 62 965

1963 -195 2334 2838 973 -107 1080

1964 -121 2482 3125 1252 - 67 1319
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Source: Canadian National Accounts, Tables 17, 50 and 51.
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CHAPTER II
DETERMINANTS OF CORPORATE SAVING

l. The Level of Corporate Saving.

As Goldsmith remarks ----- "there are two basic
sources for a statistical study of the determinants of
saving and of the form of the relation between saving and
the variables which determine it - time series and cross-
section studies. In the first approach an attempt is made
to determine the similarity of movement between saving and
the determining variables such as income, asset holdings,
and interest rates; and to measure the degree of influence
of these factors on saving by means of correlation analysis
or similar techniques on the basis of time series of nat-
ional aggregates for the different variables. Cross-section
studies, on the other hand, use information derived from a
sample of households, generally a few thousand units, to
determine the relationship between the same variables by the
same statistical methods, but only for one short period of
time, commonly one year —-—--~--- Analysis of time series
permits us to follow structural changes in the relationship
between saving and other variables and helps us to appraise
the stability of these relationships; but in the present

state of the available data it is limited to aggregates
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for large groups of savers, such as all nonfarm households
or agriculture as a whole".15

These observations of Goldsmith with respect to
savings in general apply also to time series on corporate
saving and related variables.

Corporate saving has indeed been extensively studied
in terms of correlation analysis.

In correlation analysis corporate saving, as a
dependent variable, is related to one or more independent
variables. The latter are referred to as determinants.

These determinants are affected by factors which
have a significant bearing upon corporate saving, such as
fiscal policy, monetary policy, the general price level,
etc.

In this chapter the most important determinants are
first enumerated and classified into three main categories.
Further, the factors which affect the determinants of corpo-
rate saving are indicated and examined.

Thus, insight is gained in the factors which
determine corporate saving behaviour and a basis is laid for

the selection of statistical information to be included in

15 R.W. Goldsmith, "Trends and Structural Changes

in savings in the twentieth Century," Savings in the Modern
Economy, Symposium on Savings, University of Minnesota Press,
Minneapolis, 1953, pp. 141-1u2.
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this thesis,

The selection of the time series for this study
Inust of necessity be based upon a specific criterion—

the relative importance of the statistical information with
respect to corporate saving.

Such a criterion can not be derived from the
Canadian National Accounts. Some of the estimates included
in these accounts do not specifically refer to the corporate
form of enterprise. TFurther, some of the statistical infor-
mation considered to be relevant is not included in the
National Accounts.

However, in economic literature corporate savings is
considered to be functionally dependent upon, among others,
g number of variables enumerated below.

These determinants are, in the form of time series,
presented in Chapter III of this study in addition to sta-
tistical information on corporate saving itself. The cri-
#erion used for the selection of time series is thus pri-
marily based upon the functional dependency of corporate

saving upon the variables presented.

The Determinants of Corporate Saving:

There appears to be no widespread agreement as to

the choice of variables which determine the level of
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corporate saving. The latter will, in this chapter, refer
to net corporate saving, unless otherwise indicated.

This practice is in line with that followed in
current economic literature. (See references indicated in
footnote 16 of this study).

As the most important determinants of corporate sa-
ving the following variables are listed:

(1) current net corporate income after taxes, (2) previous
period's corporate income, (3) expected corporate income,
(4) lagged dividends, (5) average of current investment less
capital consumption allowances and investment intentions

for the next year less current capital consumption allow-
ances, (6) current fixed business investment less capital
consumption allowances, (7) the functional relation of cor-
porate profits to the national income, (8) the relation of
tax liabilities to profits before taxes, i.e. the tax struc-
ture, (9) the functional relationship between profits after
taxes and dividend distributions, (10) the relation between
the amount of profit per unit of equity capital and divi-
dends. Considered as determinants are: (11) the rate of
current investment requirements, (12) previously accumula-
ted surplus; and in terms of the ratio of savings to income,

i.e. (S/Y) carried over to corporate saving, (13) the

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES




UNIVERSITE DOTTAWA ECOLE DES GRADUES

DETERMINANTS OF CORPORATE SAVING 30

current deflated per capita national income in relation to
the previous highest value of this variable.16

Smith notices that ".... it has been argued that
while there are a large number of factors influencing
corporate saving the principal determinants can be classi-
fied into two broad sets, the first arising from factors
involved in the investment decision and the second arising
from factors which promote stability of dividends"17

At the same time it should be noted that another
grouping of determinants could be based on income consider-
ations.

This category of determinants is in line with the

traditionally accepted functional relationship between

savings and income.

16 (1), (2), (3), (4), (5), (6), See D.C. Smith,
"Corporate Saving Behaviour," Canadian Journal of Economics
and Political Science, Volume XXIX, Number 3, August, 1963,
pp. 304-306.

(7), (8), (9), See J. Lintner, "The Determinants of Corpor-
ate Saving Behaviour", Savings in the Modern Economy,

P. 254. (Note that Lintner defines corporate saving as
corporate profits after taxes and inventory valuation ad-
justment less net dividends distributed).

(10), (11), (12), See S.P. Dobrovolsky, Comment upon
previously mentioned article by J. Lintner, op. cit., p. 257.
(13), See F. Modiglinani, "Fluctuations in the Savings -
Income Ratio: a Problem in Economic Forecasting", Studies
in Income and Wealth, Part V, Volume II, National Bureau of
Economic Research, New York, 1949, p. 379.

17

Smith, op. cit., p. 30u.
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Among the determinants previously enumerated this
category would include: (1), (2), (3), (7) and (13).

Thus the determinants of corporate saving may be
classified into three main categories, viz. (a) corporate
income, (b) corporate investment and (c) corporate dividends.
To obtain the desired insight into corporate saving
behaviour the factors affecting the level of corporate
income, investment and dividends are further examined in
this chapter.

Corporate saving is in current economic literature
considered to be dependent upon not only income but also
upon investment and dividends, as indicated previously.
Since these determinants serve as a basis for the
selection of time series included in this study, a few
observations on the nature of these determinants may be
appropriate.

In selecting corporate income as a determinant of
corporate saving, a traditional theoretical approach is
adopted. In economic theory saving is considered to be
dependent upon income, or, in other words, saving is a

function of income.18

18 5 = f(Y), where S = Saving and Y = Income.
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This functional relationship is however of a very
simple nature; only two variables are involved and both
variables relate to the same period of time.

However, economic theory does not preclude the
possibility that saving is dependent upon other variables.
Moreover, the degree of dependency upon other variables can
be established through correlation analysis.

Examples of independent variables were enumerated
in the above. These include other variables than income.

From these examples it is evident that the
determinants may be expressed in different forms. These
include e.g. current or lagged income, current, lagged
oﬁ leading investment, current or lagged dividends, a ratio
in which income on profits play a role, the rate of profit
to a unit of equity, etc.

Numerous formulations are possible, provided they
are expressed in the quantitative terms required for
correlation analysis.

The basis for selection of a particular determinant
is its effect upon the dependent variable. This in turn is
dependent upon other variables.

It would lead far beyond the scope of this study
to analyze all the important factors which influence each
of the possible variations that could be selected as

independent variable.
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These factors will therefore be related to corporate
income, investment and dividends in the form in which these
variables are reported in the time series of the National
Accounts. Where comparable information is available from
other sources, such data are used as a supplement to the
information obtained from the National Accounts.

As to the criteria for the selection of a parti-
cular variation of determinants it is pointed out that
there is need to evaluate carefully the interrelationship
between corporate saving and the independent variable
considered.

Account must be taken of both theoretical require-
ments and statistical problems, particularly availability,

coverage and meaning of the data.

Factors affecting Corporate Income, Investment and Dividends:

Among the factors affecting the level of corporate
saving through their effect upon corporate income, invest-
ment and dividends are deemed to be the most important:
fiscal policy, monetary policy, the general price level,
cost factors, dividend policy, status considerations and
the formation of new corporations.

It is difficult to classify factors of such
heterogeneous nature into a few clearly delineated groups.

The prominent impact of one factor may be on the micro-

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES



UNIVERSITE D OTTAWA ECOLE DES GRADUES

DETERMINANTS OF CORPORATE SAVING 34

economic level, that of another factor may be on the macro-
economic level. Some factors relate to the internal
decision - making process of the corporation, other factors
are outside the control by corporate management and
therefore may be considered as external factors. Particular
aspects of one and the same factor may be related to internal
or external or even mixed considerations.

Nevertheless it seems advisable to concentrate upon
both the internal and external aspects of each factor as
well as upon its micro- or macro-economic nature. Such an
approach is desirable because it takes account of the role
of the corporation itself on the micro-economic level and
the fact that determinants of corporate saving possess a,
be it generally different, degree of aggregation. The need
for such emphasis is expressed by Dobrovolsky as follows
in his comment on Lintner's article on the determinants of
corporate saving:

"I should think that the specific task, insofar as
the determinants of corporate saving are concerned,
is to investigate how much business firms tend to
save at different profit levels, and what other
factors, apart from profitability, affect their
decisions to save. And I entirely agree with

Mr Lintner's statement that in this kind of in-
vestigation it is essential to get down to the

microcosmic level and study the behaviour of indi-
vidual firms."1®

19 Dobrovolsky, op. cit., p. 256.
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Internal Factors:

Part of a corporation's saving over a given period
of time is the result of a deliberate decision by management
to retain all or a part of that period's net earnings. In
contemplating how great a portion of these earnings shall be
retained, management takes into account a number of
considerations. Amongst these the more important are
deemed to be dividend policy, cost of internal vs external
financing and status considerations. The rationale of
distribution is briefly summarized as follows:

"The object which a corporation has in view in
deciding between distribution and non-distribution must, in
theory at least, be to maximise the income ultimately dis-

tributed, taking present and future together ——----- ".20

External Factors:

A substantial part of corporate gross saving is
generated subject to external factors. Amongst the more
important are deemed to be fiscal policy, monetary policy

and the general price level.

20 J. Enoch Powell, Saving in a Free Society,
Published for the Institute of Economic Affairs, Hutchinson
& Co. Ltd., London, 1960, p. 16.
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Factors on the Micro-economic Level:

Decisions of an internal nature are on the whole
related to the micro-economic level. Several aspects of
external factors also relate to this level, e.g. the
relation between individual and corporate taxation rates as

a factor considered in dividend policy.

Factors on the Macro-economic Level:

Primary factors on this level are considered to be
the national income and the net increase in the number of
corporations from period to period and concomitant effects.

With respect to the national income one author's
view, with which this author fully agrees, is briefly para-
phrased as follows. Emphasis on the relation between
corporate income or profits on the one hand and the national
income on the other hand is rather fruitless. Practically
all economic phenomena are interrelated, emphasis on this
approach would logically lead to a discussion of the deter-
minants of national income and would end up with a general
treatise on macro-economics.21 Moreover the concomitant
discussion of the influence of corporate income upon
national income, i.e. the degree of interdependence, would

lead far beyond the scope of this study.

21 See Dobrovolsky, op. cit., p. 256.

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES




UNIVERSITE DOTTAWA ECOLE DES GRADUES

DETERMINANTS OF CORPORATE SAVING 37

2. Fiscal Policy

Three main aspects of fiscal policy have an
important bearing upon the level of corporate saving. The
Corporation Income Tax and Capital Consumption Allowances
affect savings directly, whereas savings are indirectly
affected by sales-tax, excise-tax, customs duties, etc.

Any change in fiscal policy entailing a decrease
in tax-deductions or increase in corporate income-tax, the
sales- or excise-tax, customs duties, etc. reflects upon

the corporation's general savings' capacity.

Direct effect:

The corporation itself is taxed as a recipient of
income. Two factors are involved. TFirst, the current
rate of taxation has a direct bearing upon the level of
corporate saving. An increase in the rate of taxation will
cause a proportionate decrease in corporate savings. This
does however not imply that absolute levels of corporate
savings necessarily decrease with increasing rates of
taxation. Since the "twenties" this rate of taxation of
corporate income in Canada has increased from approximately
10 percent to some 50 percent as a maximum applicable to
top incomes. Total corporate saving has, over the same

period, increased manifold.
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Secondly, the level of gross corporate saving is
directly influenced by fiscal policy as it relates to
changes in capital consumption allowances. Corporate tax
liability varies inversely with the amount chargeable as

capital consumption allowances.22

Indirect effect:

A change in taxes such as sales- and excise-tax or
customs duties, etc. affects corporate saving indirectly.
By influencing the level of sales, profits are affected

and hence the level of saving attainable.

Over-all effect:

In general it can be said that the corporation,
assuming the profit motive to be valid, will try to shift
the whole gamut of new costs or claims arising from changes
in fiscal policy to the consumer. The corporation must do
so in order to maintain its earnings - or profits - to-
capital ratio. Although the effect upon gross corporate
savings is a direct one, a change in fiscal policy need,
however, not always lead to a shifting of the effect of

reduced capital consumption allowances to the consumer.

22 See Chapter I, sub 7, items 1-7 specifying
this part of Corporate Saving as per National Accounts.
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As alternatives the corporation may decide upon more ad-
vantageous investment or similar objects to offset the
reduction in savings.

A similar observation applies to those new claims
upon the corporation's earning-capacity arising from
increases in sales- and excise-tax, import-duties, etc.
Management may decide to drop a particular line of goods in
favour of another one in order to maintain sales and hence
earning capacity. In both cases, however, management's
policy will depend upon evaluation of alternatives. No
such alternative however exists in case the taxation rate
of corporate income is increased.

In cases where the corporation is affected by
changes in fiscal policy, one authority comments thus on
the shifting of the tax-burden:

"Undoubtedly the tax falls immediately on the share-
holder. Undoubtedly too however, some of it at least
is passed on to consumers or workers, either readily
or slowly. While it would be wrong to analyze the
effect of taxes exclusively in terms of the
assumption that they are unshifted, there is un-
doubtedly an interval following changes in tax rates
where a part of the tax is unshifted"23

This comment indicates that shifts do take place.

To what extent and when cannot be determined exactly in

general. The corporation will however act in such a way

23 Wm. C. Hood, op. cit., p. 252.
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as to safeguard its financial status in terms of sales,
profits and savings.

It is noted that, where tax liabilities vary
inversely with the amount chargeable as capital consumption
allowances, tax considerations also play a role in invest-
ment decisions through their effect upon future depreciation

allowances.
3. The General Price Level.

Price changes have an immediate effect on the level
of corporate saving through the book value of inventory.

