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.PREFACE

THE IDEA OF AN ECONOMIC COMMUNITY IS NOT NEW.
Free.trade areasﬁ and closer economic cooperation between nations
seem to be the vogue in.t‘oday' s world. Free trade between Canada and
‘the United ,States is not new. HO'WéVefg. I have never. heard or read of
- anyone ‘advocating an economic union including Mexico with Canada and
theUnited,Statese' Mexico is included for its geography and its re-
sources but mainly for ‘psychological reasons.

I am indebted to the many books and publications of the Cana-
-dian-American Committee, which is sponsored by the National Planning
-Association (U.S.A.) and Private Pia.nning,Association.of_ Canada, for
much of my research material. . I owe much to the texts of Professors
_Samuelson .and»Kindelk‘)erger for my approach to the problems of inter-
national trade. . I hope I s’hall be forgiven if I, as a Canadian, have em-
p’hasized perhaps. excessively some Canadian aspects of the problems

involved.
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. ABSTRACT

Political and military strength require a basis of economic
strength, This requires resources as well as‘ technoloegy. . The Soviet
Union and its satellites control vast land areas, huge populations, and
many natural resources. . The Soviet Union is fast acquiring technology,
and its industrial capacity 1s groWing@ The,Eﬁropean‘Ecoﬁomic.Com—:
munity is gr.bwin-g stronger and becoming more compétitivé.,

To remain at the head of the line, the United States must grow
stronger economically, For this it neéds fesources and pe'(;ples

. This thesis analyzes the economic strength and growth o;:'. the
Soviet Union'@' It refers to the. Europeg.n _,EcofmmicCommunity., It |
analyzes the natural resources of the United States, Canada, and
Mexico, - It discusses the historical d.e’vélopment of the g'C6ﬁomies of
the United»Sté;fes and of C,,ané,da and the gradual interrelation of these
.economies. It discusses the trade barriers between the United States
and Canada and some of ’Ehe advantages ‘and problems of the ,export by
thae,Uniteé:‘:States.to Canada and Mexico of large quantitiés of long:-term
capital. The trade relations with Mexico are .considered.

Facts and argurﬁents for an economic union between the. United
‘States, Canada, and Mexico are discussed. Various alternative methods
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of removal of trade barriers are considered, and a plan is set out for
an Economic Community of North. America with three partners—Can-

ada, the United States, and Mexico.



CHAPTER I
INTRODUCTION
| The 'late,President Kennedy said, on a visit to Canada in 1961,
"Ge‘ogré.phy has ma’dé us neig'hborsg Histqry has méde,us friends. Eco-
nomics has made us partners, and necessity has made us allies. "

The United States of America with-its abundance of natural re-
sources, extensive téchnolegy, high rate of production, and tremendous
capifal is experiencing difficulty in its international balance of payments.
The Dominion of Canada with its extensive agricultural, mineral, and
lumber resources is experiencing difﬁculty in ,its,ini:ernational. balance
of paymenjts, Mezxico, in its early stages of industrial development, is
experiencing diffiqulty in its international balance of payments. The
economy of the Soviet Union is growing at a fast‘e'ri rate than the econo-
mies of any dne'- of the three countries mentioned. The Soviet Union has
promised "to bury the Unitedist'ate’sg " (Khrushchey de-ﬁnes this to mean
"bury, by outstr‘ibping,the ‘economy. ')

'"The',Sov:iet Union ié now the world®s second industrial power
Wi‘t’h a gross national product of about one-half that of the United States.
When the economies of Poland, Czechoslovakia, Hungary, Bulgaria,
and Rumania are added to the economy of the Soviet Union, the result

is.a formidable economic unit. ‘
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The countries of western Europe .ar;e_dixlzided‘ mainly into two
strong economic groups: the European Economic Community (common
market) and the European Free Trade Area (EFTA). Consideration
s%muld be given td improving the competitive efficiency of the North

:American economic unit, or’ganized around the United States, whose
j‘i90 million citizens ehjoy the highest plane of living in the world.

Nations and empires rise and fa?;ll2 mainljr for economic rea~-
sons. The décliﬁe and fall of theUn‘i‘ted States is a possibility which
?opid Ar'e:sult from the :compefitio’n of larger and more éggressiveféco—

‘nomic units. Egypt, 'Gr‘eefce‘, Macedonia, the Roman Empire, and the
_Empire of Charlemagne each in turn lost economic leadership. In more
_récen‘t times Spainwa;s. outstripped by Grréat Britain, and G:(;eat B.ritain,
i.ni,turn? surrendered its world leadership in in.dﬁstry and'commer'cé» to
the United States. The United States at the moment reigns.supremeg
but it is being pressed hard.by economic competition from the Soviet
- bloe, the European ..Community, and Japan. |
Professor J. K. Galbraith pointed out that the "conventional
. wisdom" WhiChiS’ e‘établished in thé minds of the people.dies hard.
-Professor C. P. Kiﬁdl—eberger has pointed out that kthere seldom is a
simple and exclusively correct solution toj. én economic problem. Usu-
ally the problem is so complex that no single "tool" can sufficea More\l
than.‘ec.onomic factors aione. havjé to be considered. 'Theré are.accom-~

panying psychological, -emotional, and political factors. Many courses
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suggested by economiéts as logical and valid are rejected by politicians
and legislators.

The United States is economically strong, but its continued
strength and superiority will depend on: .

o (@) The .education,of its people and the amount of scarce re- ,
sources that will be allocated to it; |

(b) The contiﬁued progress of its technology;

(c) Adequate capi?c.ﬁl formation and the proper Combination of
~ saving-and investment; |

- (d) Adequate monetary and fiscal policies;.

(e). Satisfactory balance of trade and balance of payments and
equilibrium in the current account and in the capital account;j and, above
all on.

(f) The availability of raw materials for its huge production -
and consumption.

The United States cannot afford:to. have neighbofs and allies
who have weak economies. It should .the'-reforuev be concerned with the
economic strength of Canada and of Mexico. (

Canada. possesses more natural resources than can be ex-
ploited by its pdpula:;tion for Centurieso Thése resources will soon be
required by the United States.in much greater quantities than they are
being utilized at present. The United Sfates will also require the re-

sources of Mexico. The Americans are living on a high plane, because
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of America’?s econemic strength. This is the result mainly of a large
domestic market in the 50 Uni‘t'e‘d States. There is not as much room
for increased population in the United-States as there is in Canada and
'in Mexico. Growth of populatibn :and immigfation, a;ccémpanied by in-
dustrial growth, are factors that have a bearing on economic strength.
- An economic union.of North America would integrate the economies. of
- three countries that have a population of 245 million _peapletvﬁtﬁ;ade-
quate space .and,resourcie"s for twice that ,n_umb‘er;

The world is moving slowly toward a supra-national authority
or government. Some ;Suprva.-national authorities 'alfeady exist in parts
of the world. There is the Soviet bloc, and the European Economic
‘Community. There is the European Free Tr‘ade,.Areé. and the Latin
Ai:n*e‘rican' Free Trade Area. There is NATQO and the Warsaw Pact
countries, and there ar’é- others.

It may well be that the United States, in order to maintain its
position as:the worldts strbngest power, eéonomically and militarily,
will have to organize another multi-national body, a Nerth American
Economic Community. - Thié‘ may be required also to maintain for
Americans the highest plane of living, the fruits of the world's most
affluent society.

. The relations between the United States and Canada, the two
main partners in the propo‘s‘éd. new c.ommuﬁity, will be considered. in

detail in this thesis, and mention will be made from time to time of the



relations of eaéhof them with ‘Mrezd‘coo‘ Different considerations are
involved in the case of Mexico. Canada is much further advanced in in-
dustrial development than Mexico and is much closer to the ,60"—“year'
period since the time Professor:Rosth refers to as its '"take-off, "'
Mexico is just emerging from the underdeveloped stage and is just be-
ginning to tread the path that Canada trod at the beginning of this cen-
tury.

: Thére- was a time when learned men were few, and they were
called philos.op]nersw They interested themselves in all branches of |
knowledge and all matters that affected the universe and human life.
Gradually 'At}he fund of knowledge -in,cre‘asse'd and philosophy commenced
to branch out and to become specialized. One of the branches was po-
litical economy, ‘which included economics, politics, and some sociol-
ogy. It enabled the political economist to consider nios.t problems af-
fecting society. After further specialization, economics emerged as-
an individual branch of learning. Economics is.the study of how man
supplies his ‘eVefyday needs.

We live in a physical world on a globe about 25, 000 miles
around, which possesses physical resources and raw materials of all
kinds. On this world there exist somewhat in excess of 3 billion human
‘beings. These human beings have needs, wants, and desires, Their
".basic wants are food, shelter, and clothing, satisfaction, happiness,

and security. Different people have different wants and different
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desires. When one want is satisfied, - another want arises. The wants
of people. are and will Con‘ftinue;'to be unlimited. Unfortunately the r‘e’-;
sources to satisfy these wants are limited and they have to be~r:ationedf
Economics is the stu&y of how scarce resources can bé most efficiently
allocated to the producﬁon and distribution of goods and services in or-
der to satisfy the greatest humber of wants.

Economics then considers the qu‘estioﬁ,of raw materials, where
they exist, how they are to be recovered; what technology is to be em-
ployed; how thh'ey' are to be transformed into Want--sat-isfying’;" products,
and hew they ére. to be distributed. Because of the scarcity, nations
‘have fought and killed to acquire for themselves the scarce resources.

InAda;m Smi’ch’-‘é market society émd under his price Svys(tem,
the scarce resources were,distribu’ted by an "invisible hand. " The
price system and competition accomp—lis‘hed an.automatic distribution.
It decided what ‘Should,b;e produced and who should receive it. Unfor-
tunately in real life it is not so easy. The problem is very complex..
Td obtain resources one needs military strength and political status as
well ds ability to pay-me priC‘e,r A country has.to plan well in advance
to assure that it does not exhaust its supply of resources.

To acquire resources more efficiently, nations engage in in-
ternaii‘onal. trade. ‘The basis of international trade is specialization by
countries on the tasks they do best, of at Ieast better' than they do other

tasks. FEach country takes advantage of its monopoly position infactors
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such as mines or forests, or of its superior technology, or. abundance

of factors such as land, labor, capital, and produces the goods in the
production of which it has a comparative advantage., It then exchanges
these goods for a product which it needs and which. is produced in.another
‘country. The net result is that eéch_country receives both products at

a lower 'resourc‘e‘ cost,

"This basic approach to an economic problem helps one under~
stand the complicated instruments that have developed over the vyéarsg
The International Monetary Fund, for example, at whose council tables
. the world's leading financial eXperts, sit, is merely another -institution
organized by nations to help diétr:ibute the scarce resources. of the earth
among moré people; to help nations finance trade with each other. The
fund is designed to help underdeveloped countries by supplying temp0=
rary credit to enable laborers to live while they are producing com-
modities, some of Which will later be sold 'to other countries, The pro-
ceeds of the sale will enable the country to repay its debt and to pur-
chase needed commodities. The Federal Reserve Banking System is
‘another instrument designed to supply money and credit to enable cor-
porations and individuals to dcquire needed resources.

The scope-of this thesis is to censider how North.America can
continue to acquire. resdlirce'sand ’.éatisfy the wants of ‘itsA growing and
demanding population in the face of in(_:reasing ‘competition, Some of the

subjects to be considered are:



The growth of Soviet economic power and its consequences for

Canada and the United States.

The future of industrial raw miaterials in North America.

Problems for Canada in the world economy.

Some aspects of tariff protection in Canada, including tariffs and

‘trade barriers between Canada and the United States.

The perspective of Canadian-American relations.
Some economic facts and discussions concerning Mexico.
Problems that might be encountered in economic integration.

A suggestion for the formation of an economic community.