Insofar as the inventory contains goods produced
before the price changes took effect, the re-valuation of
these goods in the books of the corporation at the end of
an accounting period increases or decreases the value
recorded earlier. The difference in book-value is an un-
realized gain or loss. As explained in Chapter I of this
study this unrealized gain or loss is dealt with in the
National Accounts through the item "Inventory Valuation
Adjustment." A method to differentiate between a
corporate and unincorporated share, which the National
Accounts do not provide for, has also been suggested in

Chapter I.
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Indirectly corporate savings are influenced by the
general price level through effects upon the level of sales.
"Corporate saving in the national income account
consists of depreciation charges plus retained earnings.
In any particular year that depreciation charges are
given, dividends depend primarily on an historical
percentage pay-out on absolute dividends per share,
leaving corporate retained earnings as the differ-

ence between the net sales and the operating costs

plus dividends and taxes. So the current price

level clearly affects current corporate savingu
through its influence on the level of sales."

4, Cost Factors.

The decision to use external funds instead of or
besides internally generated savings entails costs and
hence reduces the savings of the corporation directly.
Management's attitude with respect to company savings may
range from one extreme to another. Company savings may,
on the one hand, be regarded as interest-free loans (from
the shareholders) to funds that can be profitably lent at
a rate comparable to the company's own rate of return on
the use of these funds. Of course, at times, the cor-
poration will have to raise funds externally, especially if
the projected expansion cannot be financed by internal
funds. Two main aspects of raising funds relate to

corporate saving.

24 R.E. Caves and R.H. Holton, The Canadian Economy,
Prospect and Retrospect, Harvard Economic Studies, Vol. CXII,
Cambridge, Mass,,Harvard University Press, 1959, p.l16.
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First, funds cannot be raised without costs; i.e.
cost of flotation.

Secondly, a number of effects may arise which
counterbalance the costs of raising funds; i.e. mitigating

effects.

The Cost of Raising Funds:

In a brief to the Royal Commission on Banking and
Finance the Investment Dealers' Association reported on
costs of raising funds in Canada. The statistical infor-
mation submitted by the Association is presented below
in Table III.

These financing charges reduce the income of the

corporation and thus may affect corporate saving.

Mitigating Effects:

In so far as corporations are allowed to write-off
costs incurred in raising funds the effect upon its income
is mitigated.

Another mitigating effect occurs in the form of
increased accrued tax-liabilities. 1In view of the high
level of corporate income tax rates these accrued tax
liabilities - reported as excess of tax liabilities over
collections - should exhibit a tendency to increase. These

increases in accrued tax liabilities may be considered as
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interest-free funds. The interest so earned - be it through
a lack of obligation to pay interest - would partly offset
costs of raising funds and so exercise a mitigating
effect.25
Finally, if the funds borrowed yield returns in
excess of financing charges (including interest), and that
is likely to be the case in most instances since business
borrows in the expectation of making a net return on its

investment after allowance for financial charges, then

corporate saving may increase.

5. Status Considerations.

The level of corporate saving is in part determined
by considerations which take into account the company's
position in the financial community.

While in Canada savings are enhanced by the share-
holders' desire for increasing equity rather than maximum
dividends, savings are limited by the corporation's need
to distribute sufficient dividends to be able to attract

funds it may wish to obtain externally in the future.

25 This effect is discussed more extensively by
J. Lintner in his article: "The Financing of Corporations"
in The Corporation in Modern Society, Harvard University
Press, Cambridge, Mass, 1961, p. 185,
For Corporate Income Tax Rates see: "The 1964 Rate
Structure, Corporations", under the heading "Dividend Policy"
in this Chapter of this study.
For the item "Excess of Tax Liabilities over Collections" see
Table 50 of the National Accounts, op. cit., p. 92.
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Size of Issue Bonds and Preferred Common
Debentures Stock Stock

(Arithmetic averages of gross mark-up as a percentage of cost).
Under $3 million 4. 62 6. 05 8.43

Over $3 million 2. 82 4,75 6.98

Source: Investment Dealers' Association of Canada, Brief Submitted

[Mimeographed), Appendix E, p. A, 366.

to the Royal Commaission on Banking and Finance, July 11, and 12, 1962,
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Some corporations whose shares are traded on the
stock-exchanges face the problems of a take-over-bid. These
may arise from excessive company saving, particularly if
the latter is not fully reflected in the current stock
market valuation. Market values, as a rule, are influenced
by dividend payments and expectations for dividend payments,
and to a lesser extent by the intrinsic value as represented
by the assets of the companies concerned.

The general standing of the corporation is further
enhanced by charitable contributions. These contributions,
though generally deductible for income tax purposes, affect
the savings of the corporation directly, but only to the
amount of the difference between reduced tax liability and
the amount of the charitable contributions themselves.

In addition to the above there are a great number
of considerations which corporate management will take into
account with respect to the corporation's general status
and specifically its status in the financial community.
Examples are its public relations policy in general,
participation in exhibitions, in short, all activities to

create a favorable "image".
6. Monetary Policy.

The main aspect taken into consideration by

corporate management with respect to monetary policy is
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generally considered to be the relative importance of the
current and future rate of interest on capital to be
borrowed for investment purposes. The Royal Commission on

Banking and Finance reports:

"Corporate investment in plant and equipment is
often considered to be an item of expenditure which
may be sensitive to changes in credit conditions
since it fluctuates over a wide range and those
making the decisions are expected to be more sen-
sitive to costs and returns than consumers and
governments. At any point of time, business firms
have a number of projects involving the construction
of plant or purchase of equipment for which there
are various anticipated rates of return. Some
projects which promise a high rate of return will
have priority in the plans for investment, but

there must be some projects which are regarded as
marginal, and which will no longer be regarded as
worthwhile investments if interest costs rise. In
some cases, investment decisions are in fact altered,
but there are several reasons why increases in
interest rates of the kind we have experienced
affect only a strictly limited amount of business
investment".26

The Royal Commission advances the following reasons

for the limited effect of increases in interest rates upon

. . 27
business investment:

1. A high proportion of business investment is
financed through retained earnings and
depreciation allowances.

2. Much business capital expenditure is on a
"must" basis in that the firm has either to

] Report of the Royal Commission on Banking and
Finance, Queen's Printer, Ottawa, 1964, p. 430.

27 1bid., pp. 430 - u31.
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improve the quality of the product and reduce
production costs or lose its position in the
industry. Some of this investment is
described as having no measurable rate of
return and therefore as being insensitive to
any change in interest rates.

3. A third factor contributing to unresponsiveness
is the existence of a substantial corporate
income tax. Corporate executives frequently
point out that the cost of an increase in
interest rates is cut in half by the exist-
ence of the corporate income tax and its
effects are therefore correspondingly reduced.

In general it may be observed that in aggregate form
at all times corporations draw upon outside funds irres-
pective of the prevailing rate of interest. In view of the
above findings of the Royal Commission on Banking and
Finance the conclusion that the rate of interest does not
play a predominant role in the determination of the level
of borrowing of outside funds appears to be warranted.

In cases where corporations rely upon external
funds at widely divergent rates of interest, the possibility
of lower rates of interest at some future date may lead to
some postponement in investment.

With respect to the availability of funds the Royal
Commission remarks that -----~-"in periods of credit
restraint, business firms with adequate access to credit in
normal times cannot always obtain the funds they require at

prevailing market rates. In short, limitations are imposed

on the availability of credit, and the increased difficulty

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES



UNIVERSITE DOTTAWA ECOLE DES GRADUES

DETERMINANTS OF CORPORATE SAVING 48

of obtaining funds is not fully reflected in interest
rates".28
On this point the Royal Commission concluded that
changes in the availability of credit have had about the
same effects on investment as changes in interest rates.
On occasions some projects were abandoned or postponed. But,
in general, limits on the availability of credit during
recent periods of credit restraint have not been sufficient-

ly stringent to exercise more than a limited influence over

investment in plant and equipment.
7. Dividend Policy.

From time to time, usually quarterly, semi-annually
or annually, corporate management has to decide upon the
payment of dividends, thereby reducing corporate income and
hence saving over the current period by the amount of
dividends decided upon.

Opinions as to which factors are taken into account
by management in formulating divident policy differ exten-
sively. One author enumerates these considerations:

"Some of the general considerations which are borne in mind
by corporation directors in deciding their dividend policy

at a particular time are (1) the company's cash position;

2% Ibid., ph. 432.
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(2) its capital structure and the extent of share distribu-
tion; (3) plans for future development and expansion; (4)
the possibility and/or desirability of securing new outside
capital as opposed to financing internally; (5) the past
record of earnings and prospects of future earnings; (6)
general business conditions; (7) taxes; and (8) contin-
gencies".29
Some of these considerations are self-explanatory.
Other considerations, however, have a relatively complex

background which will require more elaborate examination.

29 J. Richards Petrie, The Taxation of Corporate
Income in Canada, University of Toronto Press, Toronto,
1952, p. 151.

30 It should be noticed that due to the relation
between dividends and income a number of the considerations
enumerated also refer to factors other than dividend policy.
References are as follows:

Point (2) has been discussed under the heading "Fiscal
Policy" insofar as it relates to taxation, (capital consump-
tion allowances). Point (3) has been discussed under the
heading "Monetary Policy" insofar as it relates to invest-
jnent.

Point (4) has been discussed under the heading "Status Consi-
derations" insofar as it relates to the status of the corpo-
ration in the financial community and under the heading
"Monetary Policy" insofar as it relates to the availability
of funds and under the heading "Cost Factors" insofar as
related to costs of flotation vs internal financing.

With respect to dividend policy points (1), (2), (3), (5),
(6) and (8) are here regarded as self-explanatory. Points (u)
and (7) will receive further attention with respect to the
formulation of dividend policy.
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With respect to point (4), i.e. the possibility
and/or desirability of securing new outside capital as
opposed to financing internally, Petrie observes:

"In some cases an important consideration is the
apparent belief that a long record of unbroken dividend
payments, through good Years and poor, gives the company
a relatively strong position in the capital market when new
shares are offered to investors. It is argued that the stock
should sell at a higher price, even though in the aggregate
the rate of dividends declared might be lower than when a
policy of intermittent and fluctuating dividend payments
is followed" !

With regard to point (7), i.e. taxes, Petrie observes
that a reason for the retention of profits is ------- "the
desire to avoid the individual tax on them. This policy is
more likely to be followed in small closely held corporations
than in large public corporations where there is a wide
diffusion of ownership. Its effects probably have relatively
little significance for the national economy because of the

total of all corporate earnings".32

31 Petrie, op. cit., p. 151.

82 Ipid., pp. 152 - 153.
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However, this view is not generally accepted. In
view of the differential tax rate between individuals and
corporations there may very well be more importance attached
to this factor than argued just now. The substantial sales
of shares, even at times of a high rate of interest on bonds
and debentures would seem to indicate that, apart from pure
speculation, a milder form of speculation is not uncommon
and perhaps even dominant in Canada. In other words it may
well be, that the dominant consideration for the rather low
rate of return in the form of dividends on shares, is the
difference in rates of taxation as referring to individuals
and corporations, especially in higher income brackets,
taken into account by corporate management. (For comparative
purposes Table IV and related text as well as the Taxation
Rate Structure for corporations given below should be
consulted).

This view is confirmed by Wm.C. Hood as follows:
eveeeeeeeesnsdividends paid to individuals are received
largely by persons in the higher income brackets. But the
marginal rate of taxation on such persons' income is higher,
and typically has been higher than the marginal rate on

. . 33
corporation income.

. 33 Even allowing for the 20 percent tax deduction on
dividends from Canadian companies in a great many cases.
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Moreover there is no capital gains tax as such in Canada,
and there is at least a presumption, if not conclusive
evidence, that shareholders have been content to see divi-
dends rise at a lesser rate than earnings in the hope of
winning their advantage through the sale of shares for a
capital gain. It is of course necessary for share prices

to rise in order for this realization of capital gain to be
possible and it is often contended that share prices are
more responsive to dividends than to earnings. However that
may be, it seems that the relationship between the marginal
rates of individual tax applying to shareholders and of the
corporation tax combined with the legal definition of income
for tax purposes have contributed to a more rapid rise of
retained earnings than of dividends".3"

The formulation of dividend@ policy is evidently a
problem in which many factors are taken into account. As to
its final effect, however, one authority's findings confirm
that "--=-----~ savings in a given period generally are
largely a by-product of dividend action taken in terms of

pretty well established practices and policies; dividends

3t Hood, op. cit., p. 253,
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are rather seldom a by-product of current decisions regarding
the desired magnitude of savings as such“.35
In view of the above discussion it would seem that,
despite the great number of factors which play a role in
the formulation of dividend policy, there is a general
tendency on the part of most corporations to maintain a

rather conservative attitude, thus restricting substantial

fluctuations in dividends.
8. The Formation of New Corporations.

Earlier the determinants of corporate saving have
been roughly classified as relating to (a) income, (b)
investment and (c¢) dividends. In examining fiscal policy,
the general price level, cost factors, status considerations,
monetary and dividend policy, emphasis has been on the
relation between these factors and their relation to income,
investment and dividends on the micro-economic level, i.e.
in this case to the corporation as a behavioural entity.

But such factors as fiscal policy, monetary policy

and the general price level, besides the formation of new

35 7. Lintner, "Distribution of Incomes of Corpora-
tions among Dividends, Retained Earnings and Taxes",
American Economic Review, Vol XLVI, No. 2, May 1956, p. 97.
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TABLE IV

GROSS RATE OF FEDERAL INCOME TAX,
INDIVIDUALS
1964
{Excluding 01d Age Security Tax
before 18% Abatement)

36

54

Taxable
Income Tax
on next
1,000 or 1less
1,000 $ 110 plus 14% $ 1,000
2,000 250 " 17% 1,000
3,000 420 " 19% 1,000
4,000 610 " 22% 2,000
6,000 1,050 " 26% 2,000
8,000 1,570 " 30% 2,000
10,000 2,170 ¢ 35% 2,000
12,000 2,870 " 40% 3,000
15,000 4,070 " 45% 10,000
25,000 8,570 " 50% 15,000
40,000 16,070 " 55% 20,000
60,000 27,070 " 60% 30,000
90,000 45,070 " 65% 35,000
125,000 67,820 " 70% 100,000
225,000 137,820 " 75% 175,000
400,000 269,070 " 80% on remainder

A surtax of 4% is levied on foreign investment income in excess of
$2,400. or of the amount of the personal exemptions, whichever is
the greater.

36
Source:

Department of National Revenue,
Individual Income Tax Return Tl General, 1964.
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THE 1964 RATE STRUCTURES’

CORPORATIONS

The basic schedule for federal taxation of
corporate income is very simple:
the tax (including the 3% 01d Age Security Tax) is 21% of
the first $35,000.~ of taxable income, plus 50% of the
remaining taxable income. The maximum tax-rate therefore
approaches 50% as taxable income increases.

The following provinces, which levy corporation
income tax at the rates indicated below, have entered into
tax collection agreements with the federal government and
the corporation income taxes payable to those provinces
are to be computed and paid in conjunction with the federal

corporation income tax:

Newfoundland 9% Manitoba 10%
Prince Edward Island 9% Saskatchewan 10%
Nova Scotia 9% Alberta 9%

oe

New Brunswick 9 British Columbia 9%
The provinces Ontario and Quebec have not signed
agreements for the collection of corporate income tax by

the Federal Government. The rate that applies in Ontario

is 11% and in Quebec 12%.

37 Source: Department of National Revenue,

Corporation Income Tax Information, Form T2S, 196.4.
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porporations and the national income, also exert an influ-
ence on the macro-economic level, i.e. upon aggregate cor-
porate behaviour. The focus of interest in this study, with
Fespect to aggregate corporate behaviour concentrates upon
the quantitative information contained in the time series as
reported in the Canadian National Accounts and other supple-
mentary sources.

Now, two factors on the aggregate level have been
indicated as being the most important: the level of national
income and the formation of new corporations.

There is an essential difference between these macro-
economic factors which requires separate consideration. Na-
tional income is directly affected by fiscal, monetary policy
and the general price level, the rate of formation of new
corporations on the other hand is affected in a different
manner.

As to the formation of new corporations and its con-
sideration as a significant factor affecting the level of
corporate saving formation, the following observations apply.
The magnitude of corporate saving as reported in the
time series of the Canadian National Accounts and other
sources is affected by the incidence of new corporations

from period to period.
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As will be shown later, the number of corporations
in Canada increased substantially in the post World War II
period.

What is the effect of these increases upon the mag-
nitudes reported in the National Accounts? How are the de-
terminants of corporate saving, classified as income, in-
vestment and dividends, affected? These two questions need
to be answered.

If an increase occurs in the number of corporations
during the period which is covered by the reported magnitude,
it stands to reason that this magnitude, be it income, divi-
dends, saving or investment, includes a portion which can

be ascribed to the new corporations.

The magnitude of time series related to corporate
behaviour therefore does not only depend upon factors pre-
viously enumerated but also on the net increase in the num-
ber of corporations from one period to another. But deter-
minants of corporate saving are derived from these time
series. Hence these determinants are clearly affected by
the net increase in the number of corporations.

Not only will the magnitudes reported be higher or
lower, depending upon the nature of the time series, but
there will be shifts from other sectors to the corporate

sector. For example, if the net increase in corporations
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consists partly of conversions from the unincorporated form
of business, savings reported in the personal sector, in-
come and capital consumption allowances, etc. in the unin-
corporated business sector will be proportionately lower.38

These side-effects are, however, not directly rele-
vant to this study. It is merely noticed that saving repor-
ted as personal saving in one period may after conversion be
reported as corporate saving in the next period. Pertaining
to the factors which underly, and thus affect, the formation
of new corporations, as well as the concomitant effect upon
the determinants of corporate saving the following may be
pertinent.

The distinction between incorporated and unincorpor-
ated business is a rather arbitrary one. Two business con-
cerns may be of equal size, carry out the same type of ac-
tivity, have the same amount of capital. In short, they may
be practically identical. Yet their legal position, not
their economic one, is the basis for separate treatment.

The primary legal factors, which underly the choice between

38 Not in an absolute sense, because growth of
magnitudes reported is also influenced by growth in re-
maining enterprises and increase in the number of enter-
prises in the unincorporated sector.
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the corporate or unincorporated form of enterprise are lia-
bility and differential tax rate considerations.39

Up to a particular taxable income tax-rates favour
individual income and as such the unincorporated form of
enterprise. Thereafter tax-rates favor incorporated busi-
ness.

Another factor to be taken into account with respect
to newly formed corporations, whether conversions from unin-
corporated business or not, is the benefit derived from tax
incentives. Where these tax-incentives for new corporations
apply, income is enhanced over the period these incentives
are in effect. Where these incentives apply primarily to
newly formed corporations the total effect of these new
entries upon the level of corporate income could be quite
substantial.

Conversions are in so far more influential that they
are at the time of conversion going concerns. New corpora-
tions, not based on any previous enterprise of a different
nature, will most likely have a lesser effect on corporate
income, dividends, savings, etc., in aggregate, in the period

during which they are formed, than "converted" enterprises.

. 39 See tax schedules included under the heading
"Dividend Policy".
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It is quite usual for new corporations not to pay
out dividends for some time. Especially if financing of
the operations is not endangered, young corporations may
try to expand as much as possible by retaining all net
earnings. Some reduced effect upon dividends may therefore
be expected. Taxation will in the case of full retention
be an important consideration.

Combined with taxation considerations is the matter
of liability. Shareholders in a corporation are only liable
to the extent of their share-values. In contrast, the un-
incorporated business owner is not only liable with his
business capital but also with his personal assets. Shifts
in taxation rates as between individual and corporate
schedules and changes in liability aspects are considered to
be the primary considerations in the incidence of new cor-
porations. In addition, the influx of foreign capital, in
the particular case of Canada, plays a major role, especial-
ly in relation to investment aspects considered as deter-

minants of corporate saving.
9. The National Income

At least one instance, as will be recalled, has been
reported, where national income was considered as playing a

role in the determination of corporate profits and saving.
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At the same time it has been indicated that this may not be
a desirable approach.40

The main point is: the functional relation of cor-
porate profits to the national income is considered to be
one determinant of corporate saving. There exists a degree
of interdependence between the two variables, the examina-
tion of which would go beyond the scope of this thesis.l+l

Nevertheless, at this stage two aspects of this prob-
lem may be briefly referred to. First, changes in the level
of national income are induced by a host of factors. To
isolate and discuss the main factors which affect national
income is a major undertaking. Such an undertaking cannot
be carried out in this study, because, what is implied, is
a full discussion of macro-economic relationships.

This observation does, however, not imply that na-
tional income cannot be considered as a determinant of
corporate saving.

Secondly, having arrived in the examination of fac-

tors underlying the determination of corporate saving, at

40 See J. Lintner, op. cit., p.254% and S.P.
Dobrovolsky, op. cit., p.256.

"l see page 36 of this study.
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the apex of aggregation, the question must be considered
whether in economic theory, corporate saving is regarded as
determinate.

In this chapter the question of determinacy has not
been brought up; economic practice as reported in the liter-
ature has been examined. The next chapter will be devoted
to the third goal enumerated, i.e. the presentation and
analysis of time series related to corporate saving, its

components and other variables discussed.
10. The Structure of Functional Relationships.

In order to present a comprehensive view of the
various relationships discussed, a recapitulation concludes
this chapter. This recapitulation presents only the most
important factors deemed to play a role in relation to
corporate income, investment and dividends as determinants.

The various headings under which these factors,
affecting the determinants of corporate saving, income,
investment and dividend, have been discussed in this
chapter, have been underlined in the recapitulation.

Two aspects of this recapitulation should be given
consideration.

First, though the determinants of corporate saving
have been indicated to be income, investment and dividend,

each of the factors affecting these determinants as
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outlined here, may be regarded as a determinant itself.

Secondly, additional determinants are mentioned in
economic literature, though not with as much emphasis as
those enumerated here. These include, among others, such
factors as wealth or net worth, tastes or the complex of
psychological nonfinancial motivation underlying decisions
to save rather than to consume. Further attention will

be given to these factors in Chapter IV of this study.
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Recapitulation of Functional Relationships.

Determinants:
Income; affected Investment; affected Dividend; affected
by by by
Fiscal Policy: Monetary Policy: Dividend Policy:
1. Income tax 1. Current and future rate 1. Cash position
2. Capital consumption of interest 2. Fiscal Policy:
Allowances 2, Availability of funds a. capital structure and
3. Other taxes, e.g. tax-rates
sales tax Fiscal Policy: 3. Expansion plans
4. Monetary Policy:
General Price Level: 1. Future depreciation a. availability of funds
allowances Cost Factors:
1. Inventory valuation a. cost of flotation
adjustment Formation of new Status Considerations:
2. General effects, Corporations: a. financial standing
e.g. sales 5. Past and future earnings
1. Time element 6. General business
Cost Factors: 2. Foreign Investment conditions
7. Taxes
1. Cost of flotation (National Income). 8. Contingencies

vs internal financing

Status Consideration:
1. Charitable
contributions

Dividend Policy.

Formation of New Corporations.

(National Income).

Formation of New Corporations.

(National Income).
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CHAPTER III
ASSESSMENT OF STATISTICAL INFORMATION

1. Corporate Saving Behaviour.

The Canadian National Accounts provide, in the form
of time series, most of the statistical information neces-
sary to analyze corporate saving behaviour, in terms of
magnitudes of various components involved. In this chapter
these data and relevant material from other sources are re-
produced, re-arranged and presented in such a manner as to
bring out the interrelationships involved.

Corporate saving behaviour is analyzed further in
Chapter IV. The analysis is carried out in terms of ratios
and rates of change specified in that chapter.

No attempt is made to andlyze corporate saving be-
haviour in terms of functional relationships or calculated
regressions for several reasons.

First, apparently no definite body of doctrine seems
to have evolved in economic theory relating to corporate

saving behaviour in particular.42

2 See D. Smith, op. ecit., pp. 297 - 304, His
examination of the problem of indeterminacy of corporate
saving in economic theory leads him to construct a model in
which corporate saving is determinate. The model is however
subject to severe qualifications, preventing its adoption

in this study.
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Secondly, in keeping with this observation, opinions
differ as to which independent variables are to be used in
regression equations. This problem was outlined in Chapter
II of this study.

Thirdly, those variables which are deemed suitable
are generally not available in ready form possessing the
degree of reliability desired.

Fourthly, in keeping with the previous observation,
tests of regressions are of necessity crude and hence, at
the present stage of progress in this area of analysis only
tentative conclusions can be reached.

Traditionally economic analysis concentrates on the
firm or the industry rather than on the corporation and
other forms of business organization. In order to arrive
at a definitive theory of corporate saving there must be
at least widespread agreement on the determinants 6f copr-
porate saving behaviour.

In Chapter II of this study a number of proposed de-
terminants has been enumerated, sufficiently large and
varied to illustrate that no general agreement exists among
economists as to their applicability and usefulness. True,
by and large, they can be generally classified as relating
to either income, investment or dividends. But at the same

time it should be borne in mind that within each of these
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groups the determinants may be of a quite different form,
lagged, current or in the form of a ratio, etc. Furthermore,
in general, corporate savings is regarded as dependent upon
not only one, but more than one independent variable,
involving a choice as to which independent variables should
be used in combination. Therefore, the conclusion that

no general agreement, or even that a significant degree of
disagreement among economists exists with respect to
functional relationships and variables to be included or
excluded, seems to be warranted.

The determinants enumerated offer a useful basis to
select statistical series which can be used to examine
corporate saving behaviour. Since these determinants may be
classified as relating to either income, investment or divi-
dends, statistical information on income, investment and
dividends is assembled in this chapter. Further statistical
information included in this chapter relates to national
saving, the formation of new corporations, corporate
capital consumption allowances, undistributed corporate
profits and other variables related to corporate saving.

In the course of this study some areas, in which
statistical information is lacking or deficient, have already
been pinpointed. For example, attention has been drawn to

the fact that most of the statistical information related to
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corporate saving is of a residual nature. Attention has
been focused upon the fact that "Inventory Valuation Adjust-
ment" figures are not separated into corporate and unincor-
porated totals. Further no separate estimates of corporate
investment are available. Statistical information is also
lacking dealing with the structure and especially the effects
in terms of money-flows of the net increase in the number
of active corporations from year to year.

In some instances firm statistical information is
lacking and the desired information must be approximated.

A complete recapitulation of the availability of
statistical information with respect to corporate saving

behaviour concludes this chapter.
2. Corporate Income.

It may be stated with reference to previous remarks
that corporate income is generally considered to be the
most important variable upon which corporate saving depends.
This is in line with the following statement referring to
aggregate saving.

"The long-run stability of the saving-income ratio for
the nation, or for households, already indicates that
if short-term fluctuations are disregarded current
income is the most important single determinant of
saving. This conclusion is confirmed by an analysis of
annual data for saving and income, as well as by recent
cross-section studies. It seems permissible to concludel
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that the level of current income is the main factor in
determining level and movements of saving, not only 1n
the long run but also for shorter periods; and not only
for broad aggregates such as the nation or all nonfarm
households but also for groups of households and between
individual households. It is furthermore reasonably
certain that past income also has some influence on the
level and movement of saving, in the sense that consump-
tion at a given level of income is higher, and hence
saving lower, if that level is reached while income 1s
declining rather than when it is rising. The relative
influence of current and past income, and the length of
the past period when income has a significant influence
on current saving, however, are still open questions.
Differences in current income thus do not explain all,
or nearly all, the differences in saving - in the case
of time series differences between one period and an-
other and in cross-section studies differences between
economic units - even Egough as a rule they explain

many or most of them".

Personal saving depends upon personal income. The
determining factor in personal saving is the proportion of
income consumed. Saving is seen as a residual. A person's
saving can therefore be stated to be the difference between
his outlays for consumption and his net income. Once the
residual amount of saving for the current period is esta-
blished there are no further claims upon that part of
retained income.

In contrast with the retention of personal income,
the corporation, after paying all operating costs and dis-

charging its tax-obligations, faces indeed claims upon the

fresidual savings.

*3 R.W. Goldsmith, op. cit., pp. 142-113.
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These claims are of a decidedly stable nature, for
management is constantly under pressure to use its residual
savings for (a) stable, satisfactory dividend payments to
shareholders, (b) fulfillment of commitments in the form of
charitable contributions, (c¢) the expansion of the activitieg
and hence earning-capacity of the corporation, which in the
case of the use of external funds may entail substantial
current and future costs and (d) other commitments.

The question whether between corporate saving on
the one hand and either national income or corporate income,
on the other hand the same relation holds as between personall
saving and income is still unsettled. A number of econo-
mists, amongst whom Modigliani, Lintner, Duesenberry, Hansen,
Cohen, Dobrovolsky have shown concentrated interest in this
area, but their efforts have as yet not resulted in a defini-
te solution.

As Lintner remarks: "Choice between different "good"
aggregate relationships must be made primarily on the basis
of whether and to what degree the hypotheses they embody
regarding the behaviour of individual firms and households
are consistent with the available evidence directly indi-
cating such behaviour at the micro-economic level of obser-

vation, and on the extent to which the stability in the
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structure of the aggregates implicitly assumed in the theory
conforms to the relevant data. Or, alternatively, how well
the pattern of variation in the structure or composition of
the aggregates implicitly or explicitly assumed in the
theory conforms to that found in the relevant data".uu
Statistical information with respect to national
income, gross national product, national saving and corpo-

rate income is readily available and presented in the

Tables V to X.