CHAPTER 2
BACKGROUND MATERIAL

The value of all the merchandise sold in international trade,
by all the countries of the world in 1961, was 243 billion dollars. The
United States had the most foreign trade. It exchanged goods to the
value of 37 billion dollars. Germany was second with $239_6 billion;
Great Britain third with $33 billion; France fourtﬁ_ with $13. 9 billion;
and Canada fifth with $12.3 billion., The per capita internaﬁonal trade
of the United States in that Year was less than that of most of fh‘e lead-
ing trading countries. Belgium and Luxembﬁrg were highest with $864
per capita; Trinidad and Tobago were second With-,$85;5; then. came
Switzerland with $800§.Netherlands with $793; Sweden with $750; and
Canada with $739, in that order. o |

In 1962, 59.2 percent of all Canadian exports went to the United
States, aﬁd 70,5 percent of all Canadian imports came from the United
States. In 1961; Canada importféd goods to the value of 908 million dol-
lars from Commonwealth countries, 1 billion dollars from other céﬁn—
tries, and $3.8 billion from the United States. In 1962, the United
_States exported to. Canada goods to the.value of 3. 75 billion dollars and "

imported from Canada goods to the value of 3.6 billion dollars. (1)
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The United Sta;tes has a faverable world balance of trade but
an unfavorable world balance of payments. The Uﬁited.State_s expends
vmore- than the amount of its annual net surplus from trade on the main-
‘,te,nancé- abroad of its armed. forces, onlinternational aid prdgramss and
on the-export o'_f capital. Canada has an unfavorable world balance of
'ﬁ;rade and an unfavorable world bala’ncel;)f payments. M-e'fdca has an un-
fal;vor’able world balance of trade and an,uhfavorabl‘e world balance of
payment's’. | The United;S’té;tes makes up the deficit in its balance of pay-
ments by exporting gold and by borrowing short-term funds from for-
eigners. Canada makes ;1,p, the deficit in its balance of payments mainly
by »'impOrting, shoft- and long-term capitélg mostly from the United

States.  Mexico makes up its deficit in balanceof payments mainly by

- importing capltal mostly from the United States.

In 1961 Memco exported. goods to the value of 804 million dol-
lars and 1mported goods to the value of 1 billion 139 mllllon,dollars, It
had an unfavoréble' 'trad,e' balance of 335 million deollars. Of Mexico®s.
to‘tal imports 74 percent came frﬁm the United States 'a;nd of its total
-exports 79 percent Wen*t to the Umted S‘ta.‘tesa Memco“‘s economy is- dis-
cussed at some length in a Subsequent chaptem (2)

| Canada and the United States have over 3, 000 miles of unde-
fended border between them. With the exception of a coﬁce’ntration of
French speaking pebpl?e in the Province of Qyﬁe‘bec, both counf,ries are

predominantly English speaking. Both countries have a system of law
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based.on the English Common law. Both countries do business in more
or less the samei way, and éach country hardly considers the inhabitants
of the other c,ou'nitry as foreigners. During and shortly after the great
depression in the 1930%s, the United States financiers, when they de-
cided not to puréhase' foreign bonds, continued to purchas-é Canadian
Jbonds because they did not con‘sici‘er them foreign. Many American in-
dustries open plants in Canada Whi'ch :féhey‘ consider as branch plants,
just as they might open branches in Phoenix, Los Angeles, or Atlanta.-

| vThere are many contacts between the United States and Canada
in everyday life. Many families have members residing in Canada and
members in the United States. Some of these points of contact that em-
phasize the interdependence of the two -ecénomie's are: the development
of Columbia River pof;ver,, -concerning which a treéty has just been |
signed; oil pipe lines from western. C’a,nada:tlo western United States;
the development of power in Pas.sa;;m_a&quoddny‘ay'; ém;d the St. Lawrence
-Seaway. Ma;ny'bridges; ferries, ,h:i’ghwa,ysé2 and tunnél-s join the two |
~ countries. The military DEW line in northern Canada is manned by
United States personnel, and the United States has airbases in New-
foundland and elsewhere in Canada. - Members. of the New ﬁ’or'k,and
American Stock Exchanges have offices a.nd"branches in. C‘anad#, and
members of the Toronto, Mon‘ftreél? and Canadian ,Stock,EXchanges have
branches and offices in the United States. Several Canadian banks do

business in the United. Stateés, and United States banks are beginning to
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come into Canada. Thousands of ﬁatigna;ls from each c"éuntry cross the
international boundary each year. Many students from each country
study in the other. Many executives from each country are,empldyaed
in the other. | 'Unitéfd States. cm;",prati@n's.c.ontfol mesﬁ. of the manufac-
turing, mining, and oil industry in Canads.

'Tﬁedef,;ence forces of the.two countries are partly integrated.
International labor unions with head offices in the United States control
most of Canada’s labor unions. International service organizations,
like the Rotarians, the Kiwanians, the B’Nai Brith, the Shriners, the
Optimists, and others, operate on both sidés of the border. They have
héa;,d? offices in the United States, and their'ofﬁc_‘eirs are nationals of -
bothc.ountri\eéo There are friendly relations between ;thé- medical as-
socia.tian_s, bar associations, hospita.’l associations, and ‘other profes-
sional organizations of the two countries. Credit and corporation in-
formation organizations like Standard & Poor and Dun & Bradstreet
have offices in both countries and report on both American and Cana-
dian firms. There are manytca;nad?ian ,organizations with branches and
subsidiaries i the United States, such.as the chartered banks, Distillers
‘Seagram, Massey Ferguson, and the International Nickel Co. Limited.
Fishermen from each country fish in the waters of the other. Both
countries share electric power at Niagara Fal’ls‘. United States charita-
ble and educational foundations such as Rockerfeller, Ford, Carnegie,

and others make contributions to libraries, educational institutions,
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and hospitals in,Ca%nad,ag . The Canadian—American;C'ommittee-,.enga'_g_es
in_activitiés in both countries. 'The;:tax authoritiesgl security ‘and -ve"X—.
change authorities, and law enforcement authorities of the two coun-
tries cooperate;, ’The‘-re-i is a great export of brains from one country to
the other. Professor Galbraith, the economist, is Canadian born, and
the lé.te C. D. Howe, for ﬁlany' yéar’s.Economics Minister of Canada,
was. American .bom.,

M'any- Americans spend their Summer. vacations irf..-Canada., .
Franklin Roosevelt, Jr., son of ‘é,»-President of the United States, was
born in Canada durirfg a summer vacation. (It has recently been decided
to ereate a park .Qnd shrine out of the Roosevelt summer home at
“Campobello in Canada. This park will be maintained jointly by the
_United States and Canada. ) A 'Ia;i*gef number of Canadians spend their
“winters ‘ea;c.h.yeaar; in Florida, Arizona, and Californi'éf, " Labor and cap-

ital move fré.é'-ly between the two countries. Vi,éitors from each coun-
try feel at home in the other. When an American is in Toronto, he
might easily be in Buffalo, Detroit, or Cleveland. When he is in
Vancouver, he might easily: beuin,‘Seatt‘le or'Portléndo When a Canadian
is 'in\RQche'sters he might easily be in Ottawa or Winnipeg. The law
courts of both countries refer to the;reésc)n,ing in each other's decisions,
and the heads offGovernm‘en_t speak to each other over the telephone.
Recently the lumber marking law was vetoed by .Preside'n‘t_ Johnson after

the telephone request of Prime Minister Pearson. When the late
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President Kennedy was assassinated, Canada mourned and millions of
Cénadians shed tears. It was different than mourning for' a foreign
head of state. -Canadians were glued to the same television programs
for two full days as if they-wereszournin‘g their own leader. .

'Much has been written about th;e,,r.fespective,:characteristi;cs of
Canadians and of Americans, but, with the exception of accents and
habits that are aésogiatéd ‘with geographic locations (and these differ
among Americans as they do among ‘Canadians), there is very little dif-
ference between the,inhgfbitanfs. of qnfei éoun’tr'y ahd those of the-other,

. Of couir"sés the Unite-distla'tes has 10 times the population and. 15 times
th’ewealth and productive- capacity of Canada, but that difference is ﬁo
greater than the difference. in popula.;tiionA and wealth between the'-city of
New York and the city of Tucson, within the same country.

The transition from independent economies to an integrated
economy on both sides of the. international boundary équld be made with
very litt'le- long—rundisturbance in anyone’s. way of lifé.or in the social
structure.

It 1s interesting to note ‘that:i’ece’mﬂy many cqmplaints and rep-
resentations by Canada cpncerning thé acts of the United States Govern-
ment and of the American .peéplle: were hot communicated formally through
embassies. but by telephone between the Prime Minister and the Presi-
dent and by personal contacts between Canadian Ministers and American

secretaries who are their opposite numbers.



CHAPTER 3
THE GROWTH OF SOVIET ECONOMIC POWER

If Canade -and the Unite.d S’tate‘e ‘wish to continue to enjoy the
‘world*s highest‘p]lane of living, they must consider the growing compe-
tition of ,*th:ev p’l'a;ened socialist e’co;lomy .of ,the:Sov.iet Union and unite to
mefe‘t'it; A continued and diversified economic growth in Russia and
its se;tellit'es 155 threat te the trading position of the United States,
Canada, and the Western Wofldo R;ussi‘é, (the Soviet. Unien) can no long-
er be,disxi'egafr.ded‘when'.one is makinzg’.an‘_appraisal. of in'ternatieeal'
‘,t:;*aid:‘mg~arrt'aﬁgeme'lrri:s,a A The Soviet ‘[‘Inion.\is ,eiex;eleping a growing capac-
i‘ty fof emloiting-the vulnerabil"ities of .the' ffee.Worlda It is true fhat at
. the moment most Sov1et trade is Wlthm the Sov1et bloc, 1nclud1ng China.
In 1956 out of 15 ‘bllh.on rubles in exports 11 billion Were sold to
Commumst. ceuntr:les, and out of 14 bjl_lhon.rubles in 1mports, 11 billion
came from .satellife or associia‘tedareaso | :

The Soviet may emerge as a ‘much greater ‘competi‘t()r as soon
as its internal needs fer industrial 'expa;nsion have been satisfied. The
Soviet quvernmenf is.in a position to direct its economy to do that which
will further its politti.'eal .intvei'ests iﬁ the.c,oldwar. ‘Recently a very tem-

porary fhrust by the Soviet into the world aluminum market, and more

15
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recently into the fungsten market, caused a great deal of concern in
. NOrth.Ameri~ca..and.t’hreatened to upset the world price of each com- -
modity. Apparently Russia, for reasons of its own, hasn't followed
tﬁis further, but the potential threat is théree
.The Soviet’s vast spaces, in many respects, ,r’és‘emble' the
spaces of Canada, and?the,SoViet Union is potentially the greatest rival
- of Canada in world trjade.,' | This is. >€Specia11y SO in,fhe,ﬁe'lds':of metals,
~ forest pro,ducts, and agr'icﬁltﬁrev (notwithstanding .Ru:ss‘ia*‘s,r.e'cent dif-
‘ficulty with wheat r‘esulting in large wheat purchases from Canadal and
7 the United..states)n Since Wbrld.War II th-e; Soviet has emerged as the
- Worid“‘s second industrial pov%relr, Its Gross National Product is now 45
'peré‘-ént as l'arg—é-. as .that of the United Staté.s,, ‘and the overall rate of 3
growth in the Soviet in,{he last numb-éf_of years has been greater than
that of the Uni_te’d.Sta‘!teso (Soviet figur'esl'ar%e difficult to verify; and
some economists guestion the Soviet®s J-t'_epor-‘tedr'ateof growth.) The
-Soviet defence prbgr’aimss industrial inve'stmenft .program,‘_ aﬁd develop~
ment activities now reach to. about thé 4. sém.é' dollar: value.as those of the
_United States. In 5 years it is estimated that the Soviet Union will have
an additional 20 to 30 bﬁill'ioh dollars per year for the expansion of its
military and foreign economic programs. (1)
| The Soviet spends about 90 percent 6f its investment ‘f.u»n;ds‘ in
the expansion of basic industry, and the Soviet claims that it has been

able to expand its industrial capacity in the post-war years at a rate of
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about 9. 5 percent per year. The command ~eéonomy énd contrel over
_its citizens. have enabled the Soviet Union to limit the annual per capita
.c‘.onsumpti@n;@f its people to less than 25 percent of that pre‘vaﬂing’ in
the United States. If it pe,r’mits_t:hle per capiitaé consumption to increase
by b per‘ctei'at pér year,. its people will feel that conditions are getting
Jetter. In 1957 the Soviet rail system claims to have moved 3 percent
more ,ton miles of freight than United States railr'oadsf3)The,averaée in-
dustrialprodﬁctivity of a worker in the deie’t Union is about one-third
.of that of é.;. worker in.the United States. This low productivity is an
asset at the moment, since it pr‘o:vide's enployment for ,Iabor-in,the
.Soviet Union énd,avoids.a serious problem of moving workers and di-
recting employment into other channels.
The Soviet Union is an example to the.underde-veléped:countries
.of a forced industria;li‘,zation at the expernse of freedom and of private
cona-;*t:ij‘mp‘ftiz(m'_° The Soviet direct_é its ‘limited sé.vings by central plarﬂihg,
and it can ,;é‘how underdeveloped areas how to dir'ec_t their limited savings
to investment programs which will centribute most to industrial growth.
(The Soviet will probably not wish to show the hardships, privation, and
death its people'. have had fo endﬁr‘e'«;) The,Soviét can divert resources
abroad toward political ends. | | |
| The. Soviet Union has ‘empha,sirzerd the creation of an industrial
base and .miiita;._rﬁ strength and ha*s produced large quantities of machine

tools. It is able to deliver machine tools and ready-made projects,
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such as a steel mill, an oil refinery, or a hospital, Whei‘,& they would
bring the most political advantage.