3. Corporate Investment.

Data on corporate investment, both actual and inten-
ded, are not readily available in a form required for eco-
nomic analysis. However, it is possible to approximate
corporate investment figures.

One procedure used to arrive at a first estimate of
corporate investment 1s as follows.45

First, from total business fixed capital formation,
as reported in the white papers on Private and Public Invest-

ment*® is deducted government investment. Thus business

*¥ J. Lintner, op. cit., pp. 236 - 237.
45 Smith, op.cit., pp. 309 and 310.
46

Published by the Dominion Bureau of Statistics.
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TABLE V
PERCENTAGE DISTRIBUTION OF NATIONAL INCOME
BY DISTRIBUTIVE SHARES

1946-1964
Year Wages, Salaries Military Pay Corporation Accrued Net Income Inventory
& Supplementary & Allowances Profits Net Income of Non-Farm Valuation
Labour Income Before Taxes of Farm Unincorporated Adjustment

Operators Business

From Farm

Production
1946 57. 4 3.6 13.3 1.1 11.2 -2.17
1947 61. 8 . 8 15,1 10. 8 1L. 8 -5, 5
1948 61.7 T 14.3 11.5 10,6 -4, 2
1949 62.0 .9 12,1 9.7 10, 8 -.9
1950 60. 8 1.0 15.0 9.3 10. 2 -2. 6
1951 60.9 1.2 14, 8 11,7 9.2 -3.9
1952 60. 1 1.4 12,7 10.5 8.4 .6
1953 62. 8 1.6 11.9 8.2 8.7 -l
1954 65. 4 1.9 10.3 5.3 8.7 - .5
1955 63.8 1.9 12.4 6.1 8.6 - .9
1956 64. 3 1.8 12,5 6.3 8.5 -1, 0
1957 66. 7 2.0 10,7 4.3 8. 4 - .3
1958 66. 0 2.0 10.4 4.8 8.5 - .1
1959 65.9 1.9 11.3 4.2 8.4 - .5
1960 66.5 1.9 10.5 4,3 8.1 - .3
1961 67.2 1.9 10.1 3.6 8.1 - .3
1962 66. 0 1.9 10. 4 4.9 7.7 - .3
1963 66. 0 1.8 10.4 5.3 7.5 - .5
1964 66. 6 1.7 11,1 4,2 7.4 - .3

VYMVYL10.0 FLISHIAINN
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Source: Canadian National Accounts: Various additions, under same title,
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TABLE VI

GROSS NATIONAL PRODUCT, NET NATIONAL INCOME, GROSS CORPORATE SAVING

AND UNDISTRIBUTED CORPORATION PROFITS

1946-1964
(Millions of Dollars)

Year Gross Net National Gross Undistributed (3) as a (4) as a
National Income at Corporate Corporation percentage percentage
Product Factor Cost Saving Profits of (1) of (2)

(1) (2) (3) (4)

1946 11850 9551 909 488 7.7 5.1

1947 13165 10361 1210 628 9.2 6.1

1948 15120 12003 1492 790 9.9 6.6

1949 16343 12905 1384 587 8.5 4,6

1950 18006 14161 1659 752 9.2 5.3

1951 21170 16588 1699 662 8.0 4.0

1952 23995 18654 1807 618 7.5 3.3

1953 25020 19294 2083 729 8.3 3.8

1954 24871 19032 2092 571 8.4 3,0

1955 27132 20737 2695 962 9.9 4,6

1956 30585 23166 3107 1131 10,1 4.9

1957 31909 24011 3096 854 9.7 3.6

1958 32894 25011 2967 876 9.0 3.5

1959 34915 26482 3289 986 9.4 3.1

1960 36287 27433 3263 837 9.0 3.1

1961 37471 28250 3204 757 8.6 2.7

1962 40561 30617 3616 903 8.9 3.0

1963 43180 32622 3811 973 8.8 3.0

1964 47003 35109 4377 1252 7.4 3.6

Source: Canadian National Accounts, Tables 1, 50 and 51
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TABLE VII

NATIONAL SAVING, GROSS CORPORATE SAVING AND UNDISTRIBUTED

CORPORATION PROFITS (NET CORPORATE SAVING)

1946-1964
(Millions of Dollars)
Year National Gross Undistributed (2 as a (3) as a
Saving Corporate Corporation percentage percentage
(1) Saving Profits of (1) of (1)
(2) (3)

1946 2023 909 488 44.9 24.1
1947 2534 1210 628 47. 8 24,8
1948 3238 1492 790 46,1 24,4
1949 3293 1384 587 42,0 17.8
1950 3636 1659 752 45, 6 20,7
1951 4439 1699 662 38.3 14,9
1952 4935 1807 618 36.6 12.5
1953 4996 2083 729 41,7 14,6
1954 4235 2092 571 49.4 13,5
1955 4951 2695 962 54,4 19.4
1956 6366 3107 1131 48, 8 17.8
1957 6115 3096 854 50, 6 14,0
1958 5469 2967 876 54,3 16,0
1959 5834 3289 986 56,4 16.9
1960 5978 3263 837 54,6 14,0
1961 5769 3204 757 55.5 13,1
1962 6938 3616 903 52.1 13,0
1963 7740 3811 973 49,2 12.6
1964 8965 4377 1252 48,8 14, 0
Source: Canadian National Accounts, Tables 17, 50 and 51
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TABLE VIII

NATIONAL SAVING COMPONENTS

1946-1964
(millions of dollars)
Year Personal Undistributed Corporate Unincorporated Government Other
Net Saving Corporation Capital Capital Capital Components*
Profits Consumption Consumption Consumption
Allowances Allowances Allowances
1946 892 488 421 477 100 -355
1947 494 620 582 544 97 189
1948 994 790 702 625 114 13
1949 926 587 797 742 134 107
1950 662 752 907 857 149 309
1951 1334 662 1037 993 173 240
1952 1291 618 1189 1045 188 604
1953 1312 729 1354 1111 208 282
1954 809 571 1521 1170 214 - 50
1955 850 962 1733 1281 252 -127
1956 1320 1131 1976 1366 300 273
1957 1202 854 2242 1431 336 50
1958 1635 876 2091 1457 351 -941
1959 1357 986 2303 1501 394 -713
1960 1535 837 2426 1572 425 -817
1961 1545 757 2447 1633 460 -1073
1962 2312 903 2713 1692 509 -1192
1963 2466 973 2838 1791 543 -870
1964 2181 1252 3125 1905 577 - 75

* This item includes: adjustment on grain transactions, government surplus or deficit,
residual error of estimate.

Source:

Canadian National Accounts,

Tables 17 and 51.
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TABLE IX
CORPORATION PROFITS BEFORE TAXES AND
UNDISTRIBUTED CORPORATION PROFITS
1946-1964
(millions of dollars)
Year  Corporation Profits Undistributed Corporation (2) as a per-
Before Taxes Profits centage of

(1) (2) (1)
1946 1474 488 33.1
1947 1814 628 34.6
1948 1964 790 40.2
1949 1879 587 31.2
1950 2522 752 29.8
1951 2825 662 23.4
1952 2698 618 22.9
1953 2611 729 27.9
1954 2290 571 24.9
1955 2965 962 32.4
1956 3345 1131 33.8
1957 3056 854 27.9
1958 3075 876 28.5
1959 3504 888 28.1
1960 3338 837 25.1
1961 3427 757 22.1
1962 3750 903 24.1
1963 3996 973 24.3
1964 4580 1252 27.3

Source: Canadian National Accounts, Table 50.
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TABLE X
CORPORATION PROFITS BEFORE TAXES AND
CORPORATION INCOME TAX LIABILITIES
1946-1964
(millions of dollars)
Year Corporation Profits Corporation Income (2) as a per-
Before Taxes Tax Liabilities centage of (1)
(D (2)
1946 1474 654 44.4
1947 1814 702 58.7
1948 1964 687 35.0
1949 1879 718 38.2
1950 2522 983 39.0
1951 2825 1416 50.1
1952 2698 1384 51.3
1953 2611 1220 46.7
1954 2290 1082 47.3
1955 2965 1272 42.9
1956 3345 1413 42.2
1957 3056 1337 43.8
1958 3075 1315 42.8
1959 3504 1581 45.1
1960 3338 1544 46.3
1961 3427 1612 47.0
1962 3750 1702 45.4
1963 3996 1821 45.6
1964 4580 1989 43.4

Source: Canadian National Accounts, Table 50.
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gross fixed capital formation is obtained as per Canadian
National Accounts.u7

Secondly, from business gross fixed capital forma-
tion as per National Accounts is deducted investment of
sectors in which the corporate form of organization is
relatively unimportant, i.e. the agricultural and fishing,
the housing and institutional services sector. Thus corpo-
rate gross fixed capital formation is obtained.

Net corporate fixed capital formation is arrived at
by deducting from gross corporate fixed capital formation so
obtained corporate capital consumption allowances which are
reported in the Canadian National Accounts. In this study
corporate capital consumption allowances are shown in
Table XI and corporate gross fixed capital formation in
Table XII. The latter figures are obtained according to
the procedure described in the above.

The corporate investment figures obtained according
to this procedure do not take into account corporate invest-
ment in inventories, only fixed capital formation is approx-
imated.

Investment in corporate inventories is not reported

in the Canadian National Accounts directly, but by industry

47 See Table 54 of the Canadian National Accounts

for reconciliation statement.
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and in the form of the value of physical change in invent-
ories. In this study the value of corporate physical change
in inventories is shown in Table X111.

In order to obtain corporate value of physical
change in inventories two different methods may be used.

The first method used is similar to that used to
calculate corporate inventory valuation adjustment in
Chapter I of this study; the value of physical change in
inventory is separated into a corporate and unincorporated
business share on the basis of their respective capital
consumption allowances.

The second method used is similar to that used to
separate corporate gross fixed capital formation from total
gross business fixed capital formation; industries in which
the corporate form of enterprise is relatively unimportant
are excluded. The industries excluded are agriculture,
forestry, fishing and trapping, construction, retail trade
and institutional services as well as grain in commercial
channels.

For National Accounts' purposes the value of physi-
cal change in inventories and inventory valuation adjust-

ment are calculated according to the following procedureqS:

*8 D.B.S., op. cit., p. 168.
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(L)

(2)

(3)

(4)

(5)

(6)

(7)

(8)

Estimate the book value of inventory from

reported data.

Establish a deflator price index relevant to
the period of acquisition of stocks, (taking
into account turnover period and predominant

business accounting practices).

Calculate the constant dollar book value

( (L) + (2) ).

Calculate the year to year change in constant

dollar book value (from (3) ).

Establish a revaluer price index (based on

average prices during the current period).

Calculate the value of physical change in

current dollars ( (4) x (5) ).

Enter the year to year changes in reported

book values from (1l).

Calculate the inventory valuation adjustment

(6) - (7).
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The procedure outlined above indicates that the va-
lue of physical change in inventories for National Accounts'
purposes 1s established at average prices. This should be
taken into account in combining gross corporate fixed capi-

tal formation and corporate value of physical change in in-

ventories to obtain total corporate investment.

Data on intended investment will not be reproduced
here. If such data are taken into consideration to formulatg
an independent variable, as for example of the form "average
corporate current investment less capital consumption allow-
ances and investment intentions for the next year less cur-
rent capital consumption allowances", i.e. current and expecH
ted demand for net corporate long-term funds 49, the first
procedure set out above should be brought to bear upon the
composition of the variable.

For the sake of completeness it is noticed that data
on investment intentions are available, in a form similar to
actual investment data, from the white papers on Private and

Public Investment in Canada, outlook for various years.50

49 See page 29 of this study.-

0 . .
Prepared jointly by the Department of Trade and
Commerce and the Dominion Bureau of Statistics.
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In the area of demand for investment funds a minor
role is played by a relatively unimportant source of inter-
est free funds, the excess of corporate income tax liabili-
ties over tax collections. The statistical information on

this variable is given in Table XIV.

4. Corporate Dividends and Charitable

Contributions

Undistributed corporate profits (or net corporate
saving) are arrived at by deducting from corporate profits
after taxes the dividends paid out by corporations. In the
Canadian National Accounts a distinction is made between
corporate dividends paid to non-residents and to Canadian
persons.

The distinction is not carried over into the follow-
ing tables, because, in order to arrive at net corporate
saving, it is sufficient to deduct both categories of divi-
dends from corporate profits after taxes at the same time.
Net corporate saving may also be defined as corpor-
ate profits after taxes plus inventory valuation adjustment

less net dividends distributed.Bl

51 See J. Lintner, op. cit., P.232.
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1946 -1964
(Millions of Dollars)

Year Total Corporate Unincorporated Government (2)asa (3)asa (3)asa
Capital Capital Business Business percent- percent- percent-
Consumption Consumption Capital Capital age of (1) ageof(l) age of (1)
Allowances Allowances Consumption Consumption

(1) (2) Allowances Allowances
(3) (4)

1946 998 421 477 100 42,2 47.8 10.0

1947 1223 582 544 97 47. 6 44,5 7.9

1948 1441 702 625 114 48, 7 43,4 7.9

1949 1673 797 742 134 47. 6 44, 4 8.0

1950 1913 907 857 149 47. 4 44,8 7.8

1951 2203 1037 993 173 47.1 45,1 7.9

1952 2422 1189 1045 188 49.1 43,1 7.8

1953 2673 1354 1111 208 50. 7 41,6 7.8

1954 2905 1521 1170 214 52,4 40,3 7.4

1955 3266 1733 1281 252 53.1 39.2 7.7

1956 3642 1976 1366 300 54,3 37.5 8.2

1957 4009 2242 1431 336 55,9 35.7 8.4

1958 3899 2091 1457 351 53.6 37. 4 9.0

1959 4204 2303 1507 394 54,8 35,8 9.4

1960 4423 2426 1572 425 54,8 35.5 9.6

1961 4540 2447 1633 460 53.9 36,0 10,1

1962 4914 2713 1692 509 55,2 34,4 10.4

1963 5172 2838 1791 543 54,9 34,6 10,5

1964 5607 3125 1905 577 55,7 34,0 10,3

Source: Canadian National Accounts, Table 51,

NOILVINWIOANI TVOILSILV.LIS 40 LNEWSSHSSV

€8

VMVLILO.Q FLISHIAINN

S3INAVYHO S34d 37003




VMVYL1IO 4O ALISHIAAINND

SIIANLS LVNAVYHD 40 TO0OHDS

TABLE XII

CORPORATE GROSS FIXED CAPITAL FORMATION

1946-1964
(Millions of Dollars)

Year Business Gross Private Agriculture Institutions Corporate Gross

Fixed Capital Housing and Fishing Fixed Capital

Formation Formation

(1) (2) (3) (4) (1) -(2+ 3+ 4)

1946 1388 368 185 37 798
1947 2085 494 278 47 1266
1948 2619 568 352 81 1618
1949 3032 751 443 101 1737
1950 3348 867 482 106 1893
1951 3959 890 525 110 2434
1952 4451 919 562 132 2838
1953 4998 1149 557 151 3141
1954 4779 1220 400 167 2992
1955 5210 1373 426 195 3216
1956 6774 1519 488 179 4588
1957 7335 1391 434 209 5301
1958 6975 1741 465 268 4501
1959 6894 1720 539 272 4363
1960 6692 1428 550 295 4419
1961 6635 1447 576 343 4269
1962 6960 1566 663 353 4378
1963 7591 1695 762 366 4768
1964 8968 2014 820 403 5731

NOTE: Business Gross Fixed Capital Formation as per National Accounts, i, e. less Government

Fixed Capital Formation; 1964 data preliminary.