Some trade is undertaken by the Soviet Union primarily for
political purposes; other trade for economic purposes. There is no
foreign exchange market for rubles. They are inconvertible. S-ovi‘et
foreign trade managers can set export piices at any level. They sim-
p_ly have to undercut the Western price framework slightly to sell. The
.Soviet®s first consideration is still the achievement of self-sufficiency

and the autarchic protection of the economy. ‘The Soviet ‘e‘conomy» is
rigorously insulated against any influence from the outside world.

- This Soviet policy of basic self-sufficiency m'e‘.aans that it is un-

likely that sales to the Soviet Union by. Canada and/or by the United
‘States, if any, will be more than témporar‘y arrangements to meet a
current Soviet need—a need that Will.-_l’ater» be met internally by eﬁ;pand-
ing Soviet inidustryo Soyiet ‘expox;"ts are noOw abbut 2 percent of its GNP,
while Uni‘ted;S‘tates'eXports are ,about 3.5 percent .of a muc’h,lér’gér, GNP.
(4) The,.deiet. Union aims to export Wheat. and grains, .1um5er,
pulp, and base rh'etals in a serious ,att-émpt to become a leading world
trader. If this happens, Canada would be the first to sﬁfﬁer;' Any dis-
ruption in the wr.;ld. markets foj('~ these (F:iommod:i.tie‘sv is of Vita.;l concern:
to the Well—beiné of Canada’s econemy. - Canada depends mo..icet.on export .

markets than any other major preducer of industrial materials.. Soviet
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7 competition is more.likely to squeeze }Ciaﬁada;@s.world markets than any
other. |

The total value of the exports of the Soviet Union amounted to
$4.5 billion in 1958. The Soviet Union ranks sixth among the Wdfld*"s
trading nations, following the United States, the United Kingdom,
Germany, C.anadé, énd-Francem The- incréas»e. in the Soviet wheat crop
in 1958 over the year before was 4gr'ea’t'er than the total Ca_nadiaﬁ yield
in that year. In 1962, the Soviet wheat crop failed. The fhreat to
world wheat sales lies in the period after 1965. (5)

Ié-eland ;affords an. example of the Soviet danger. The presence
of UnitédSta;teé military during Wor“ld War ‘II gave the icela:nders a
higher standard of imports. . At the end of the war, Iceland had the al-
ternative of either returning to the previous level of imports. or of sell-
ing more fish abroad. They chose the latter course but were frustrated
by their NATO allies. Britagj-in enforced a landing embargo against Ice-
land; and the United States increased its tariff on Iceland fish, Ic;e-
landers could find markets only for a ,f.faction of their catch. The
'Rus.sians offered fo take as much fish as the Icelanders would sell, so .
a substantia;l part of the catch went to the Russians. Up to this pé.int
the Soviet Umion was only r.e-lieving a.chronic surplus. However, the
United States troops in Iceland soon became an ¢lection issue, aﬁd 'the-l
Icelandérs came very close to inviting them out. There was a similar

situation in Finland when the Soviet Union delayed the signing of a new
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. trade agreement until it Waf,ssatisﬁed Witﬁ political conditions. The
-agreement referred to commodities Whiic.h,the.Sov_iwet was purchasing and
for which there was no market elsewhere.
The Soviet bloc aid. commitments to 18 non-communist under -
developed countries were valued at $2.4 billion in 1955. The United
- States aid to the same countries was $4. 4 billion. 'Thé-.Soviet Union is
in a position té :in(':r'?ease,i_‘ts econemic assistancle” substantially, and it
will likely do so over. the next few years. The Communist programs
are highly se'le'ctixfe, Yugpslavia, India, Afghanistan, Egypf, Syria,
and Indonesia receive more than 90 percent of the total Soviet foreign
credits. . More than 4, 000 Soviet technicians were sent to the under-
developed countries in 1958, Nearly ‘allSQvigt aid is in the form of
_credits, while United St_ates aid is primarily in the form.bf grants. So-
viet did appears to have four advantages: (6) |
1. Pride of the recipient country is not offended by accepting
"loans, "
2. Interest rate is IOW,
3. Repayme‘n{. usually. can be made in commodities produced
by the recipient or in his own currency, |
4, . Soviet can Ia;‘ter.‘centvert the loan to a grant and thus gaih a
second ‘._roﬁnd of political advantage.
| The most impOrtant.eff}e‘ct of the Seviet ec@nomi‘cvoffensive is

its psychological and propaganda impact. It hammers home two crucial
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points: (1) The Soviet Union by virtue of the. Communist economic sys-
tem has emerged from relative backwardness to a position of techno-

. iogi‘cal and economic superiority. (2) The-Soviet FU‘n'ion, as fr_iehd and
"brother" of the underdeveloped countries in their s‘trugglé against the
~ "imperialist" West, offers "disinterested" help.

Some spe‘ciﬁc points of conflict in the economic field between
the Soviet Union and the West stand out ask importa'h‘t-—‘wheat, rubber
and coffee, lumber, oil, 'meta.l"s:B and internationai civil aviation.

Since the Bolshevik revolution, agriculture has been the
.Aéhille's* heel of the Soviet economy. ' In recent years production was
finally expanding more rapidly than pop_ula.ﬁcm° " Recently drought re-
versed the process and forced the Soviet to purchase wheat from Canada
and the United States. Soviet agricﬁltur.e still shows low productivity
per aér'e., One~quarter of the Soviet population is engaged in producing
food and other agricultural products. There remains on the farms a
substantial pool of labor, which can be diverted to industry when con-
ditions warrant it. - Khrushchev has committed the Soviet to a rapid ex-
pansion of meat and dairy prodﬁction@ This will require much greater
-quantities of animal feeds. The-:SQvie‘t éan (when a’t’gricultur»e overcomes
_the shortages and drought) deﬁcidé either to export wheat and buy animal
feed or divert wheat Iands to higher cost animal feeds.

In a few years, wheat may be available to be exported for po-

litical deals in crucial areas, Western Europe, parts of the Middle
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East, and Japan are special po.liftica.l targets. Up to the present the So-
viet Union has sold -only 'negligible_ amounts in. C'O'untf.ies, r.e'_gai’ded as
‘Canadian or United States markets, because there are three and a half
millign,additional Sou.ls. to feed in the Soviet Union alone each year,
Thr'ee=-qua_r”t-ers; of all exported Cana:d_ian_ wheat is sold in the west
European area, It is czohceiva:bl‘ea therefore, that in a few years, the
.Seviet Union tcould'.'have'gra;in surpluses that would be most readily dis-
posable in ,Western Europe. Two years of very poor crops. have set the
-Soviet Unioh back a long_time in this program.- (In 1963 the Soviet Union
spent nearly $1 billion on wheat and farm producfs in Canada and the
‘United States. )

As a result of the over-production.of coffee in the world and of
the replacé’ment of natural rubber to a large extent by synthetics,. those
countries that are dependent on .exporté of these commodities find them-
.selvés in increasingly difficult positions. Their income from ‘expdrts
is. de-cr'e'aSing, and this in turn deCfefases their chance to obtain the
long~-term capital needed for deve.loﬁmenté ~ Larger and larger parts of
their total exports are going to the Soviet bloc. Thié situation is ideally
suited to Soviet exploitation. The Soviet 'Union offers to take a'part of .
the sur_plu's in éxchange for badly needed goods. The Soviet Union, for
example, agreed to take Brazilian cbffeje in barter for Soviet oil. 'We"st:
ern coffee consumers should take the lead in establishing an ,infternationa'l

coffee. stabilization pr ogr',a’m',t’o provide stability of foreign exchange
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income to the producers of coffee, to minimize the opportunities for
the Soviet to fish in troubled waters. |

A similar problem exists Wlth rubber. The supply of a large -
portion of the West®s rubber r‘equir'éents',fr'om ‘domestic synthetic 'pr_.of-
duction can deprive Ceylong) Malaya, and Indonesia of a substantial part.
of their foreign exchange earnings.  The Soviet Union and the ChinfeseA
~can readily move_:ms make barter ari'angements with these. rubber-pro-
.duciﬁg countries, and gain political and economic i‘nﬂﬁence ‘Ehere.;

Two-thirds. of Brazil's exports consist of coffee; 60 percent of
Bolivia®s earnings comes from tin; 93 p'ercent of Venezuelals earnings
-comes from oil; 80 percent of Burma's earnings comes from fiic’e; 80
percent of MaIayafs:ear‘nings.vcom‘es from rubber and tin; and 70 per:-
cent of Thailand®s foxf-eign earnings comes fr'om rice and rubber. All
-of these.countries are vulnerable to Soviet influence if the West leaves
them in econemic dif.ficultyo. ~(7)

Lumber is an important example of increased Soviet competi-
tion vis-a-vis Canada, especially in the United Kingdom markets. Ca-
nadia‘;n_expc»rts,of ]i.umber.ata the United.Kingdo‘m have d‘egl’ihed from $70
million in 1956 to $40 millicn in -‘19585 8)S-ince 1956, the United Kingdom
imported more lurﬁber from Russia than it did from Canada. . Russia is
offering ITumber at lower prices than Canada. It has re—iﬁtroduced the
"fall clause" which provides that any fall in Russian prices prior to

shipment will apply to sales previously made. The Soviet also presents
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a potential fhrea’t te.Canada’s reXport trade in pulpwood, wood pulp, ply-
wood, and paper. |

There is an increasing dependence by western Europe on Mid-
dle East oil; there is an active expansion of Soviet participation in oil
exploration and development 1n ‘unde‘r'déveloped areas; therfge is an ero-
‘sion in the pattern.of existing We’stefn.oil concessions; the Soviet Union
1is emerging as a major petreleum producer; and there is a serious over-
supply of oil in fhve free. W.or,ld. | |

lBy'I965, western Euro’pei will be. obtaining 90 pgr.cent of its
oil from the Middle East. The closing of the Suez Canal .;sze‘veral. years
ago and the anti-western shift in Iragq, both of which left Europe short
of oil, _demonstrate the danger_‘s. of this situation and We'sterr.}a;‘Europe"s
vulnerabiliiy to a loss of its for'efign',oil supplies. The Soviet ﬁnion is a
net exporter of more than 10 million tons of oil a year and may achieve .
an export‘of 50 million tons pér' year by 1965. Exports to the free world
may increase from 6 million tons to 24 million tons by 1965. The So-
viet is constructing a pipel,iﬁé'- to the Baltic to try to capture the oil mar-
ket in Scandinavia. (9) i

The Soviet Union may be Va;,ble_.to bring serious economic. énd’
‘political ‘preslsures on western Europe. if .it.gains. control, directly or -
indirectly, of a paf‘t of the Middle East’s petroleum res‘éurcie_-sq This
points out the important stake that the We'st has-in.mamtat'ining’ peace

‘Jbetween the Arab States and Israel. It is prudent for the NATO
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community to reduce this major,vulnér'ability-by creating the capability
‘to meet "We.s,tern _Eurbpe* s oil needs from non-Middle East sQurc.és for
‘as long as a year. It is wise to accumulate a large supply of oil in
storage in Europe. The:Soviet Union is moving to disrupt the ‘arr'ange-
ments between producer countries and private oiI companies from the
‘West,

It is the policy of the United States to withhold aid to govern-
ments, for oil develepment, where private companies are prepared to
provide the capital. Many countries .such as Indian and Brazil find this
politically unacceptable. The Soviet Uﬁioﬁ is now offering theée'; coun-
tries assistance in exploration for oiI.Wi‘thout requiring participation by
. the Soviet in the profit from the oil produced. There 1s sdmé, Soviet ex-
ploratory drilling in Syri'a,- Afghanistan, Indian, ‘and Indonesia. .AII the
Indian oil technicians are being trained in. Communist schools. _}The: net
effect of these Soviet activities mlght well be to disrupt further the pat-
tern of existing oil concessions to western companies.

The sale of Soviet aluminum in western markets r-iece'nt‘ly‘ caused
considerable concern., Aluminum in Rﬁszsia was tempofarilj in surplus,
and the Soviet de:cided’to convert some of that surplus into foreign ex-
change. The sale price was set below the established world market (10)
prices. T-he-SgoviétA alyminum production is a relatixfely‘highéc.o‘s;t proc-

ess, and it is unlikely that it will be produced regularly for export; but
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it may be sold abroad from time to time when temporary surpluses d'e:
velop or when political expediency indicates it.

The Soviet steel industry is highly efficient. Seviet steel pro-
‘duction has nearly doubled since 1951. The Soviet plans a further 50
percent’ increase by 1965. It is pssfibléj. that by 1965 substantial quan-
tities of steel Wlll be available for export.

Soviet sales -of tin recently caused some fear of Soviet ;dﬁmp=
ing, An attempt by the West to. coﬁnte’r&ct the dumping resulted in ex-
hausting the ‘fund,s of the international stabilization organization. China
now regularly exprts tin to the Soviet Union and may 4become»-a; 1ax;’gév
exporter to the free world.

The Soviet Union is d‘eficient_in,copp-ero It may be able to ar--
range politically advantageous barter dea;ls in which it will supply So-
viet industrial goods and oil in return for copper. o

Canada sells two-fifths of its aluminum, loane-tﬁhird of its nick-
el, and half its copper, lead, and zinc in the United Kingdom and in
.western Europe. Sizable Russian offerings of these commodities could
create serious difficulties for Canadian metals exporters.

Geography has given.the-Soviet Union a special asset., The
distance frem London to Japan via Moscow is half the distance that it
-is via India and two-thirds the di,starice‘. Via Rome. The distance from
‘London.to India via Moscow is. one-third less fhan: the distance via the

.Middle East. The distance from Ottawa to New Delhi via Moscow is
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two-thirds the distance that it is via. Eurbpe and the Middle East. The
Soviet Union is ina position to offer regular intercontinental air serv-
ices via'.Moscow, thé.t.Will be faster and cheaper than those offered by
western lines. The Soviet Union can provide technical services com-
parable with those of the West and can sell or give, to the smaller and
less industrially advanced nations, modern aircraft. The Soviet export
monopoly,' can set a pric‘e.-on each_v'sale. at such ﬁgu‘reag is politically
. necessary.

: ,Inflﬁ'ence or éontrol over the internal airlines of underdevel-
oped ’countriets is an effective means of increasing prestige and political
influence. The field of civil air transport is shaping up as a major eco-
nomic and political battlefield between the Soviet Union and the West.

. Canada, the United States, Britain, and France will soon have avail?-
able very substantial numbers of surplus 2-engine and 4-engine piston
aircraft. They 's‘houldlfinld ways of putting these aircraft to work,
where they are needed, in underdeveloped céuntrie‘sb

It is obvious that the S.oviet economic threat is substantial and
is growing rapidly. A state-directed economy that can be uséd effec-
tively, and without being bound by costs of production, to further So-
viet political objéctify'es':abroad is a formidaple opponent. Capitdl is
scarce in the Soviet Union, and its main threat is the export of labor-
intensive goods which affects mds‘tly;Canadao However, the Soviet

Union is engaged in very rapid capital formation, and it may not be
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long before it is a real threat to the United States—by. éompeﬁting with
the export of capital-intensive goods. To.prepare for this threat in
advance is only normal_prudenée<o The integration of the economies of
the Uni't'e,.d,.Stai{e's9 Canada, and Mexico might greatly strengthen the
-economic capability of the North American centinent.

The United States has ultimately more to lose from Soviet
competition than either Canada or Mexico. There seems to be adequate
| . reason why the ﬁm‘.te?d-St‘ates should consider economic integration with

-Mexico and Canada.



CHAPTER 4
NORTH AMERICAN RAW MATERIALS

There- iS}Tne'ed for a more efficient organization of the produc-
tion and utilization of raw materials on the Nor’th American continent.
In the United States, 190 million people. enjoy the Wor’ld?s; highest I;er
capita. consum‘ption, The.ﬁnit'ed States is fhe,world”s.larg.est c.dﬁsumEr‘
(ﬁl in’dustrialraw iﬁfxaterial’s; ‘Z‘t consumes half the world®s supply of
crude petréleum aﬁd of bauxite; one-.vthird.of the iron ore, copper, and
zine; two-fifths of the nickel and sulphur; and four-fifths of the natural
gas. Canada’s 19 million people areéecénd only to the people of the
United States in cbnsu‘mption per cépita, (1).

North America faces a strong .challeng'e to its economic su-
premacy. In the last 5 years its total productlon has grown less than 4
percent per year. Production in the European commum'ty during the
‘éam-e period hais, grown at the rate of about 4.7 'pe‘rcent pae'r‘ year. Pro-
duction in the Soviet Union has probably grown at the rate of 6 percent
per year and in Japan at the rate of over 8 percent per year. The gross
na‘tionél produ‘cf: of the Sov’ief Union in 1951 was only about one-third of
that of the United States. At the present respective rates of growth, it
miglht be two-thirds in 1980, and during the decade of thev 1980%s the

gross national product of the Soviet Union and its satellites might well
29 |
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overtake that of North America. - (The rate of growth is a Soviet esti-
mate unconfirmed by Western V_e'c-on’omistso )

North America has a high degree of self-sufficiency in raw
materials, but there are some notable deficiencies such as tin, manga-
nese, 'chrbmitey and bauxite. The United States has accumulatéd a
strategic inventory of these materials, in order to protect itself é,g_ains‘t
- a shortage of suppl& in an Jemer‘gency; In the Iong run it will have to de- -
pend. on con;pe-‘fting'_for these materials in world markets, against strong
C'omp'etifor’s, |

, The,Cﬁanadia;n;Amzer'ican,,Committe‘e- engaged Wilbert G. Fritz
to make a study of Industrial Raw Mat'erials,iﬁ,North Amefic’a as théy .
‘Wefé in 1955 and to predict what the situation might bé in 1‘98(5 (see
table. 1 for some of his economic indicators), |

To maintain and raiée the. pl'ane. of living, North America will
‘have to maintain sources of Supp'l'y"o__f energy. This is Van ;indiSp,ensablé
multiplier of human effort. Nor'th .A:inérica;.as a.v}hole has a bountiful
supply of cbals petroleum, natural gas, and water pbwera Canada
hasn't so much coal, but 1t has a more abundant supply of water power.
C.énada,is quickly becoming one of the world's major producers. of pe-
troleum and natural gas. These products have élr:eady captured about
two-thirds. of the total .ddme»stid_‘.enér'gy market,

North America in 196’1.~c‘on-sumed‘one-_ha:lf..of the world's crude

petroleum supply and -85 percent of its natural gas. In 1957, Canada
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TABLE 1
SOME ECONOMIC INDICATORS

1955 1980
Population
Canada ' . 16,1 28.5 (Million)
‘United States 168.2 952. 5
_ Grbss National Product
Canada | | 28.4 89.5 (Billion
United States 400.6 1,050.5 - dollars)
Employed Civilian Labor
: Force
_ Canada | 5.8 103 (Million)
United States | 644 94.3
GNP Per:Capita | .
Canada  $1,764 $3,140
United States 2,382 4, 150
Ratio of Industrial Crude
‘Material Consumption to
Gross National Product ] .
Canada | 7.13 6. 30 (Percentage)
| United States - : | 5.10 4,71

-Source: Fritz, November 1960, p. 13.
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was a net importer of all types of fuels. . The United States was a net
importer of crude pétroleum and petrole’uin products but a..ne‘t exporter
of bituminous coal, anthracite, natural gas, and natural gas liquids.
Since 1926 Canada's use of fuel wood has declined, and the proportion
.of total energy that comes from hydroelectric has risen substantially,

The projections for mineral fuel consumption in,Nor‘th:Ameriéa
are given in.table 2.
TABLE 2

PROJECTIONS FOR MINERAL FUEL CONSUMPTION
(Source: Fritz, November 1960, p. 23)

1955 1980
Canada
Coal. (million short tons) 33.7 . 61
Crude. Petroleum (million bbls,) - 255 717
Natural Gas (billion cu. ft.) 187 -2, 000
United States | | -

Coal (rﬁillion short tons) 446.1 947

- Crude.Petroleum (million bbls,). 2,917 7,140
Natural Gas (billion cu. ft.) 9,686 27, 864

In recent years, and especially since the introduction of the jet

- aircraft, the. consumption of petroleﬁms natural gas, and natural gas
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liquids has had a fanta;sﬁc grow‘th.,, It is estimated that by 1980 nuclear
energy Wili supply 2 percent of the total energy consumed in Cahédé and
8.7 percent of the total eﬁ,ergy- cdnsumed in the United States. Since 1
-ton of uranium generates much more power than an equal weight of any
other material, there will in the future be a substantial saving in the
.cost of‘tr;aﬁ;m'sportafion@ In Canada § to.9 pércent of the total energy con-
sumed has been supplied by water power. The share of Watér‘ power in
the total energy consumed is expected by 1980 to increase to 11 pércent
in Canada a‘n_d'to about 3.5 percent in the United States. (2)

North .Ameri‘éa has ample coal reserves to take it to theﬁ,}ehd.of
the present century. In Canada, 95 percent of the coal r’éservés are lo-
cated west of Winnipeg, and in the. Unit_ed. StateS? 60 percent of the coal
reserves are west of the _M’issis;sippi. In the‘ United States 90 percent
of coal production is in the-east. (3)

If the search for pei:roléum and hatura’lv gas results in having

_to drill in less accessible .azi'eass like the Tidelands, or to drill to
greater 'oﬂiep'ths2 fther’e is a controversy among experts as to whether
technology will advance at a sufficient rate “'to prevent the real cost of
these fuels from rising. It .iS'‘ve"zi»pe‘cted.2 however, that adequate ,Slj:pplies
in the Middle East may é‘erve as a strong counterweight to oil pﬁce inr-
creases. There are an estimated 250 billion barrels of oil that can be

recovered from the bituminous oil sands in nofther'n Alberta. The oil
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shale deposits of western Colorado are estimated to be a possible source
of about 900 billion barrels of oil. (4)

- The durable goods industries in North America depend mainly
on the nén—,fu_el mineréls, In the long run;NxfthAmerica expects a
deficit of supply of iron ore despite l'arge‘» resources in Canada. North
-America produces a surplus of m(')ijy'bdenum3 nickel, and vanadium. It
has a small deficit of eobalt and tungsf;en; and a large deficit of chromite,
manganese, and bauxite. Among the surplus materials of North America
are G&Miumg éopperQ gold, magnesium, and titanium dioxide. The
deficit items for the United States and Canada include lead, mercury,
silver, tin, zinc, and platinum. If we include the resources of Mexico,
then the. supplies of lead, zinc, .and fluorspar show net surpluses.