Source: Bank of Canada, Statistical Summary, Supplement 1961 and 1964,
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TABLE XIII

VALUE OF CORPORATE PHYSICAL CHANGE

IN INVENTORIES
1946-196M4
(millions of dollars)

Year Total Capital Corporate Total Physical Corporate Physical
Consumption Capital Change in Change in
Allowances Consumption Inventories Inventories

Allowances
(1) (2) (3) Method I* Method II*

1946 998 421 333 140 88

1947 1223 582 403 192 177

1948 1441 702 113 55 18

1949 1673 797 49 23 38

1950 1913 907 550 261 130

1951 2203 1037 91y 430 536

1952 2422 1189 512 251 97

1953 2673 1354 583 295 168

1954 2905 1521 1130 - 68 -108

1955 3266 1733 311 165 - 28

1956 3642 1976 1084 588 521

1957 4009 2242 231 129 202

1958 3899 2091 322 -173 -1u41

1959 4203 2303 357 196 148

1960 4423 2426 410 228 112

1961 4540 2447 30 16 - 69

1962 491y 2713 557 308 230

1963 5172 2838 491 269 40

1964 5607 3125 380 212 230

Source: Canadian National Accounts, Tables 26 and 51.

Note: Method I: Basis Proportion (2):(1l),

Meihod J1T1:

Selection of

Industries
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TABLE XIV

EXCESS OF CORPORATION INCOME TAX LIABILITIES

OVER TAX COLLECTIONS
1946-1964
(Millions of Dollars)

86

Year Corporation Corporation Excess of Tax
Income Tax Tax Liabilities over
Liabilities Collections Collections

1946 654 604 50
1947 702 668 34
1948 687 651 36
1949 718 698 20
1950 983 841 142
1951 1416 1268 148
1952 1384 1372 12
1953 1220 1369 - 149
1954 1082 1176 94
1955 1272 1099 173
1956 1413 1362 51
1957 1337 1539 - 202
1958 1315 1325 - 10
1959 1581 1425 156
1960 1544 1666 - 122
1961 1612 1551 61
1962 1702 1653 49
1963 1821 1775 46
1964 1989 2091 - 102
Source: Canadian National Accounts, Table 50,
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Corporate profits after taxes are included directly
in the Canadian National Accounts. Inventory valuation Ad-
justment for the corporate sector must be approximated, as
indicated previously.

The concept of dividends employed in the National
Accounts is net of inter-corporate dividends (dividends
received by Canadian corporations from Canadian corporations)
but not of foreign dividends received.

Under Canadian Income Tax Regulations inter-
corporate dividends are not included in corporate taxable
profits, because these dividends are tax-exempt.
Inter-corporate dividends are, since they are not
taxable, not included in corporation profits before and
after taxes as reported in the National Accounts. The divi-
dends reported in the National Accounts, in so far as they
are not paid to non-residents, are dividends paid to Cana-
dian persons, not to Canadian corporations.

Hence, no special allowance need be made for these
inter-corporate dividends to arrive at net dividends.

But allowance must be made for dividends received

by Canadian corporations from non-resident corporations.
fhis can only be done by approximation on the basis of the

lata included in the National Accounts or by adjustment to
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a calendar year basis of the data included in the Taxation
Statistics of the Department of National Revenue.

In the National Accounts foreign dividends are in-
cluded in the item "Interest and Dividend from Non Residents
received by Corporations."52

In the Department of National Revenue's publication
"Taxation Statistics" foreign dividends received are in-
cluded separately, but on a taxation year basis. The data
on foreign dividends included in Table XX of this study are
the data from "Taxation Statistics" adjusted to a calendar-
year basis. These data supplement the data from the National
Accounts on corporate profits before taxes, dividends paid
out and charitable contributions from corporations given in
Tables XV and XVI.

5. Growth of the Corporate Form of
Enterprise

Specific reference to the growth of the corporate
form of enterprise in relation to corporate saving has not
been found in the literature consulted. Nevertheless it is

suggested here that this factor merits more attention than

52 See Dominion Bureau of Statistics, National
Accounts, Table 15, Item 42a.
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CORPORATION PROFITS BEFORE TAXES, DIVIDENDS AND CHARITABLE
CONTRIBUTIONS FROM CORPORATIONS
1946-1964
(millions of dollars)
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Year Corporation  Corporation Charitable (2) as a (3) as a
Profits Before Dividends Contributions Percentage Percentage
Taxes Paid From of (1) of (1)
Corporations
(1) (2) (3)

1946 1474 320 12 21.7 .8
1947 181y 467 17 25.7 .9
1948 1964 465 22 23.7 1.1
1949 1879 551 23 29.3 1.2
1950 2522 762 25 30,2 1.0
1951 2825 720 217 25.5 i.0
1952 2698 669 27 24,8 1.0
1953 2611 634 28 24,3 1.1
1954 2290 611 26 26.7 1.1
1955 2965 702 29 23.7 1.0
1956 3345 767 34 22.9 1.0
1357 3056 829 36 27.1 1.2
1958 3075 8ub 38 27.5 1.2
1959 3504 894 43 25,5 1.2
1960 3338 917 40 27.5 1.2
1961 3427 1018 40 29.7 1.2
1962 3750 1101 Ly 29.4 1.2
1963 3996 1158 by 29.0 1.1
1964 4580 1295 Ly 28.3 1.0
Source: Canadian National Accounts, Table 50.

NOILVWIOINI TVOILSILVLIS J0 ILNIWSSISSVY

68

VYMVYLI10.ad ALISHIAINN

SANAVYHO $340 310203



VMY LLIO 4O ALISHAAINN

S3IIANLS 3LVvNAVHD 40 TO0OHDS

TABLE XVI

CORPORATION PROFITS AFTER TAXES, DIVIDENDS AND CHARITABLE
CONTRIBUTIONS FROM CORPORATIONS
1946-1964
(millions of dollars)

Year Corporation Corporation Charitable (2) as a (3) as a
Profits After Dividends Contributions Percentage Percentage
Taxes Paid From of (1) of (1)
Corporations
(1) (2) (3)

1946 820 320 12 39.0 1.5
1947 1112 467 17 42.0 1.5
1948 1277 465 22 36.4 1.7
1949 1161 551 23 47,5 2.0
1950 1539 762 25 48,5 1.6
1951 1409 720 27 51.1 1.9
1952 1314 669 27 50.9 2.1
1953 1391 634 28 45.6 2.0
1954 1208 611 26 50.6 2.2
1955 1693 702 29 41.5 1.7
1956 1932 767 34 39.7 1.8
1957 1719 829 36 48.2 2.1
1958 1760 846 38 48.1 2.2
1959 1923 894 43 46.5 2.2
1960 1794 917 40 51.1 2.2
1961 1815 1018 40 56.1 2.2
1962 2048 1101 Ly 53.8 2.1
1963 2175 1158 Ly 53.2 2.0
1964 2591 1295 uy 50.0 1.7

VMVYL1L10.Q FLISHIAINN
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Source: Canadian National Accounts, Table 50.
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it appears to have received in the past.

Economic analysis of a particular industry on a
theoretical basis is usually conducted assuming no "new
entries" during the period analysed. This assumption is
made so as to simplify the analysis.

In practice, however, new entries do take place and
they should be taken into account.

This thesis puts forward the suggestion that the
level of corporate saving may be significantly affected by
the rate of formation of new corporations.

Account should be taken of the fact that while new
corporations are formed, old corporations may cease to exist

In other words, the variable involved is the net in-
crease in the number of active corporations or alternatively
the net decrease in the number of corporations from year to
year.

If the change in the number of active taxable cor-
porations is positive, i.e. there is a net increase, then
this increase may be accompanied by an increase in the level
of aggregate corporate savings.

If, on the other hand, the change is negative and
the number of active taxable corporations declines, then a

decline in aggregate corporate savings may occur, though this

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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may not necessarily be the case because of these differences
between new corporations formed and old corporations ceas-
ing to operate.

These effects of changes in the number of active
corporations are not limited to corporate saving only.

The net change in the number of corporations would
also bear upon the level of corporate income, investment,
dividends, etc., as established from year to year.

Moreover, account should be taken of the effect of
the net change in the number of corporations upon other sec-
tors of the economy.

Especially shifts from the unincorporated business
sector to the corporate sector (i.e. conversions), which may
comprise part of the net change in the number of corporationg,
may be significant.

Further, it is the usual practice to deflate per-
sonal savings in order to obtain information on the rate of
real growth. Personal saving is usually deflated by an ap-
propriate index to obtain a constant dollar value and by
population to obtain changes in real per capita values.

There does not seem to be any reason why properly
deflated "per capita" corporate savings should be less sig-

nificant than deflated savings in the personal sector. To
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know how much the corporation saves "on the average” is
quite as useful as similar information on personal saving.

For a number of years the Department of National
Revenue's "Taxation Statistics" on corporations contained
a separate table in which the change in the number of ac-
tive corporations in Canada was presented. This table was
discontinued in 1953. According to the Department of Na-
tional Revenue the reason for discontinuing this table was
the unavailability of reliable information on corporations
which ceased to exist. Such corporations do no longer file
income tax returns and as the total number of corporations
in Canada increased the year to year number of corporations
which ceased to exist became so large that compilation of
information on these corporations could no longer be carried
out in a meaningful way.

Table XVIII shows the annual net increase in the
number of taxable corporations in Canada. This table indi-
cates that the number of corporations increased from 33,305
in 1946 to 144,284 in 1963.

Both the total number of corporations from year to
year and the net increase in the number of corporations may
be used as independent variable in the determination of cor-
porate saving. The determining factors of corporate saving

are usually expressed in terms of money~flows.
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The magnitude of these particular flows is indicated
from period to period and from sector to sector in time
series.

However, in correlation analysis the dependent and
independent variable(s) need not necessarily be of the same
character. The only criterion is, whether the variables
involved can be expressed in quantitative terms. There is,
at least from a purely mathematical point of view, no
objection against the use of either the number of corpora-
tions or the net increase in the number of corporations as
independent variable. As independent variable these factors
may be lagged, current or expressed in a similar way suitable
for correlation analysis. The actual selection of these
factors as independent variables depends upon careful e-
valuation of the significance of the relationship between
dependent and independent variable.

A factor in the evaluation of the significance of
this relationship between corporate saving and the change

in the number of active corporations is, whether corporations
should be included which report a loss.

Presumably, corporations reporting a loss would not
#ave any undistributed profits for the reporting period. In
that case such a corporation would not affect corporate

saving.
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A detailed discussion of this problem, which would
involve an analysis of accounting techniques, tax-regu-
lations, the formation of retained earnings, etc., would
carry this study beyond its objectives.

Table XVII of this study shows the total number of
taxable corporations in Canada, divided into those reporting
a loss and those reporting a profit.

In Table XVIII the net increase in the number of
taxable corporations is shown, both in absolute terms and

in terms of precentages from year to year.

6. Corporate Saving's Components.

The data on what may be referred to as the basic
concept of corporate saving are presented in Table XIX.
This concept of corporate saving, i.e. gross corporate
saving, composed of (a) corporate capital consumption
allowances and (b) undistributed corporation profits, is
the concept clearly.reported in the Canadian National
Accounts.

Undistributed corporation profits (or net corporate
saving) are sometimes defined as "corporate profits after

faxes and inventory valuation adjustment less net dividends

iistributed."53

53 . . 3
See J. Lintner, op. cit., pP. 232,
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TABLE XVII
YEARLY RECORD OF ALL TAXABLE CORPORATIONS
1946-1963

Year Companies Companies Total

Reporting a Reporting a Number of

Profit Loss Companies
1946 23563 9742 33305
1947 27272 12804 40076
1948 27997 16323 44320
1949 28570 17991 46561
1950 31239 18336 49575
1951 33720 19276 52996
1952 35228 20368 55596
1953 37545 22869 60414
1954 39152 26417 65569
1955 44774 26886 71660
1956 52517 27280 79797
1957 55023 32321 87344
1958 59251 36453 95704
1959 67412 38803 106216
1960 68579 49274 117853
1961 72290 54740 127030
1962 78241 57304 135545
1963 87310 56974 144284
Source: Department of National Revenue, Taxation Statistics,

Part Two, Historical Table 1

1963 data supplied by Department of National Revenue
directly,
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NET INCREASE IN THE NUMBER OF TAXABLE
CORPORATIONS FROM YEAR TO YEAR
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1946-1963

Year Total Number Net Increase (2) as a

of Taxable from Year to percentage

Corporations Year of (1)

(1) (2)

1946 33305
1947 40076 6771 16.9
1948 44320 4244 9.6
1949 46561 2241 4,8
1950 49575 3014 6.1
1951 52996 3421 6.5
1952 55596 2600 4,7
1953 60414 4814 8.0
1954 65569 5155 7.9
1955 71660 6091 8.5
1956 79797 8137 10,2
1957 87344 7547 8.6
1958 95704 8360 8.7
1959 106216 10512 9.9
1960 117853 11637 9.9
1961 127030 9177 7.2
1962 135545 8515 6.3
1963 144284 8739 6.1

Source: Ibid.
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This concept of corporate saving is approximated in

Table XX.
7. Recapitulation of Statistical Information.

In order to facilitate an over-all assessment of the
availability of statistical information a recapitulation
follows.

Directly available: (a) Corporation profits before taxes,

(b) Corporate income tax liabilities, (c) Corporate income
tax collections, (d) Corporation profits after taxes, (e)
Undistributed corporation profits, (f) Corporate capital
consumption allowances, (g) Excess of corporate tax liabili-
ties over collections, (h) Dividends paid and (i) Charitable
contributions from corporations.

To be approximated: (a) Inventory valuation adjustment,

(b) Corporate fixed capital formation (current and intended),
(c) Change in corporate inventories, (d) Foreign dividends
received.

Not available: Information on money flows due to the change

in the number of corporations.

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES




UNIVERSITE DOTTAWA ECOLE DES GRADUES

ASSESSMENT OF STATISTICAL INFORMATION
TABLE XIX
GROSS CORPORATE SAVING

1946-1964
(millions of dollars)

99

Year Corporate Undistributed Corporation Gross
Capital Profits (Net Corporate Corporate
Consumption Saving) Saving
Allowances
1946 421 486 909
1947 582 628 1210
1948 702 790 1492
1949 797 587 1384
1950 907 752 1659
1951 1037 662 1699
1952 1189 618 1807
1953 1354 729 2083
1954 1521 571 2092
1955 1733 962 2695
1956 1976 1131 3107
1957 2242 854 3096
1958 2091 876 2967
1959 2303 986 3289
1960 2426 837 3263
196% 2447 757 3204
1962 2713 903 3616
1963 2838 973 3811
1964 2125 1252 4377

Source: Canadian National Accounts, Tables 50 and 51.
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NET CORPORATE SAVING
1946-1964
(millions of dollars)

TABLE XX

Year Corporation Dividends Foreign Corporate Net
Profits After Paid Dividends Inventory Corporate Saving
Taxes Received Valuation
Adjustment
1) (2) 3) 4) (1)less 2-3 plus 4

1946 820 320 32 -107 639
1947 1,112 467 32 -272 949
1948 1,277 465 35 -247 1,094
1949 1,161 551 108 - 53 771
1950 1,539 762 185 -177 1,139
1951 1,409 720 48 -303 1,040
1952 1,314 669 52 52 645
1953 1,391 634 100 - 6 863
1954 1,208 611 199 45 751
1955 1,693 702 218 -100 1,309
1956 1,932 767 224 -129 1,518
1957 1,719 829 330 - 44 1,264
1958 1,760 846 277 - 19 1,210
1959 1,923 894 273 - 67 1,369
1960 1,794 917 364 - 38 1,279
1961 1,815 1,018 289 - 48 1,134
1962 2,048 1,101 308 - 62 1,317
1963 2,175 1,158 N/A ~-107 N/A

1964 2,591 1,295 N/A - 67 N/A

Source: Canadian National Accounts, Table 50;

Taxation Statistics, Department of National Revenue

and Table II this study.
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CHAPTER IV
STATISTICAL ANALYSIS OF CORPORATE SAVING
1. Methods of Analysis

The objectives of the analysis carried out in this
chapter are:
(a) to establish significant relationships between corpo-
rate saving and other variables in quantitative terms,
(b) to establish significant relationships between the
corporate sector of the economy and other sectors in quanti-
tive terms, and,
(c) to indicate significant relationships between variables
and sectors of the economy in qualitative terms.

To carry out the analytical objectives under (a) and
(b) several techniques are available. A distinction may be
made between analysis in absolute terms and in relative
terms.
Among the techniques available for statistical ana-
lysis in absolute terms are: cyclical analysis; calculation
of rates of change; calculation of ratios of change; compa-
rison of absolute figures.
Among the techniques available for analysis in
Lelative terms are: the construction of econometric models;
correlation analysis; the calculation of ratios of change

Pf several variables expressed in terms of the ratio of
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change of one of these variables; calculation of percentage
relations.

In this thesis use is made for analysis in absolute
terms, of the technique of calculation of rates and ratios
of change. For analysis in relative terms use is made of
the technique of calculation of ratios of change of several
variables expressed in terms of the ratio of change of one
of these variables and calculation of percentage relations.
Since comparison of absolute figures tends to be
descriptive this type of analysis is avoided in this thesis.
Cyclical analysis is not carried out extensively, but where
applicable adopted.

Analysis in terms of econometric models or corre-
lation analysis is not used for reasons set out in the
previous chapter.

The appropriate rate of change in analysing time
series is the average rate of change. This rate of change
is the geometric mean of the year to year rates of change.
It is a feature of the average rate of change in time series,
that it can be computed from the first and last magnitude

lof the series, i.e. from the end—values‘54

See Appendix I, where, in the form of a technical
ote, standard procedure for the calculation of the average

ate of change as well as the procedure adopted for this
hesis, are explained. i
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The average rate of change is used in conjunction
with the ratio of change obtained from the end-values of the
time series to assess the significance of the changes in the
time series data. The ratio of change is in this thesis
expressed as a proportion rather than in decimal form.

Both the simple ratio of change and the average rate
of change provide significant information with respect to
the data of the time series. The simple ratio of change
indicates the proportion between the magnitude of the
base year and the final year of the time series. The
average rate of change indicates the compound percentage
with which the figure of the base year increases from year
to year in order to reach the magnitude reported in the
final year of the time series.

Neither of these measures, however, reveals any
information on the actual figures in the interval between
base year and final year of the time series.

In order to compare the data of the time series on
different variables an additional measure is necessary to
eliminate the effects of a random or irregular distribution
from the figures reported in the interval and to study the
effects of the year to year changes of the whole time series.
In order to facilitate the interpretation of this

cumulative ratio of change, the cumulative ratios of change
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pbbtained are adjusted to the simple ratio of change which
serves as criterion for the analysis in relative terms.55
Thus, four measures are used:

(a) the average rate of change, which indicates the compound
rate of change between end-values of the time series;

(b) the simple ratio of change, which relates to the end-
values in the form of a proportion;

(c) the cumulative ratio of change, which relates the total
of the whole time series to the base-year of the series;

(d) the adjusted cumulative ratio of change expressed in
terms of a simple ratio of change.

In some instances the addition of the magnitudes
peported in a time series does not necessarily lead to mean-
ingful information. Such is the case if the total number of
corporations active in Canada for each year from 1946 to
PSBH are added.

The resulting total is not very meaningful because
fhe cumulative total so arrived at does not correspond with
fhe real number of corporations existing in the final year

pf the time series.

But, if annual data for national income, corporate

55

See Appendix I for method of calculation and ad-
ustment.
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saving or similar variables are totalled, a meaningful total
is obtained. The total national income over a number of
years corresponds to the total buying power over these
years. The totalled corporate savings correspond to cor-
porate savings available over the whole period, even if

the totals are no longer available in the same form at the
end of the period.

The method of analysis used in this thesis is main-
ly based upon this characteristic of the time series ana-
lysed.

2. Corporate Saving, Net National Income and

Gross National Product.

Net National Income and Corporate Income:’

As Table V shows corporation profits before taxes
declined from 13.3% of national income in 1946 through a
high of 15.1% in 1947 to 11.1% in 1964 through a low of
10.1% in 1961.

This decline is accompanied by a steady increase in
wages, salaries and supplementary labour income as a per-

centage of national income, viz. from 57.4% in 1946 to 66.6%

in 1964,

At the same time net income of non-farm unincorpora-

ted business declined from 11.2% of national income in 1946
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to 7.4% in 1964, whilst accrued net income of farm opera-
tors from farm production dropped sharply from 11.1% in
1946 to 4.2% in 1964%. On the other hand the remaining
components, i.e. military pay and allowances, rent, inter-
est and miscellaneous investment income and inventory val-
uvation adjustment, combined, rose from roughly 13% to 16%
over the same period.

A comparison of the wage-Dbill, the income of the
corporate sector (corporation profits before taxes) and
income in the unincorporated sector (income from farm pro-
duction and non-farm unincorporated enterprise income)
which does not take into account variation in the afore-
mentioned remaining components indicates a sharp decline of
income in the unincorporated sector, a relatively mild de-

cline in the corporate sector and a substantial increase in

the wage-bill.

1
Year Wage~bill Corporate Unincorporated
Sector Sector
1946 57.u4% 13.3% 22.3%
1964 66.6% 11.1% 11.6%
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Although a detailed assessment of the significance
of the shifts among wage-bill, corporate and unincorporated
sector would lead too far afield, a few of the more salient
features are indicated.

The significant decline of income in the farm-
sector (11.1% to 4.2%) as a share of national income is un-
doubtedly primarily due to the effects of urbanization.
These effects account at the same time for part of the in-
crease in the wage-bill percentage. Population and hence
labour-force increases also account for part of the wage-
bill increase.

Another part of the increase in the wage-bill share
is accounted for by shifts from the non-farm unincorporated
sector, insofar as self-employment in this sector converts
to wage-earning employment.

The decline of income in the unincorporated sector
as a share of national income from 22.3% to 11.6% cannot,
however, be fully ascribed to the effects of urbanization
and conversion to wage-earning employment alone. Especial-
ly not, since the decline of corporate income as a share of
national income was far less pronounced than the decline of

income of the unincorporated sector.
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One other possible explanation is that the relative-
ly milder decline in the corporate sector as against the
unincorporated sector may in part be due to greater pro-
fitability of corporate enterprises and changes of enter-
prises from the unincorporated to the corporate sector.

Urbanization and conversion to wage-earning employ-
ment as well as changes from the unincorporated to the cor-
porate form of enterprise account largely for the decline
of the unincorporated sector's share of national income.

Over the period 1946-1964 the corporate share of
national income declined in relative importance by 2.2%.
This is remarkable in view of two developments. First, as
is shown later, corporate investment increased at a much
greater rate than national income, (11.5% as against 7.5%).
Since increases in investment bring about increases in in-
come through increased effective demand, one would have
expected that the share of the corporate sector of national
income would have increased.

Secondly, as was pointed out previously, changes
from the unincorporated to the corporate form of enterprise
would also account for an increase in corporate income,

rather than a decrease, in relative terms.
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The fact that corporate income declined in relative
importance may in part be due to a decline in the profits-
to-capital ratio in the corporate sector. An indication
that such a decline is not unlikely to have occurred over
the period analysed is given in Table XXVII. In this table
average corporate profits before taxes are shown to decline
from $44,300 to $27,700, while average corporate capital
consumption allowances are shown to increase from $12,600
to $19,700, from 1946 to 1963.

These observations form the background against which

corporate saving is analysed in this chapter.

Net National Income and Corporate Saving:

The average rates of change of net national income,
corporation profits before taxes and undistributed corporate
profits are respectively 7.5, 6.5 and 5.5%.

The simple ratios of increase are respectively
1:3,7, 1:3.1 and 1:2.6.

The adjusted cumulative ratios of increase are re-

spectively X1:3.7, Xl:3.3 and X,:2.7.

1
The comparison between simple and adjusted cumula-
tive ratios indicates that the average rates of change

based on the end-values of the time series from 1946 to 1964

are representative indicators of the changes that took place
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over this period.

The decrease in undistributed corporation profits

is in line with the observation that the decrease in rela-
tive importance of corporate income may be due in part to

a declining profit margin in the corporate sector over the
period analysed.

The rates and ratios of change of national income,
corporate income and net corporate saving are shown in

Table XXI.

Gross National Product and Corporate Saving:

The relationship between gross corporate saving and
gross national product on the one hand and between undistri-
buted corporate profits and net national income on the other
hand is shown in Table VI.

Gross corporate saving, as a percentage of gross
national product, moved from 7.67% in 1946 through a peak

of approximately 10% concentrated in the years 1955-1959 to
7.40% in 1964,

OCver the same period gross national product in-
creased to four times its original size in 1946.

Gross corporate saving consists of both capital con-

sumption allowances and undistributed profits.
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Corporate capital consumption allowances increased
to 7.4 times their original size in 1946, while undistri-
buted corporation profits increased to 2.9 times their ori-
ginal size in 1946 over the period 1946-196hL.

Gross corporate saving showed an increase to 4.8
times its original size from 1946 to 196u4.

The ratios of increase of gross national product,
gross corporate saving and corporate capital consumption
allowances are respectively: 1:4.0, 1:4.8 and 1:7.4.

The average rates of increase, derived from these
simple ratios of increase, are respectively: 8%, 9% and
11.75%.

The sum total of gross national product over the
period 1946-1964 amounted to $531,477.-million, i.e. an
amount equal to 44.9 times its size in 1946. The compara-
tive figures for gross corporate saving and corporate capi-
tal consumption allowances are respectively $47,760.-million
and $32,404.-million and respective increases are 52.5 and
77.0 times original size in 19u6.

The cumulative ratios of increase of gross national
product, gross corporate saving and corporate capital con-

sumption allowances are: 1:44.9, 1:52.5 and 1:77.0 respec-

tively,
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The adjusted cumulative ratios of increase, derived
from these cumulative ratios of increase, are: Xl:H.O,
Xl:u.7 and X1:6.9 respectively.

These adjusted cumulative ratios of increase indi-
cate, bearing in mind that the ratio for gross national pro-
duct is held constant, that the cumulated total gross cor-
porate saving figures over the whole period 1946-1964 in-
creased at a slightly lower ratio than the ratio calculated
from the end values of the time series, viz. Xl:4.7 as com-
pared with 1:4.8,

The same observation holds true for corporate capi-
tal consumption allowances, though the difference is more
pronounced, viz. Xl:6.9 as compared with 1:7.4.

The difference between the simple and the adjusted
cumulative ratio of increase of gross corporate saving is
too small to give rise to a difference between the average
rate of increase (9%) and an adjusted average rate of change
expressed as a percentage.

The difference between the simple ratio and the ad-
justed cumulative ratio of increase of corporate capital
consumption allowances is, however, sufficiently large to

De expressed in terms of the percentages, as qualified in

Appendix I.
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The average rate of increase of corporate capital
consumption allowances is 11 3/u4%; the adjusted average
rate of change is 11 1/u%.

Compared with gross national product, gross corpor-
ate saving increased at a faster rate, both in terms of the
average rate of change and in cumulative terms.

The same observation holds true for corporate capi-
tal consumption allowances. It is noted, however, that in
cumulative terms the rate of growth is less than the ave-
rage rate of change and the simple ratio of increase indi=-
cate.

The different ratios and rates of change with re-
spect to gross national product, gross corporate saving and
corporate capital consumption allowances are shown in

Table XXII.

National Saving:

National saving shows the same approximate fourfold
increase already noticed as characteristic of gross national
income and gross corporate saving over the period 1946-196Y4.

Gross corporate saving increased during this period

from 44.9% to 48.8% of national saving.
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Undistributed corporation profits declined from
24.1% to 14.0% of national saving over the same period, as
Table VII shows.

In Table VIII the total national saving figure is
broken down into:

(a) personal net saving (including net saving of the unin-
corporated sector);

(b) corporate undistributed profits or net corporate saving;
(¢) unincorporated business capital consumption allowances;
(d) corporate capital consumption allowances;

(3) government capital consumption allowances;

(f) other components not relevant to this assessment

(i.e. various adjustments and government surplus or deficit),

These components of national saving are analysed in
quantitative terms in Table XXIII.