The,.demand for ir@n is expected to increase at thé rate of about
3 percent annually. Su‘bstitution of aluminum, plastics, and possibly |
other materials will tend to dampen the rise in demand to some extent.
The growth curve for iron ore consumption Will»closély'a,pproach-the
_growth curve for steel products. The rate of growth in demand for
steel products in th_e United States is projected at 3.1 p‘ervcen‘f annually
and i_n‘_Caﬁada at 4 percent annually. This will st;ll leave a.Iarge and
growing exportable surplus of iron ore for some time to come.
It is éxpected that the use of ferro-alleys such as chromite,

coba;lt-, mangahes-e, molybdenumg‘ nickel, and tungsten will increase

fagter than the growth of steel. The sharpest rate of rise in demand is
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expected to occur for aluminum, magnesium, titanium, and zirconium.
The application of these newer metals is still in its infancy. Aluminum
has a good future in building construction, electrical applications, trans-

- portation, consumers durable goods, ‘and containwers.v Its use should in-
crease at the rate of abeout 7.5 percent per annum.
Some estimates of the growth of consumption are given in.
_tabl';e‘,s 3 and 4.
The reserves of: medium-grade. ‘and high- gr-ade.bauxite; for
_producing aluminum are rapidly dwindling. - Aluminum is one of the
mcst plentiful elements in the earth's crust. There are ample reserves
in Surinam, British.Guiana, Jamaica, Haiti, and the Dominican Repub-
lic, At the present time the reserves of copper are limited to North |
~America, alt'hough dependence on overseas resources is likely to in- ’
crease in the course of time. The United States sources have difficulty
in competing in lead .‘and zinc with Mexican and overseas sources that
are supplying part of the growing United States demands. Canada 'hja;é
é large and growing surplus of lead and zinc supported by ample re-
serves and »Wili export substantially A'lal-"ger";amounts of ore to the United
Stdtes. -
"The United States has meagre resources of nickel, and in that
_regard it-is inereasingly dependent on Canada. . The United States pro-
duces about four-fifths of the total m@lybd‘enum supply of the Nrth

‘American continent. Canada has an 'e—xport'ablex surplus of cobalt,



TABLE 3

ESTIMATES OF THE GROWTH OF CONSUMPTION
' OF NON-FERROUS METALS
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Non-ferrous Metals . 1955 1980
- Canada
 Aluminum (thcusénd short toﬁs) 87 : 494
Copper' (thousand short tons) 134 260
Lead (thousand short tons) 66 29
Tin ..(thousand_ ion;g,tons) | 3, 9 7.1
- Zine (thousand short tons) 57 96 |
United States |
Aluminum (thousand short tons) 1,474 7,778
Copper (thousand short tons) | 1,307 2,256
Lead f(‘fthou.saﬁd short tons) | | 688 1,031
Tin (thousand long tons) . 58.2 105.3
| Zinc (thouéand,shorﬂt tons) | 1,135 1,869

.Sources . Fritz, November 1960, p. 37.
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TABLE 4

E GROWTH OF CONSUMPTION
OF NON-METALLIC MINERALS
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Non-meiall_ic Minerals 1955 1980

}Canadaz
Asbestos (thousand short tons) 42 108
Fluorspar: (thousand short tons) - 85 2'8'7'
Gypsum (million short tons) 4.3
Phosphate (thousand long tons) 129 338
Sulphur (million long tons) 2.28
. Cement (million barrels) 28 90

United States

~ Asbestos (thousand short tons) 745 1,347

. Fluorspar: (thousand short tqﬁs) | 612 1,761
Gypsum (million short tons) . 14.3 39.5
Phosphate ,A (thousand long tons) 3,584 10,073
Potash (thousand short tons) 2,066 6,100
Sulphur (million long tons) 5, 64 13.49
. C-emént.(miflion barrels) 312 897 -

Source: Fritz, November 1960, p. 39,
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although not enough to meet the rising need of the United States. The
principal supplies will have to be imported from elsewhere. Nor:th Amer-
ica has no economically usable tin reserves. Foreign areas have a sur-;
plus. of tin, but it will require a lot of diligent development if tihj is to -
‘keep. pace with the demands of the fufurefg |

Canada has .res,erv*es,o;f asbestos that will last for more than 50

~ years, and Canada will continue to be the dominant source of this ma-
terial in North Americafs;,)Fluorspar is rare in’.Cénada and the United
.States, and both of them are heavily dependent on Mexico for tlﬁ,s min’-;-
_rJera,l,o_ " Canada is,dépendent on imports of phosphate, although the United
States has a.gr-ea’i deal of it, .The cost of transporting phosphate from
Florida, Idaho, Montana, Utah, and Wyoming is a problem. The United
Srta;tes has some high-grade reserves of potash, .Canada has :_fecen‘tly_3
in Saskatchewans, established a large pbtaéh production. The United
| States reserves of native sulphur are in@dequate‘, but Canada has a large
surplus. |

. _Forzést products, unlike mineral resources, are restorable
over 1ong periods of time, raﬁgin,g from 30 to 60 years. In Canada, 80
percent. of merchantable softwood lumber grows in the Provinces of
Quebec, Ontario, and British Co’lumbia(eﬁ?‘Ninety percent of Canada®s
,mer'chantablé hardwood grows in Quebec,. Ontario, Manitoba, Saskatch-
ewan, and Albertag All of these locations are readily accessible to the

United States. The United States has virtually no virgin timber east of
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the Rocky Mountains. Canada has a great deal of virgin timber in the
.east. .Canada has ample supplies of saw logs, pulpwood, ,an.d veneer
logs. The United States has a deficit of forest products which is met
mostly by importation fif:em-'C anada.-. North America consumes about.
one-third of the total world consumption of lumber and _-,s‘om'{.ewhat more
than one-half of world consumption _@ffpulﬁwoodg

.Canada exports a%,ﬁnually to the United States:

(@) 2. 7‘ billion board feet of Iﬁmb‘er';,

- (b) 1.5 million cords of pulpwood;

(¢) 1,8 million short tons of woodpulp;

(d) 5.2 miilien short tons of paper and paperboard. (7)

:<The. United States is f‘eXpected to have an annual demand for 53
billien board feet of lﬁmbzerf and plywoeod by 1980. . This will tend fo
stimulate lumber prices and also to :encoui'age the use of substitute and
alternative materi_aftlso Conservation .and reforestation programs will
have to be intensified if the lumber supplies are.to be adet;uate to meet
the growing needs.

The sea and thef-:.‘atmO'Sphere are important sources of raw ma-
terials, including féod protein, mainly from fish. There is a real pros-
pect that a great deal of the water shortage.in many'-areas, of the N’orth
American Continent will be overcome by improved technology which
will extract fresh :W.ater from the ;se‘aSB)The sea is an unlimited source

of magnesium and contains more than 50 eléments, including gold and
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silyer. - Crude petroleum and sulphur are recove‘i'ed from the continent-
al shelf. Three miles off thé shore of Belle Isle, Newfoundland, iron
ore is being mined. Iodine, Vanadiumg coba;lt, and -copper are recov-
ered from the sea and from seaweeds.

Newfoundland, Alaska, Greenland, and Jamaica have resources -
that are important. | |

In 1949, when Newfoundland was admitted to. Canadian Confed-
eration, it added 2.4 percent to the land area of Canada and 2. 6 percent
to the population. This provinece ,supplie?sé Copper, 1.3 percent of the

‘Canadian production; iron ore, 37 percent; lead and zinc, each 11 per-
cent; and fluorspar, 88 percent. Newfoundland itself is a small con-
sumer of raw materials. (9)

The addition of Alaska inereased the land area of the. United
States by 19 percent but the population by only, one-tenth of one percent.
Chief Alaskan production of minerals for the yéar 1957 was sand and
gravel to the value of $80 8 million’; gold, $7.5 million; and coal, $7. 37
million. Alaska has important timber resources, estimated at 50 bil-
lion cubic feet or 10 ?er';:erit of the total United’l-states supply. (9)

The island of Greenland is at least 80 percfeﬁt ice covered. It
is a producer of crybli‘teg used in aluminum pot lines, and of small
quantities of lead and zinc., (10) |

‘Mexico is by far-the la;rg‘est of these countries from the stand-

point of both area and population. The Mexican population is almost



TABLE 5

PRINCIPAL INDUSTRIAL RAW MATERIAL
PRODUCED IN ALASKA, MEXICO, AND

JAMAICA, 1957

(Source: Fritz, November 1960, p. 56)
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Percent of -
- Canadian- Production
U, 8. Produc-
tipn B

Alaska |

| 'Chromite 2. 5. 4,2 thousand short
R | tons:

" Gold 3.4 215,000 Troy ounces
‘Mercury 15. 9 5,500 flasks
. Mexico
Crude Petroleum 3.4 88 million barrels
Antimony 412.7 5,700 * short tons
Fluorspar 98,7 390,000 short tons
Lead 45,6 237,000 short tons
Manganese 60. 1 220,000  short tons
Mercury 61.0 21,100 flasks
“Silver 69. 8 47, 1 million Troy
. ounces

Zine 28.3 268, 000 | short tons‘

Jamaica | |
Bauxite 327, 9 4,634,000 . long tons

i
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twice as lé,rg-.e as that of Ca;n‘adfa. and is growing at a slightly faster rate.
M‘-e'xi:caniindu'striai production mc'feause‘din‘the ‘period from. 1947 to
1957 at the swift rate of about & perc’e‘n’t annually. Mexico is a sizable

producer of petroleum, natural gas, copper, lead, zinc, antlmonyg
ﬂuorspar, mercuryg sulphurs gold and silver. Mexico possesses a
volume of timber' one- eigh‘th- as large as that of Canada and about one-
seventh the volume of the United States timber. Two-thirds of Mexico®s

timber is hardwood. (11)



|  CHAPTER 5
"RESOURCES IN AMERICA®S FUTURE"
Resourcé,s Fc;;c-: the Fut,urfe,; Inc., a non-profit United States
.org‘anizaﬁon, well -enidowed, éommissioned three able:economists
(Landsberg, Fischman, and Fisher, 1963) to analyze and predict Amer-
ica®s economic future up to the year 2000. Their répor‘t,is contained in
a book of 1,000 pages. |
The United States now has nearly 190 million beopl-e.who live
on a very high plane. ‘It supports a peacetime defence establishment
and conducts impressive programs for the exploration of outer space
-and for providing assistance to less developed countries, All of these
.éctivi’tie;srequire vast amounts of the scafce resources of the world.
By the year 2000 it is expected that the United States W111 h;we.over 300
million people who will expect to live well. Will it possess the re-
sources? Modern man must work within the limits of the earth®s nat-
ural environment, . It will depend a great deal on the improvement in
science and technology and man?s ability to obtain more from the ;I)resent
land and water r‘e‘soﬁrces@ The world tradiﬁg and investing system will
‘have to ‘be ‘enlar‘ged to keep raw materials coming in. Thev methods of

_conservation will have to be improved. The fear of running out of
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resources and the problem of 'availabiiity of resources is ever present
in the minds of North Americans,

A study of natural resources of the United States was made by
the Paley Commission in 1952 and by Dewhurst and Associates in 1947
and brought up to date in 1955. The "Resources For the Future"
studies concern the-mse_lv*es; with the adequacy of land-;—for- cropping,
grazing, _fofe‘stry, r'e'cx'ea,tin; and city building—and of energy re-
sources, major metal ores, and fresh water for a period up to the year
-2000.
~Around the year 1930 the position of the United States as a .net
exporter of resource products shifted. to that of a net importer. . Thé
United States still exports wheat and cotton and imports .coffee, coca,
and natural rubber. It is also a large net importer of crude oil, iron
ore, copper, lead, and zinc, Techhology is constantly finding new
sources. of energy, such.as oil and natﬁral gas, and in the near future
nuclear energy will be expected to play a significant role. From 1920
fo 1960 the United States? population'_incr‘eas‘edby-75 million, which is
'.vank increase of 70 ‘per‘c’en‘t, and in.the same period the per capita in-
.COme--of‘.-.fhe,Unitedlsta,tes, citizen doubled. Electricity output grew from
60 billion kilowatt hours ih 1920 to 850 billion in 1960, The estimate is
that it will require 4, 500 billion by the year 2000. |
It is expected that by the year 2000 the United ‘Sfﬁates labor force

~will total 142 million persons and that residential construction will be
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$120 billion per annum, It is expected that by that time the lé.nd will
produce 100 bushels of -co.rnf_and 35 bushels of wheat per acre. . The
adequacy of land for useé such as r-:ecreation, growing cities, highways,
airfields, reservoirs, and wildlife refuge will be.a préblemm

Irrigation will double.  Water sources will have.to be increased.
‘The present withdrawal depletion of water in the East is 13.7 billion
| gallons per day. V'JIt.iS :prvejae:cted.that by the year 2000, Eastern United
States Will.have a withdrawal depletion of 37. 4 billion galions per day.
In the Pacific Northwest the present water withdrawal depletion is 11.1

billion gallons per.day, and the projection is. thét it will be doubled. In

the West the present water withdrawal depletion is 59. 7 billion gallons
’per day,' and it is projected that .by'thre»;y-ear 2000 there will bie,‘water de~
pletion of 91. 7 billion gallons per day. ("Withdrawal depletion™ refers
’tol amounts of water actually lost by evaporation or otherwise. )

It is estimated that in the year'ZOOO»the‘ energy -demand will be
five times as great as the present demand and that thélgr.ow'ﬁth of the
use of the principal metals will be as follgws, taking 100 as the use.in
the:year 1960: By the year 2000 aluminum will be 1, 000; copper 390;
zinc 380; steel 290; lead 220; and tin. 175. By the year 2000 the follow-
r.ing; interesting projections are giveﬁ (table 6).