Personal (and unincorporated business) net saving
increased at an approximate simple ratio 1:2.4, while net
corporate saving (undistributed corporate profits) in-
creased at an approximate simple ratio of 1:2.6. There
are some differences as indicated in Table XXIII in the
simple ratios of increase of corporate, unincorporated and
government business capital consumption allowances; respec-

tively 1:7.4, 1:4.0 and 1:5.8.
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These differences suggest that personal net saving
and undistributed corporate profits lagged significantly
behind the rates of increase of general economic activity
as reflected in gross national product and net national
income, while unincorporated business capital consumption
allowances increased at about the same rate, and both
government and corporate capital consumption allowances
lead.

As the adjusted cumulative ratios reported in Table
XXIII indicate the simple ratios of change are somewhat
modified if changes over each and every year of the time
series are taken into account. They do however confirm the
conclusions formulated previously with respect to the sig-
nificance of the changes among these components of national
saving.

The preceding conclusions were pased upon the rela-
tion between each of the components of national saving and
national saving itself.

Further conclusions may be formulated by relating
the various component variables to each other. In analyzing
the pattern of interrelationship among these component vari-
ables the main focus of interest is on causal factors which

play a role in the shifts in importance of these variables.
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It is evident that the relatively large increase in
corporate capital consumption allowances is in some way
related to the relatively sharp decline in personal net
saving.

What causes the decline in personal net saving
relative to national saving? In order to answer this
question it must first of all be remembered that personal
net saving is in part comprised of unincorporated business
net saving.

It is known that over the last twenty years ther
has been a decline in the marginal propensity to save in the
personal sector.56

We know from the preceding analysis that the wage-
bill has increased as a percentage of national income (viz.
from abt. 57% to 67% from 1946-1964) and that income in the
unincorporated sector has decreased (viz. from 22% to 12%
over the same period).

Now, bearing in mind the traditional functional
relationship between saving and income we may draw the
conclusion that the decline in the personal saving sector

relative to national saving is mainly due to the decline in

°6 Personal income increased from $9,719 million in
1946 to $35,019 million in 1964; i.e. an approximate simple
ratio of increase of 1: 3.6. See Table 7, Canadian National
Accounts, 1964 and previous issues.
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income in the unincorporated business sector. This in turn
must be ascribed to factors set out before which explain the
relative shift in importance of corporate capital consump-
tion allowances vis-a-vis capital consumption allowances in
the unincorporated business sector.

It should be observed here that the saving of the
unincorporated business sector is reported in one figure
with the saving of wage-earners as personal net saving in
the Canadian National Accounts. Due to statistical
difficulties the separate figures which would support the
above conclusion are not available.

Not all causal factors involved in the relative
shifts in importance among components of national saving
can be traced at this level of aggregation. A definite
shift in importance of one component vis-a-vis another
component can be established both with respect to the
relation of base year to final year of the time series and
with respect to cumulative effects over the period in
question. But, at the same time it should be realized that
the causes of these shifts, over a longer period, may be
extremely complex and varied.

In 1964 Canada's national savings were $8,965 million
@s shown in Table VII.
Gross corporate saving in 1964 amounted to $4,377

nillion, i.e. nearly 50% of total national saving. This

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES



UNIVERSITE DOTTAWA ECOLE DES GRADUES

STATISTICAL ANALYSIS OF CORPORATE SAVING 118
means that out of every dollar saved in Canada 50 cents
were saved by the corporate sector in 1964.

As Table VII further indicated the share of cor-
porate saving fluctuates fairly substantially at about this
50% level of national saving over the whole period 1946-

1964.
3. Corporate Saving, Tax Liabilities and Dividends.

Table IX shows the relation between undistributed
corporate profits and corporation profits before taxes.

Corporation profits before taxes are reduced by (a)
tax liabilities, (the excess of tax liabilities over tax
collections is here ignored), (b) dividends and charitable
contributions to a remainder, i.e. (c¢) undistributed
corporate profits.

Dividends and charitable contributions are reported
in Table XV and Table XVI. These charitable contributions,
in view of their relatively small size, are not taken into
consideration in the analysis presented below.

Earlier it was remarked that some time series show
a steady increase in values reported from year to year.
This was the case with e.g. gross national product. But

other series, and these include tax liabilities, dividends
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TABLE XXI
RATIOS OF INCREASE OF SELECTED COMPONENTS
OF NATIONAL INCOME
1946-1964
Type of Net Corporation Undistributed
Ratio* National Profits Before  Corporation
Income Taxes Profits
1 1: 3.7 1: 3.1 1: 2.6
(2) 1:42.5 1:37.4 1:31.5
3 X, : 3.7 X : 3.3 X : 2.7
( ) 1 1o 1 1o 1 1o
4) 7% 63% 5:%

Source: Tables VI and IX.

TABLE XXII

RATIOS OF INCREASE OF SELECTED COMPONENTS

OF GROSS NATIONAL PRODUCT

1946-1964
Type of Gross Gross Corporate
Ratio* Natjional Corporate Capital
Product Saving Consumption
Allowances
1) 1: 4.0 1: 4.8 1: 7.4
(2) 1:44.9 1:52.5 1:77.0
3 X : 4.0 X.: 4.7 X :6.9
(3) 1 1 1
€] 8% 9% 11 3/4%

Source: Tables VI and XI.

* (1) Simple; (2) Cumulative;
(4) Average rate of change.

(3) Adjusted Cumulative;
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and undistributed corporate profits do not exhibit such a
steady pattern of development over the period 1946 - 1964.

As Table XXIV shows undistributed corporate profits
declined substantially, particularly if compared with the
rate of change in corporate income.

Since income tax liabilities over the period 1946 -
1964 increased at approximately the same rate as income,
the decline in undistributed corporate profits, relative to
income, must be attributed to a relative increase in
dividends paid by corporations.

Why did dividends increase relative to corporate
income and why did undistributed corporate profits decline
relative to corporate income?

The explanation for the simultaneous decline in
undistributed corporation profits and increase in dividends
relative to corporate income appears to be the relative
decrease of importance of undistributed corporation profits
as compared with corporate capital consumption allowances
as a source of internal funds.

In view of the increasing importance of corporate
capital consumption allowances as a source of internal funds
it is to be expected that such considerations as bear upon
the formulation of dividend policy in favor of increasing
payment exert an increasingly strong influence, whilst

considerations for the retention of corporate income
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decrease in importance.

One other element has contributed to the variation
in rates of change, as set out above, and that is the
impending imposition of higher withholding taxes in late
1960 and early 1961, which affected undistributed corpora-

tion profits (see Chart I).
4. Corporate Saving and Investment

Corporate gross fixed capital formation as shown

in Table XII indicates a steady advance from 1946 to 1957,
with one exception in 1954, when a decline is recorded.

In the period 1958 - 1964 investment initially
declined and shows an irregular pattern up till 1964. The
final figure reached in 1964 is the highest for the whole
period.

In contrast with these trends in corporate invest-
ment, corporate capital consumption allowances, shown in
Table XI, indicate year to year increases, only interrupted
once in 1958,

Over the period 1946-1964 investment in inventories
(valued at average prices for the reporting periods) were
mainly positive as indicated in Table XIII. The same
observation applies to the excess of tax liabilities over

tax collections from corporations presented in Table X1V,
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As will be recalled corporate investment data were
approximated, since these data are not directly included

in the National Accounts. A certain degree of error in the
approximation is unavoidable. But, since the method used,
is applied consistently to each year of the time series,
the degree of error present in the series on corporate
investment is also consistent,

Nevertheless, the changes in the rate of corporate
fixed capital formation data, as shown in Table XXVI must
be interpreted with caution.

Bearing in mind, this need for caution in inter-
pretation, as well as the fact the statistical series are
composed of fairly regularly increasing magnitudes a brief
analysis in terms of simple and composite ratios may suffice
to illustrate the evolving pattern of interrelationship
between investment and capital consumption allowances over
the period 1946-1964.

A comparison of the data contained in Tables XXV

and XXVI leads to the conclusion that both fixed capital
formation and capital consumption allowances show a similar
pattern over this period.

The rapid rates of increase of corporate capital
consumption allowances relative to total capital consumption
allowances indicate a definite shift in emphasis towards

the corporate sector. This shift is accompanied by a
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relative decline of capital consumption allowances for the
unincorporated and government sector combined.

The average rates of change of total, corporate
and other capital consumption allowances are 10%, 11 3/4%
and 81% respectively.

The high rates of increase of corporate fixed
capital formation as compared with total fixed capital
formation for the other sectors of the economy indicate a
similar shift in emphasis towards the corporate sector.

The average rates of change of total, corporate and
other fixed capital formation are 11%, 113% and 10%
respectively.

In view of the relation between investment and
capital consumption allowances this similarity is to be
expected.

Business gross fixed capital formation as per
National Accounts, shown in Table XII amounted to $8,968
in 1964,

Corporate gross fixed capital formation amounted to
$5,731 million in 1964.

This means that, in 1964, approximately 63% of
business gross fixed capital formation was carried out in
the corporate sector.

As Table XII further indicates this percentage is

fairly representative for the whole period 1946 - 1964,
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TABLE XXV
RATIOS OF INCREASE OF CAPITAL CONSUMPTION
ALLOWANCES
1946-1964
Type of Total Capital Corporate Capital Other Capital
Ratio* Consumption Consumption Consumption
Allowances Allowances Allowances
1) 1: 5.6 1: 7.4 1: 4.3
(2) 1:61.2 1:77.0 1:49.8
(3) Xlz 5.6 Xl: 7.1 Xlz 4.6
4 10% 11 3/4% 81%
Source: Table XI.
TABLE XXVI
RATIOS OF INCREASE OF FIXED CAPITAL FORMATION
1946-1964
Type of Total Business Corporate Other Gross
Ratio* Gross Fixed Gross Fixed Fixed
Capital Capital Capital
Formation Formation Formation
(1) 1: 6.5 1: 7.2 1: 5.6
(2) 1:72.5 1:80.5 1:61.8
(3) XZ: 6.5 X2: 7.2 X2: 5.5
4 11% 113% 10%

Source: Table XII.

+* (1) Simple; (2) Cumulative; (3) Adjusted Cumulative;
(4) Average rate of change.
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5. Corporate Saving and the Formation

of New Corporations.

As Tables XVII and XVIII indicate the number of
taxable corporations in Canada increased from 33,305 in
1946 to 1u4,284 in 1963. This implies an average rate of
increase of 9% per annum and a simple ratio of increase of
1 : 4,3,

Some concomitant effects of the annual increase in
the number of corporations operative in Canada have been
indicated in the preceding chapters.

A glance at Table XXVII shows two other aspects
which are of importance in analyzing the role of the
corporation and its savings for the economy.

First, average corporate profits before taxes show
a declining pattern, Secondly, average corporate capital
consumption allowances show a general pattern of increase
over the period 1946 - 1964. In both series some irregu-
larities are indicated from year to year.

In conjunction with the preceding analysis this
leads to the conclusion that the increase in importance of
the corporate sector in the economy is primarily due to its
scale of investment and capital consumption allowances
rather than to its scale of income relative to other sectors

of the economy.
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TABLE XXVII

AVERAGE CORPORATE PROFITS BEFORE TAXES AND CAPITAL

CONSUMPTION ALLOWANCES

1946-1963

Year Corporation Corporate Total Average Average

Profits Before Capital Number of Corporate Corporate

Taxes Consumption Companies Profits Before Capital

Allowances Taxes Consumption
Allowances
(1) (2) (3) (4) )
1946 1,474 421 33,305 44,300 12,600
1947 1,814 582 40,076 45,300 14,500
1948 1,964 702 44,320 44,300 15,800
1949 1,879 797 46,561 40,400 17,100
1950 2,522 907 49,575 50,900 18,300
1951 2,825 1,037 52,996 53,300 19,600
1952 2,698 1,189 55,596 48,500 21,400
1953 2,611 1,354 60,414 43,200 22,400
1954 2,290 1,521 65,569 34,900 23,200
1955 2,965 1,733 71,660 41,400 24,200
1956 3,345 1,976 79,797 41,900 24,800
1957 3,056 2,242 87,344 35,000 25,700
1958 3,075 2,091 95,704 32,100 21,800
1959 3,504 2,303 106,216 33,000 21,700
1960 3,338 2,426 117,853 28,300 20,600
1961 3,427 2,447 127,030 27,000 19,300
1962 3,750 2,713 135,545 27,700 20,000
1963 3,996 2,838 144,284 27,700 19,700
Source: Tables IX, XI and XVII,.
Note: (1) and (2) in millions of dollars, (4) and (5) in dollars rounded to nearest

hundred.
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6. Fluctuations in Corporate Saving.

In the preceding analysis the emphasis has been

on rates and ratios of increase. These measures were
obtained by relating base year of the time series to the
final year and by relating base year to cumulative values.
This type of analysis does not take into account the changes
from year to year in the time series.

Chart I shows the data on corporate capital con-
sumption allowances, undistributed corporate profits and
gross corporate profits on a seasonally adjusted basis at
annual rates for the period 1950 to 1964. Data for the
years 1946 to 1949 are not available in this form.

The data are plotted on a semi-logarithmic scale.

As indicated before the growth of corporate capital
consumption allowances is quite substantial as compared with
the rather limited growth of undistributed corporate
profits. Fluctuations in undistributed corporate profits
are more substantial than those in corporate capital
consumption allowances.

In Chart I the recession phases of Canadian business
cycles have been indicated by shaded areas.

The chart illustrates that undistributed corporation
profits appear to be more sensitive to general business

conditions than corporate capital consumption allowances.
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This reflects the primarily legal character of the latter

as well as an indication that corporate investment is less
influenced by current business conditions than expected
prospects. The undistributed corporate profits in
conjunction with dividend payments over the period analysed,
reflect the sensitivity of corporate income to current
business conditions as well as incidental conditions such

as apply to late 1960 and early 1961.

At that time, .fairly substantial payments were made,
due to the impending imposition of higher withholding taxes,
viz. from 5§ to 15% on dividends to foreign recipients.

Summarising the post-war record of the Canadian
economy, the Economic Council of Canada suggests that:

"Looking back over the post-war period as a whole,
it would appear that the Canadian economy has passed
through two distinctly different phases of economic
performance, and may now have entered a third phase.
The first of these phases, which stretched through
the earlier post-war years into the early 1950's,
was a period characterized by almost consistently
high employment and well sustained increases in
productivity and growth in total output. At the
same time this period was marked by special and
recurrent price and cost pressures and strains in
the balance of payments. Subsequently, during the
1950's, there was a transition to a totally different
situation in which the economy, for a variety of
causes and in a variety of different ways, lost
momentum and suffered a significant deterioration
in its competitive position. This was a period
marked by relatively high unemployment, slow gains
in productivity and total output, a relatively high
degree of price and cost stability, and a loss of
strength in the balance of payments which was a
reflection of many different factors, including in-
appropriately high levels of the exchange rate and
interest rates.
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More recently, since 1961, the economy appears to
have entered a third phase in which a degree of
reduction in unemployment has been achieved,
productivity gains have been improved, balance of
payments strains have been eased, and reasonable
price and cost stability has been largely
maintained."57

The Economic Council of Canada, outlining the back-
ground for the analysis of national saving, further
indicates that:

"The primary determinants of national saving are
described in conceptual terms as the "income, interest
rates, wealth or net worth and tastes" of the body

of economic units comprising the economy. The last-
named factor represents the complex of psychological
or non-financial motivation underlying decisions to
save rather than to consume., We are lacking
conclusive data and evidence as to the interrelation-
ships among these determinants of saving, however,

and an adequate theoretical framework is not available
to provide a firm basis for projecting gquantitative
estimates of national saving under varying growth
conditions."98

Within the framework of this observation the Council
continues, to state that:

"Closer examination of the data for Canada shows
that in spite of considerable fluctuation from one
year to the next, the rate of gross private saving
tends to follow a repetitive movement, generally de-
clining in the downward phase of each business cycle

57 Economic Council of Canada, Economic Goals for
Canada to 1970, First Annual Review, Ottawa, Queen's Printer,
December 1964, p. 29.

58

Ibid., pp. 127-128.
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and tending to move upward in the recovery phase.
This occurs, moreover in spite of wide changes in
each of the constituent elements of gross private
saving.®9 Although no consistent pattern on trend
can be observed among these constituents over the
post-war period, there appears to be a general
tendency for variations as between rates of savings
in the corporate and noncorporate sectors to offset
each other and thus contribute to greater stability
in the aggregate".60

The observation of the Council with respect to the
general tendency for variations as between rates of savings
in the corporate and noncorporate sectors to offset each
other and thus contribute to greater stability in the
aggregate is illustrated in Chart II of this study.

When averaged out over the course of succeeding
business cycles, the average rates of change clearly
indicate the stability in the ratio of gross private
saving to gross national product. These rates of change

as well of those of the component variables are given in

Table XXVIII of this study.

7. Recapitulation of Analytical Data.

In order to recapitulate in simple and orderly

fashion the data and their relative importance as discussed

59 Personal and business savings together with
adjustments for inventory valuation, comprise the flow of
gross private saving. They may also be reclassified for
analytical purposes in terms of corporate and noncorporate
components.

0 Economic Council of Canada, op. cit., pp. 127-128,
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and analyzed in this chapter, Diagram II presents a total
view of all variables involved. In each bar of the diagranm
the simple ratio of increase pertaining to the variable to
which the bar refers is inserted so as to facilitate
comparison. The height of the bars indicates the value

of the simple ratio of increase.

It is immediately evident that both corporate
capital consumption allowances and corporate gross fixed
capital formation show the greatest increase over the
period 1946 - 1964 and that undistributed corporate profits
show a substantial decrease relative to gross national

product, net national income and national saving as well

as other variables.
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SUMMARY AND CONCLUSIONS

In Chapter I a definition of corporate saving is
given within the framework of the Canadian National
Accounts. Specifically those items are taken into consi-
deration which in the National Accounts are reported as
constituents of national saving, i.e. corporate capital
consumption allowances, undistributed corporate profits and
inventory valuation adjustment. The terms of reference
outlining relations between corporate sector and other
sectors of the economy as well as the implied type of
analysis, i.e. time-rates of change analysis are stated.

In Chapter II a distinction is made between three
main groups of determinants of corporate saving, i.e.
income, investment and dividends. The main factors
affecting these determinants are presented, thus providing
a frame of reference within which an assessment of
available statistical information can take place.

In Chapter III the available statistical information
is presented and assessed. The assessment leads to the
conclusion that basic information can be obtained directly
from the National Accounts. Statistical information with
respect to some related variables must however be appro-
ximated whilst one or two items are as yet not available.
On the whole however sufficient statistics are available
to present an analysis of the various variables and inter-

relationships involved.
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The time series presented in Chapter III are
analyzed in Chapter IV. The analysis is given in both
absolute and relativé terms and leads to a number of con-
clusions, of which the most important one for this thesis
if the following:

Over the period 1946 - 1964 corporate saving
increased in absolute and relative importance, because of
rapid development of corporate capital consumption allowan-
ces during that period.

In many respects the corporate form of enterprise
is the predominant one in Canadian business.

This is true with respect to capital consumption
allowances, fixed capital formation and, within the frame-
work of national saving, with respect to gross corporate
savings.

Corporate income and income in the unincorporated
sector were respectively 13.3% and 22.3% of national income
in 1946,

In 1964 these shares were respectively 11.1% and
11.6%.

Although there has been a decline in the corporate
share of national income during the period from 1346 to
1964 this decline was far less than the decline in the

unincorporated sector's share of national income.
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In relative terms the corporate sector's share has
therefore increased with respect to the unincorporated
sector's share. If this development continues at the same
rate as evident over the years 1946 to 1964 the corporate
form of enterprise may also become the predominant form
of enterprise in this respect.

Conclusions were formulated in two main areas of
the thesis. TFirst, with respect to available statistical
information. Secondly, with respect to corporate saving
in both absolute terms and relative to selected variables
such as gross national product, net national income,
national saving, corporate income and total capital con-
sumption allowances as well as total fixed capital
formation.

Certain deficiencies were noted with respect to
available data, particularly the lack of estimates covering
the corporate sector directly. Estimates were prepared to
give a first approximation of corporate data.

Adjustments had to be made particularly in
allocating corporate inventory valuation adjustment,
corporate physical change in inventories, corporate fixed
capital formation and foreign dividends received. No data
were available with respect to the details of the compo-
sition of the net increase in the number of corporations

from year to year.
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No separate data were available with respect to
savings of the unincorporated sector and those of wage-
earners.

This listing of statistical deficiencies points to
the necessity of improving many of the statistical series
avallable, so as to facilitate the analysis of the
corporate sector and its position relative to other sectors
of the economy.

Some of the salient features of corporate income
and gross corporate saving were explored with respect to
net national income and gross national product.

Corporate income was shown to have increased in
absolute terms, but to have decreased relative to
national income.

Gross corporate saving increased in absolute terms
over the period 1946 - 1964. Relative to gross national
product it was shown that gross corporate saving increased
slightly. Corporate capital consumption allowances increased
substantially relative to gross national product, while
undistributed corporation profits showed a relative decline
in importance.

In this thesis some of the causal factors which may
in part account for the above relative shifts in importance

Wwere indicated.
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The declining importance of income of the un-
incorporated sector relative to the corporate sector may
partly be due to the decline of agriculture's share of
national income, caused primarily by the effects of
urbanization. Further factors include the post-war long-
term trend towards larger farms, and increased mechanization
of farm work.

The decline of the unincorporated sector's share
of national income may further in part be attributed to
changes from the unincorporated to the corporate form of
enterprise.

With respect to the relative decline of importance
of the corporate share of national income two factors would
be, in part, responsible for an expected increase. These
factors are the changes from the unincorporated to the
corporate form of enterprise and the rapid increase of
corporate capital consumption allowances and the underlying
increase in capital investment.

Nevertheless a decline was shown to exist and the
causal factor to which this decline may be partly due was
indicated to be the declining profits-to-capital ratio
to which the corporate sector appears to be subject.

Evidence for this declining profits-to-capital
ratio is indirectly indicated by decreasing average

corporate profits before taxes and increasing average
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capital consumption allowances over the period 1946 - 1964.

Within the framework of national saving, gross
corporate saving increased in absolute terms. In relative
terms the rate of increase is approximately the same as
that of national saving. Although there are fairly
substantial fluctuations from year to year, it may be
stated, as a fairly close approximation of the developments
over the period 1946 - 1964, that one half of national
savings originated in the corporate sector.

Within the framework of corporate profits before
taxes, undistributed corporate profits increased in absolute
terms but declined in relative terms. Corporate income
tax liabilities followed the same pattern of increase as
income; the average rates of increase are nearly identical.

Corporate dividends, however, increased relative
to corporate income.

In view of the significant increase, both in
absolute and relative terms, of corporate capital consump-
tion allowances, undistributed corporate profits have become
a relatively less important source of internal funds than
they used to be. This may in part explain the willingness
of corporations to increase dividends relative to income.

One other explanation for the increased dividends is
the occurrence of substantial payments by non-resident

controlled companies associated with the impending
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imposition of higher withholding taxes in late 1960 and
early 1961.

Corporate capital consumption allowances and
corporate fixed capital formation increased at a rapid
rate over the period 1946 -~ 1964. In relative terms both
corporate capital consumption allowances and fixed capital
formation increased at a rate greater than that of any
other variable analyzed.

Corporate fixed capital formation amounts to
approximately 63% of business capital formation during
1964, This percentage is fairly representative for the
whole period 1946 - 1964,

Average corporate capital consumption allowances
increased significantly over the years 1946 to 1964,
Average income, and, bearing in mind the development of
tax liabilities and dividends, undistributed corporate
profits declined significantly over the same period.

These observations indicate that the increased
importance of corporate saving in absolute terms as well
as relative terms is mainly due to the rapid increase in
corporate capital consumption allowances rather than to
increased retained earnings.

Seasonally adjusted corporate capital consumption
allowances data show a near-linear pattern of increase

over the period 1946 to 1964. The fluctuations in gross
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corporate saving on a seasonally adjusted basis may
therefore be mainly ascribed to fluctuations in undistri-
buted corporation profits. The graphical analysis of
undistributed corporation profits showed these profits to
be sensitive to general business conditions as reflected
in business cycle data. There is a tendency to follow a
repetitive movement, generally declining in the downward
phase of each business cycle and tending to move upward
in the recovery phase of each cycle. This pattern of
change of undistributed corporation profits is in close
agreement with the pattern of change of gross private
saving in general.

The main factors in the near-linear pattern of
growth of corporate capital consumption allowances are the
following. TFirst, capital consumption allowances are
based on taxation regulations which over the period
analyzed have not changed substantially. Secondly, capital
consumption allowances apply to past fixed capital formation
over as many as five to ten years. This considerable
lagging of capital consumption allowances in conjunction
with a steady growth of corporate investment over the
period 1946 to 1964 promotes a steady growth pattern of
capital consumption allowances over the whole period.

The main factors responsible for the irregular

pattern of growth of undistributed corporation profits
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(or net corporate saving) are less easily specified. Their
sensitivity to general business conditions indicates that
these factors include mainly variations in the general
price level and corporate income, variations in the rate
of interest and the availability of money as well as
variations in dividend policy.

Recurrent price and cost pressures account mainly
for fluctuations in undistributed corporation profits
during the first half of the period 1946 to 1964. Fluctu-
ations in the interest rate and availability of money as
well as dividend policy mainly account for variations in
undistributed corporation profits during the latter half

of this period.
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Appendix I.

Technical note relating to the calculation of the average
rate of change in time series data and adjustment of
cumulative ratios.

The equation for the calculation of the geometric
mean of rates of change from the end values of a time series
is

n
Xp = (1417 (1)
X1

where X7 1is the value of the first item, X, is the value of
the last item, (1 r) is the geometric mean and r is the
percentage rate of change.

Equation (1) may be transformed into:

n
(L4 1) Xn (2)
X1

which equation may be further transformed into:

log Xn

T (3)

log (1 4 r)
n
The antilog of the expression on the right side of the
equation is the rate of change desired.

Since, what in fact is obtained by the use of these
equations, is a compound rate of increase of the form
(1 + r) the factor r may be obtained from a compound
interest table of the form S -7 (1 + i)R. Given the
ratio of change as calculated from the end-values of a time
series and the value of n, the calculated ratio of change
is located under n and thus the compound rate of change or
average rate of change is obtained. Since an interest table
was used reporting compound rates with an interval of 1/4
of 1%, average rates of change are reported in this study
to the nearest 1/4 of 1%, an approximation well within a
tolerable range of error.

The adjusted cumulative ratio of change is obtained
by reducing the cumulative ratio of the composite variable,
e.g. national saving for Table XXIII, in such a manner that
the right hand side of the cumulative ratio is equal to
the right hand side of the simple ratio. For example, the
simple ratio of increase of national saving is 1 : u.4,
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The unadjusted ratio is 1 : 48.2, The adjusted cumulative
ratio is 1/11 : 48.2/11 = 1/11 : u4.4. Next the cumulative
ratios of the component variables are adjusted by dividing
these ratios through by the same divisor, e.g. the personal
net saving cumulative ratio is 1 : 28.2, the adjusted

ratio is 1/11 : 2.6. Since the left hand factor does not
play a role in the assessment of the relative significance
of the shifts among component variables over each and

every year of the time series, the left hand side is simply
expressed as X3, X2 ... Xp.

It should first be observed that the ratios, though
expressed differently, are essentially the same, i.e. 1in
the case of national saving the essential ratio 1 : 48.2
is preserved and can be recreated by multiplying both sides
of the adjusted cumulative factor by the divisor used.

The same observation applies to the cumulative ratios of the
component variables.

Secondly it should be observed that, inasmuch as
there is a specific relation between ratios of the composite
variable on the one hand and of the component variables on
the other hand, be it simple or cumulative, this relation-
ship must be preserved. If all ratios were expressed in
thelr original form, e.g. for simple ratios the value of
the base year related to the value of the final year, the
sum of the base year values of the component variables
related to the sum of the final year values of the
component variables would be the ratio for the composits
variable. By using the divisor obtained from adjusting the
cumulative ratio of the composite veriable to adjust the
cumulative ratios of the component variables the specific
relation existing between them prior to adjustment is
evidently preserved. As a result of the adjustment the
right hand sides of simple and adjusted cumulative ratio
are now expressed in the same terms. The procedure used
has the effect that an immediate assessment based upon the
comparison between right hand sides of simple and adjusted
cumulative ratios of change is now possible, subject to
negligible rounding errors, thus avoiding the rather
awkward interpretation of usually large unadjusted
cumulative ratios.

It is self-evident that a high simple ratio of a
particular variable as compared with a low cumulative ratio
for the same variable, or vice versa, suggests that the
pattern of change during the interval between base year and
final year may be irregular.

If both simple and cumulative ratio are nearly
identical a regular pattern of change may be expected.
However, this i1s not necessarily true in all cases, hence
the raw data must always be studied to establish the
actual pattern of change during the interval.
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