-Landsberg, Fischman, and TFisher (1963) refer on 17 occasions
to situations.where Canada is being called upon and will be called upon

in the futui'e to provide the natural resources. that will be required.
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TABLE 6 |

PROJECTIONS OF THE UNITED STATES POSITION
IN THE YEAR 2000 ..

Population ...cocoovorocon eecosesassiooos . 331, 000, 000

Labor FOrce .. ..... o iaee e eiearae . 142, 000, 000

HouseholdS ..c.ocvcvocecccccocccncconcoacas 99, 000, 000

Per Capita Purchases .. - $4, 000

Gross National Product .......... e $2, 200, 000, 000, 000
Gross National Product,’ 7

Per WOrker o...c.cceeceiooccccsansacooaos : $15, 500

- Personal Consumption ....ccccoecoccocccoss $1, 320, 000, 0600, 000

Government Expenditure ...c..c.c0000. eaeo " $551, 000, 000, 000
 Net Exports: From $3, 000, 000, 000 now to |

$17. 8 billion (favorable meéerchandise trade
balance)

. Source:: Landsberg, Fischman, and Fisher, 1963, chart, p. 57.
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Without Canada, the future of the United States raw material supply

~would be very difficult. The‘seja;r'e izh‘e qno'te;sz»

The- dlstlnctlve water problem of the Pacific Northwest
as a whole depends on co- operatmn with Canada to realize the
great hydro electric potential of the Columbia River.

There are t’he"s'ha.les' of the Colofé.do Plateau and tar
sands of Northern Canada, each with an enormous content
of ex‘tractlble 11qu1d petroleume

‘The reserves. “of potash and phosphate seem adequate

-with additional deposits in. Canada promising to backstop.

United States supplies if necessary and ocean bed occur-
rences of phesphates.

Canada's bituminous tar sands contain 2 billion tons
of sulphur. Even agsuming United. States.exports will de-
cline and all domestic sulphur ‘will be used, and that this
country would also absorb some Mexican productlon be~ .
tween.now and the. end of the: century, some tightness may

- develop.

Canada could supply much larger amounts of oil to

the United States than is imported at present.

Aggressive development of Canadian natural gas
resources could conceivably result in the pre-emption.

by gas of increasing territory in the botly contested
-Northern midwest.

Significant United States supplier of iron ore is

.Canada with estimated reserves approaching 5 billion
tons of iron ore, and likely to be at the beginning of a

phenomenal climb to the position of the world's top iron
ore exporter. Hundreds of millions of dollars were in-
vested on the American continent, above all in Canada,

to find and open up to exploitation new ore deposits.

 Roads were laid,. railroads were built and ports construct-

ed. . The opening of the St. Lawrence Seaway has further
accentuated the role of foreign ore by widening the raw
material area which can be economically tapped. The
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gebl‘o,gical survey of Canada by Gordon A. Gross estimates
12 billion tons of low grade reserves in the Ungava Belt -

~alone, to yield 4.8 billion tons of concentrate.,

- For the long run the aerial mapping and systematic

- ground reconnaissance have barely begun to be applied on
.any substantial scale and even closer home Canada un-

doubtedly will yield further surprises numbering in the
billions of tons. :

Gas can be imported by two quite different means.
By pipeline from Canada and Mexico and by shipment in
liquid form by tanker. . A number of major projects for
importing from Canada have recently come before the

. FPC aid the Canadian Regulatory authorities. They would
‘among them, bring over one billion cubic feet per day from

British Columbia and Alberta, mainly to the Pacific North-
west, California and Northern Lake States. These quanti-
ties are equivalent to over 3% of total current natural gas
consumption in the United States, thus Canadian supply is
beginning to supplement domestic sources significantly and
may do so increasingly in the future given the large reserves

~and the relatively limited home market.

In relation to world timber trade, soft wood imports
have been quite significant. United States. is a leading im-
porter of softwood products; about two-thirds of the soft-

‘wood imported by the United States has been in the form of

pulp wood and pulp wood products, almost all from Canada.
Canada undoubtedly remains the most promising source of
supply in the future. 6.8 billion cu, ft. of soft wood could
be cut by 1980 if the demand for it existed. Canadian do-
mestic consumption may require about 1.5 billion cu, ft.
leaving roughly 5 billion available for export. Allowing
some for Western Europe, Canada may be able to supply
the United-States between 2 and 4 billion cu. ft. in 1980.
Europe must be ruled out as a source of imports. It is
likely to compete with the United States for Canadian ex-
port. The U.S.S.R. is a potential supplier. . It has a larger

supply of soft wood than any othér country in the world, and

has about one-fifth of the world’s forested area. Their ex-
pansion is rapid and very little of their soft wood is likely

_to reach the United States. Some of it might go to Western
~ Europe and release more Canadian soft woeoed for the United



(11)

(12)

~ States. Canada is likely to have about 2.7 billion cu. ft. of

hardwood in 1980 and éxpected to need for domestic use less
than . 6 billion.cu. ft. A ldrge portion of it is in the area ad-
jacent to the Great Lakes and St. Lawrence Seaway, so a sig-
nificant part of it is available to.be supplied fo the United

States. As wood came in short supply it would demand rising

prices and the United States would have to consider substitutes
and other courses. . It might promote further investment in
and development of forestry and lumbering in Canada.

Problems of the location of oil could probably be over-
come with no more difficulty than experienced in bridging the
distance between Texas and New York with pipe lines and tank-
ers. . This is equally true and perhaps more so, for the oil
rich tar sands of Western Canada, which are easier to mine
and have undergone substantial preliminary processing trials.
While the location problem is even more serious, greater ease

of production might offset this. The fact that several com-

panies of substantial means are poised to go into action, is
certainly significant. In listing the estimated principal world

‘resources of chromium, Canada has upward of 16 million
_short tons., It is, of course, far behind South Africa and
Southern Rhodesia and the Cuban laterites.

Canada has been pre-eminent as.the location of rich

sulphite ores in which nickel, together with copper, platinum

and other metals can be recovered economically.,  In listing

the world reserves, Canada is listed as 5 million 967 thousand

short tons of nickel content; New Caledonia is next with.4 mil-
lion 600 thousand and Cuba with 4 million 650 thousand. The
market price is set by International Nickel Company, the top
producer, which rarely contributes less than two-thirds of
the non-communist consumption, and which produces nickel

- as a joint producer with copper, platinum and other metals.

Quick changes are not uncommon. The Bureau of Mines in

1955 said that the new mystery lake deposits in Canada were

called not economic at present, yet exploration enabled the

International Nickel Company to anncunce in December 1956

a $125 million mining and refining project in the area which
was to raise its capacity in 1961 by 25%. In 1960 International

'Nickel owned about half the world®s nickel producing capacity.

International Nickel Company in the Sudbury area alone has
its reserves increasing all the time. . In 1929 there were 203
million tons; by 1950 there were 253 million, by 1960 there
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were 290 million tons. These are proven reserves only.
called strictly working inventories. No estimate of their

.reserves in Manitoba.

In listing the world reserves of tungsten, the United
States .is shown as 90 thousand tons and Canada. 35 thousand
tons. . The supply outlook for melybdenum has improved re-
cently. In 1957 the United States geological survey, recover-
able molybdenum identified in United States, Canada and

_Chile. was estimated at 2. 5 billion pounds. Since then the

United States Department has raised the estimate to more
than 4 billion pounds. The United States deposits alone are

.estimated at 3 billion,

Cobalt - about 700 thousand tons in low gxrade ore in |

' Cuba. Canada and other areas are knoewn to have cobalt .
- bearing deposits. Both Canada and Rhodesia have sizeable

reserves. They have recently been producing at the rate of

. 1000 to 2000 tons per year.

Amongst the féreign reserves of copper, Canada has
7 million short tons measured and indicated,

Lead - Canada has 8 million short tons reserves.
Past experience demonstrates that active search has active-
ly resulted in the finding of new Provinces.. Most recently,
for example, New Brunswick. Unknown in the 50%s, it is-

_estimated to hold close to 3 million tons of lead, or equal

to total measured and indicated reserves of the- ent1r,e United

_States. Zinc reserves, Canada, 16 million 700 thousand
-short tons; Mexico, 6 million 600 thousand short tons.

Temnite is plenhful both in the United States dand in

‘Canada, In Canada platinum is a by-product. The pegmatite
sub-group of minerals with the exception of cesmm2 rubidrum,

tantalum are available in alternative sources in Canada.

~ Athabaska sands in Cangda contain more than 2 billion tons

of sulphur.,
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It is obvious that an integration of the North American econo-
my, and the savings and efficiency that would result therefrom, is
something that is worthy of investiga;tiOn by the United States as well

as by Canada and Mexico.



- CHAPTER 6
'CANADA'S NATIONAL POLICY

.Canada has‘encduntered»many difficulties in building a country
and a nation which shares the North American Continent with a2 much
Jlarger, wealthier, and industrially mere advanced neighbor. to the soui:h;
- Canada's economic policy has been fashioned, not necessarily for the
greatest. economic efficiéncy, but with the view of preventing a loss of
its identity, by being absorbed into the economic and cultural forces of
the United States.

In the. colonial period, the Canadian economy was conducted
for the benefit of the imperial power that controlled it. This was first
France, then Great Britain. The economy was geared to the production
for export, to the.moi:'herxcountry? of raw materials: furs, lumber,
agricultural products, and products of the mines., . Gradually the in-
fluence. of the mother country dwindled, and Canada had somewhat more
direction of ité‘ own economic policy. The new policy placed more
emphasis on the welfare of Canada. . Notwithstanding the American
revolutionary war, and the war of 1812, Canéda did not join the United
States, and after the United States Civil War, Canada's Provinces united

" .and formed a Dominion in 1867, - At that time Canada had a population
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of only 3-1 /2 million people, of whom more than half were engaged in
farming, fishing, and lumbering. The principal industrial activities
were ship building and the manufacture of agricultural implements.
Canada. (after 1867) embarked on a policy of ehcauraging more mani-
facturing at home. By the time this polfey was fairly well established,
in 1870, the United States? tariff had rised, and Canada®s export mar-
kets in both Britain and the United States were curtailed. In the 1870%s
. .Canada suffered a serious economic depression.

There was a feeling ﬁin-,C?anadas ét that time, that demevsti-c
manufacturing industries would increase Canada®s independence and
leave her less subject to United States influence. . Canadats ﬁfst Prime
Minister, Sir John A@ Maeddnald, i an atmosphere of patriotic enthu-
siasm, édépte’d-a policy of‘ protection. He called it his: "national policy™
and 'sai_c‘l,. "There is in it prestige, national status, national dominion.
No great né:tion, has. ever arisen whose policy'was free traciéve " Govern-
ménts‘: come andgo_} but Macdonald®s national policy has remained fh,e
economic policy of Canada.

The Liberal Party in Canada, in 1891, and again in 1911, when
the,Unite&» Stat*eé lhad indicated a Wil_lingﬁess to cooperate, tried to bring
‘about "reciprocity" or free trade between Canada and the United States.
On ‘eaéh..occasion the free trade policy Was,.defea‘ft-ed'— by a vote of the
_Canadians, and Macdonald®s national policy remained supreme, After

‘the first World War, in 1922, Canada made some overtures to the United
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States on the question of reciprocity, but at that time the United States
was not interested. In 1932, Canada entered into a preferential tariff
' arrangement with Great Britain and ‘the-Bri‘tish.CommonWealthe
Canada still desires independence and, though its population is
now 19 million people, its manufacturing cannot exist, under Vthef pres-
ent arr’anvgementg without tariff protection, Canada’s domestic market
is small, and opportunities for economies of scale are limited.: This
results in lower pi-oductivityi and.ordinarily' would result in lower ‘wages.
But, because Canada .enjoysfa:__vorable.terms of trade for its raw ma-
terials, its pr:imary industries are able to pay high wages. Conse’quen"t- )
ly, manufacturing industries, which employ approximately one-fourth of
the total labor force,. are forced to pay higher wages than the _prod’uctiyity
of the industries Wa,rra,-nts,o To .enabie them to do this they require the
protection of the tariff.

Canada®s main aim is political in origin, but it has wide eco-
nomic ramifications. Its main aim is national sovereignty and economic
independence. It is ',.str‘uggliﬁgﬁ against the forces of geography and logic
Whi._Ch.vvpullll it toward the Unite‘d,;sftartzegmo It is anxious for a rapid rate of
economic gréw’th and feels the tariff will help attain it. Howaever,’ an |
import tariff »increvases the cost to the consumer: and the plane.of living
is lowered thereby. . It is very costly to maintain a railroad across
nearly 4,000 miles, through many unpopulated areas, and tq maintain

_ highways and airlines across those same miles. It would be more
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efficient 'economically, to ték‘e advantage of the existing réi'Iroads, high-
ways, and airlines immediately south of the border. Most Canadians
appear satisfied to pay a price for their indepéndenc:e@ .

The free movement of people across the Canada-United States
border and the superior economic conditions to the south result in a
Iarge:.-vs.cale- emigration of Canadians to the. United States. This emigra-
tion includes many educated people, professional people, andmanagérial '
- personnel—raised, educated, and trained at Canada’s expense. This
is another economic price.that Canada is paying. = Nevertheless, the
. national policy is essentially a policy of growth, and Canada is growing. |

Another implication of the policy of growth is that it creates
opportunities for foreign capital and technology in Canada. I Canada
were to refuse the foreign cépi_tal, it would slow its rate of growth., So
Canada encourages. investment in Canadian branch plants. In this way
the national policy ironically contains the seed of increased _depend@e:nce
~.on, and control by, foreign interests (which happen to be mostly from
the United States). In order to foster-its rate of growth, Canada re-
qu»ires more people, and it hasfollowed a more or lesg liberal immigra-
tion policy. That policy has had its difficulties. Labor unions oppose
immigration in times of depression. The influence of the French Cana-
dians in the Province of Quebec has limited immigration. In.ﬁteartly' 100
years since Confederation,. Canada®s immig_ra:tion hé.s barely made up )

for its loss of population by emigration to the United States.
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Canada’s economic policy places the country constantly on the -
horns of a dile’mma@ Its main source of ‘rev,enue»and income is from
‘primary industries, the products of agriculture, the forests, and the
mine. To sell these products abroad, Canada needs low tariffs in other |
_countries. To protect its manufacture.,, Canada needs high tariffs in
Canada, A high tariff policy brings rvetaliaﬁqn‘.byr other. countries. This
poses a basic dilemma for Canada's policy makers. . Canada is always
in the position of having to say that it agrees with free trade, but at the
same time, it has to look for special reasons to explain why it Sh_ou_ld be
.rent‘i’tle;d' to tariff protection for its manufacturing industries. The nation-
al policy of Canada also fails to give directioﬁ to the kind of I'nanufac.tur-.
ing Canada Wanfs and does not indicate how Canadians are to capture
‘world markets. |
.]Immedia_tely, after Wor’ld War I[][g material 'shortages in Europe,
‘and the need for f»econstru‘ction, resulted in an unprecedented demand
for: Canadian products. - This brought economic expansion to Canada.
Between 1946 and,195‘6, the Gross National Product of Canada (in money
terms) increased 2-1/2 times, :and; industrial production (in,ter'ms of
real value) doubledfl)Optirﬂism reigned supreme, and projectidns of
future growth were fantastic. 'IfWas. commonly predicted that by 1980
Canadians would enjoy a plane of ’.l’iving as high as that of the United

' States. One of the main concerns of Canadians was how they could in
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-the midst of this prosperity aveid losing control of their -productive-‘
- machinery to United States' interests.
After 1956, when European countries. were-fairly well recon-
| stru’ctéd and became competitors in the foreign markets of the world,
- Canada’s economy began to show disturbing .sign’sg .In 1957 thei'e: was a
-slight recession. = Another one occurred in 1960. Une.mplosrm'ent was
at the rate of 7 peré~ent in 1960, Some of the factors behin_d' Canada’s
- recession Were"comm_on' to all of North America and cannot be blamed
~ on.Canada®s national policy, but some éf the factors were peculiar to
-Canada. .-(2) | |
World War II did not cripple either.'the United States vorzCang.da :
economically, as it did Europe and Japan. For a short period Canada |
and the United States dominated the world éc‘onénﬁic situation, while
other industrial powers were rebuilding@ The European countries were
‘also involved in revolutions and difficulties in their ’(-:oloni:e's‘ and pro-
tectorates, inciuding Indo~China, Malay, Kenya, Cyprus, and Algeria.
During this period Japan recovered its industrial potential, Marshall
" Plan money sent to:Europe by the United States to help restore European
economic life was iﬁdﬁced by 'the'rlarge' Unite;d.‘states e*xport} surplus, and
it helped the United States economy by increasing income at home,
When Europé and Japén were again industrialized, the United
-States and.C-‘anada met increasing com‘petition; - For 10 years North

- America had experienced a seller's market, The resurgence of Europe
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and Japan-as world traders has resulted in the United States selling
less abroad, Exports dropped, but the United States continued to send
‘military and other aid abroad, in amounts exceeding its export surplus.
The result Vi-s that the. United States has a deficit in its intei'national'. pay-
ments which it covers by short-term obligations to foreigners and an
outflow of its _g()lda Canada had during ‘_thé?pro*sper‘ous years devejlopéd
almost sufficient surplus from exports. to other countries to make up
for its net deficit with the United States. The new competition reduced
-Canada®s export surplus from trade abroad -é,nd inereased its balance
of trade and balance 6f payments deficit with the United States.

Most of Canada's exports go to the United States. The ,-di*op‘ in
production.in the United States resulted in a -dr'op.in.ité imports and a
consequent drop in Canadian _:exportse Canada is a high labor-cost |
countr‘y' and is unable to compensate for the high cost by economies of
scale. f‘or‘ this reason Canada. was experiencing difficult competition
at home and abroad. Fortunately the parent corporations in the United
'States,wervé not. competing, in Canada, with their own subsidiaries, If
they had attempted to do so, Canada would have experienced still more
difficulty. | |

It soon became evident that. thg‘ expansion of the productive
capacity of Canadian industry during the 10 prosperous years was. not
justified by the subsequent demand.  Booming economic conditions in

‘Europe attracted.to Europe a great deal of United -States' capital. One
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of the causes of industrial oyer—‘expansion in Canada was the fact that
many United States corporations rushed in‘i;é Canada to form su‘bsidi-=
aries. ’The market is now over-crowded. A typical example is the

‘television industry, in which any one of the many American subsidi-
aries in.Canada can supply the. whole Canadian market. |
The national policy musf accept a portion of the blame for this,
I it were not for the tariff structure in Canada, many of these plants
would not have been set upg, Many United States companies were set up
in';,C‘anadé to take advantage of the trade with Britain,. Wﬁdse tariff p"er'-i
mits goods from Canada to enter at a preferred rate. Britain was
selling its importers foreign exchange to‘ pay for purchases from
Canada, ‘while it was not allowing foreign exchange for purchases from
the United States. . By the time the Americannowned plants in Canada
were able to supply the British market, Britain had relaxed its foreign
.exch‘ange policy and sold importers funds to pay fof’goods from the
United States. Aliso,, by that time many plants were being constructed
by American _cbmpanies in Great 'Britéin;_and in other Commonwealth
‘countries to take advanté;ge.of the respective local markets,
- Canada’s national policy facilitates the setting up of United
States plants in Canada and the control of Canadian industry by United
'Staztesintefrfests@ Thig seems tob be C‘on{r'éixj’y to the original ih‘tention of
~ that policy. Canada*s:eéonomic futﬁfei might bé-br'ighter‘. under a free

trade-arrangement with the United States and others. With free trade,



Canada could transform its' economy into a more highly specialized
organism and would.probably be able to compete more effectively in -

-world markets,
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| CHAPTER 7
- CANADA'S INTERNATIONAL ECONOMIC RELATIONS
The Canadian eéconomy is small and weak j:con-lpare'd tdthe
economy of the. United States, yet Canada's natural resources and pedple
give it an important position in world trade. Like small people and -'%zeak
- people, small countries sométimes have .‘a, "chip on their- shoﬁldér"' in
.‘..their dealings with others. Canada is stfiving to establish itself as an
acceptable "middle power' and to establish a national identity. Canada's
."national policy" established by its first Prime Minister. has continued
to the present day as a deliberate device for moulding Canada together
from east to west ‘again_st the pull of geography and populdtion to the
. south and against the- influence of the cultdre and the high plane of living
in _.‘thé United States. This has been very urieconomic and has cost the
Canadians many billions of dollars. Most Canadians have been convinced
that the. cost is not too high and thai Canada has a national identity that
makes a contribution to the cﬁltﬁr-e‘ of the world, |
By 1959 foreigners had invested in Canada some $24 billion,
of which $18 billion came from the United States. In 1959, foreign in-
terests owned 51 percent of manufacturing in Canada, 63 percent of
petroleum and natural gas production'; a;ﬁd 59 pe’rcént of minin‘gj 1)'I‘h.e

' percentage in each case has been gradually incxieasinge The large inflow
61 '
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of capital from the United States in the 1950's helped maintain a pre-
 mium on the Canadian dollay an-cri‘ prevented the floating exchange rate,
'Which_ was then prevalent 'in.Canada, from correcting the current ,a“ccbunt
deficit. The.Central Bank of Canada held interest rates high and there-
by attracted more dollars into Canada. ' Recently the Cané;dian Govern-
ment, in a belated wave of nationalism, decided to discourage.the \if.l’%
flow of United States capital by increasing ft-he*withholding taxon.c’érta-in
interest and dividends leaving Canada. To help its exports and »bélanée
of payments, Canada idecide’dto de\pre'ciate‘ its currency and to peg the
exchange rate at . 92-1 /2 cents U.S. for a Canadign doll'ar',

The foreigﬁ industries came into C-‘andda as»a.x-nﬂeans of gaining
access to the Canadian mafket and to sell to the Commonwealth market |
“in which Canadian products enjoyed a .tariff preference. Foreign capital
also came in to develop steady sources of raw materials for Unitjedv |
States plants. Canada haé not become a substantial exporter of manu-
factured goods. The tariff policy followed by Canada with the purpose
of moulding.,c.anada togéther as a national entity has had among others
the following re-su’ltsé

(a) Costs in.Canada are notoriously high;

(b) Unifed._;sfate‘s firms are setting up competing subsidiaries
in other Commonwealth countries; |

(c) The manufacture in Canada of products similar to those.of

the parent firms have retarded the development of an indigenous
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Canadian economy; and
(d) The development of 'industry behind the protective tariff
.. has -discouraged'.the- applicatiqn of ‘iih_e economiec law of. comparafive- ad-
vantage, whereby Canada might have achieved low cost manufacturing
in certain indusiries by specializing; )

'The irony of the sifuation is that the very policy which was: in-
tended to create a Canadian identity has actually discouraged that achieve-
‘ment. |

. Even th,e.Uﬁite.d.States; with its vast wealth, resources, and
industrial -piant has found that to continue its economic growth it needs
to revise its tariff and _.trading policy. It has pa'ss‘ed’ the Trade Expansion
Act, 1962, and is al;r'anging' confer-:e,nc‘;eé with other nations to d'is‘cﬁ*_ss
the lowering of tariffs. |

Practically eyeryone has agreed on- the need for the rapid ex-
pansion of secondary m.aﬁufacturfing,'in_Canada@ It can be done only by
‘streamlining the economy for more. efficiency in specialized industries
and by a policy of freer trade supported by expansionary monetary and
fiscal "policys‘ lThié, change may.‘com’e" slowlya There. should first be an
_apalysis of the", Canadian.secondary industries to see which industries
can weather a lowering of tariffs at home and which industries are mor.(;-
suitable for expansion to compete abroad,

Thé needs of Europe for reconstruction after World War II and

the European demand on Canada's resources together. with the rapid
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import of United States capital into Canada immediately after World
‘War II have g»ivenv_Canadia;ns‘ a false confidence in their economic
strength. Now that Europé is re'c:onstructed and is a competitor, VC'an-
ada .is experiencing difficulty, International trade has always been a
fea‘tﬁre of the Canadian economy totaling over 20 percent of Canada's
gross national productg (In the United-States it is 5 percent.) In Can-
ada about one-third of all goods produced are exported,. Whﬂe.oﬁe-third
-of all goods consumed are imported. This makes Canada very sensitive

to internation’al’ shocks and upheavals. |
_ Canada_.i_mpaﬁs in goods and services more than it exports,
with the result that there is a continuous increase in the size of the deficit
~in balance ~of payments which has to be made up by import of foreign
capital, This means an increasing burden of interest payments and
dividends to foreigners. So long as.the imports of capital goods band of
_capital were associated with .rapid".econdmic development and with the
deVelopment.'»Of expoﬁ industfi’e‘s’_, the deficit was tolerable. Since 1956?
the rate of increase in the size of ihe deficit has surpassed the rate of
economic growth, The situation could _nof. be cured by a sha"rf); contrac-
tion in imports because that in turn mighf have affected Canada’s im-
portant eXport tréde-@ In 1961 Canadian imports were: consumer goods?l
. - 32, 4 percent; investment. good’é; 31.6 percent; industrial ‘m‘atérialsj, (2)
26, 8 p‘ercenfg The: non=m€fchandiséacédunt deficit also grew, In 1959

it was about $1 billion, half of which was for interest and dividends and
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‘a good portion of ,which was for traveling abroad by Canadians. Cana-
dians are obviously .li.vinig;beyohd, their ih‘ternational means. Canada
was saved some real trouble over its deficit by the fact that the terms
of trade remained in her favor. In recent years export prices have in-
‘cr‘easéd by 24. ~2 percent, while import prices paid by Canada. have in-
creased, in the same period, by only 19, 8 percent. (3)

~Canada is essentially a Nerth Atlantic trading nation, and the
inter &ependence -of the Canadian and American. econorﬁie.s. becomes
more obvious as time goes on, In 1962, Canada exported goods to the
value of $6. 3 billion, of which about 60. percent went to the United States
and about 15 per'ceht to the United Kingdom. In the same year, it im-
ported goods to the vaiu;e of $6. 2 billion, of which 70 per‘éent was from
the United States and about 9 percent from the United Kiﬁgdo;‘ma About
60 percent of all Canadian exports in thenpost-wa'r period went to the
United States and about 81 percent to the North Atlantic area. (3)

In 1961 Canadian exports were composed ofs

Agriculture and fisheries .......ccoeeus 22. 1 percent
. Forest products ......... .. Ceeeen ... 27.5 percent
Metals and mineralS ........... P 31, 6 percent
Chemicals and fertilizers -...... .o e ,A 4,3 percent
Manufacturing én‘d miscellaﬁeeus, ,‘ .o ‘. voo 14, 5,pe’-rc»ent'. (3)

Canada has. encouraged trade with Britain and Europe.to pro-

- vide.a counterbalance to its trade with the United States, but it is
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fighting a losing battle., Britain®s attemp’t to join .th‘e.Eu‘r‘opea‘n,Ef':corrxtomm=
Jic Community raised.fear in Canada that it, Canada, would be thrown
more into the lap of the United Stéte‘sa "While at the moment Britain
has not erntered the European Economic Community, there is still a
strong feeling in Britain and in Europe that it might.

. Canada's fear of the United States is understandable. Canada
‘manufactures many products. similar to those manufactured by the 'Uniteci
States. The form .é;nd. shape of its produets is created by par’enf com-
;panie’—s in the Unite‘d States. Canada’s cost of manufacturing these
products is. high,i ahd.Canada cannot hope to cempeté‘ effe'ctive_fly" in
world markets with this disadvantage. It becoines important, therefore,
- for Canada to reassess its tariff and trading policy and to cultivate -mar-;
~ kets in Japan, Europe, and Latin America and to emphé’éize the products
on which it can Sp‘eicia;liiz-eia;nd for*Whi*ch it can find a market in those
other ﬁselds;‘

Canada, in self- de’_f:fe'nce, .Ihus:ft .s,;fudy"éarfefuﬂy .thé development
in western ;Eursdpe and the povséiblen ..effe'cts,,o;ﬁ the..Americén Trade Ex-
pansion Act. . Seventy-five percent of thei-Cana,di‘én_ exports to western
- Europe Wer_r?t to the low tariff._do_untr‘ies of ,B-erre‘lux tand'.fWe-stern.Ger_,A
ma;ny’; 25 percent went to ..thef‘ higher' tariff countries. It seems that on
.the average.Canada will in the future face a .hig’hser ‘tdriff in western
Europe. . So far- C"a‘nfa;da: has not 'suffer‘wed}any lqss?.'of éixports to the

European community. The latter's per capita demand for imports. has
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increased because of i{s inereased income, To date only a partial re-
duction of 'ihfernal tariffs in Europe has taken place. I, of course, the
tra’deuéreating effects of the European Economic Community outweigh
the trade-diverting effects; Canada will not suffer. |

In ‘1961 Canada 'exported to the United‘Kihgdom goods to the
.value of slightly under 1 billion dollars. The'se'- goods“ entered the United
Kingdom either free of duty or under pref-e‘ré’nﬁal tariff treatment. (4)
Forty-iper‘cem of Canadian :.import_s into Britain received some preferen-
tial treatment. If the United -Kingdom Wer'é to join the European Com-
munity, manufactured goods from Canada would encounter an immediate
disadvantage. Induétr.ial. raw materials needed in Europe would still be’
purchased in.Canada. The market for agricultural products would vary.
A change in agficultural pelicy in 4,Eui*o;p‘e.W0u1d undoubtedly have an
" effect on. Canada, but it is very difficult to agsess the effect in.advance,
It will depend on many factors, |

It is estimated that in 1956 the cost of protection to the Cana-
dian consumer was abouf 1 billion delilars, and that in 1962 it was near-
ly double.that amount.
| If the withdrawal of Canada behind a Aprotective tariff wall is \
not an appropriaté remedy for its diffieulties, then Canada must con-
sider some alternative commércial policies ’chat‘ are available to it.
Canada is not really a Commonwealth country. - Apart from wheat policy

and Commonwealth preference, the basic interests of Canada.and the
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United States. to’war‘d the: Eu‘ropea,-n- Economic. COmmunity'afe identical.
Theé trend in the world today is to unite trading communities, directed
at larger areas of free competition and more effective economic de=
velopment. - Expe-rience indi-cated,that. a union to be successful needed
to be between countries of a .simi‘l'é,r size and social and economic phi-
losophy. It must be realized that Canada has no obvious partners.
. Canada has to work hard to find a solution.

One alternative that Canada might censider ig assocm.ate mem--
bershlp in the European . Economlc Community. That m1gh‘t g1ve it the
counterbalance it seeks aga'inst_the».United.Statetso This alterna,tive,
however, is hardly practical. The Europeans have shown no indication
.that Canada woﬁld.be admitted, and if it were admitted, Commonwealth
preferences Would be replaced by new discriminations against the United
-States. . This would not please the United States _ain'd‘might r~e~suit in re-
taliatione The United States. would naturally preéfer a free trade area
between Canada and the Un‘ited<§’3‘_Erc,1"t_e'.sa R

Another alternative is a North Atlantic free trade area, that
is, to draw the. United States together with Canada and draw Europe into
the free tra,de area. Thls would in a sense give Canada the best of the
two Worlds@ It would, however, result in dlscrlmmatlon against Japan
and Latin America. The United States would probably not agree to a
free trade area arrangement that included free movement of agricultural

ﬁr.oducts. which are so heavily subsidized by the',United.Statese Also, a
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complete free trade areamig’ﬁt be a great strain on the Canadian econ-
omy. It might be easier to work out an arrangement between Canada
~and the United States (as a stepping stone to ultimate integration of the
-economies) based on "selective free trade" and "partial integfationo "
"This would involye an analysis of the facilities of e‘éch country and of
the steps that might be taken by Canada toward specialization. One
difficulty that would result frém such a plan is, that under GATT regu~-
lations, any reduction of ta;riffs between Canada and the United:States

that is not an almost complete r‘emo§a1 of tariffs would have to be fol-
lowed by a similar reduction of tariffs against the other GATT countries.
The problem is not as’imple:dn;e, yet it has to be solved.

The American Trade Expansion Act-does not provide for Ca-
nadian participation.  Canada erred in being so eé;cited-about the pos-
sible entry of Britain into Europe, and it neglected the negdtiations in
the United.States. It might have been possible for Canada to have been
included in that act. After all, trade between the United States and Can-
ada during the past 10 years was gre‘ater' in dollar value than was the
value of trade between the United States and the. European; Economic

-Community during the. same period. Canada exported in 1960 about
- $500 milllion' in goods that-fail in the 80 percent category referred to
in the American Trade Expansion Ac‘t(QS) If the amount of the Canadian

trade were included with -that of the. United States, the European Eco-T

nomic Community, and Britain, more categories of goods would .qué,lify
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for the 80 percent of trade that renders the category available for ne- -
gotiation for tariff reduction. Canada, if _inc.luded' in the terms of the
.act, would have the benefit of the negotiating power. of the United States
to gain actévess to the European markets, at lower rates of duty, or no
dﬁty, for many industrial materials that Canada might mass-produce.
In many cases world trade in primary materials includes so much ma-
terial from Canada that Europe and the United States. do not conduct 80
percent of the world trade in that material. Unless the act were extended
to include-Canada, these Canadian materials are not eligible for tariff
, i:eductionn_
The best Canada. can do.now is to hope to negotiate under the
“existing authority of the President of the United States to reduce tariffs
up to 50 percent. . It is not likely that this could ‘he‘ip many Canadian in-
d;I‘Stries‘, .because the cost difference in the two countries is such that a
50 percent reduction in tariffs both ways would be d—eﬁ'imental to-Canada.
What Canada néeds is. free trade in both directions, That would make
possible aireOrganizeiti(.m of Canadian industry based on increased
‘spec-i'alization[ahd the resulting ‘e‘conoxﬁies of scale, . Failing this, Can-
ada is left with.only her preferential tariff as a.bargaining device. She
might, in return for. fcoﬁce;SSiOHS‘ from other countries, offer to bring
her most favored nation tariff to jthe;levél of the British preference

tariff.
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Canada is forced to support multilateral trade cuts at the GATT
negqtia,tionsg but Canada should.not support any discriminatory scheme.
Canada cannot afford to ignore the special place of Japan in Canadian
trade. Japan might well become Canada®s second largest customer,
Canada should not enter into any specific preferential trading area alone.
Canada is essentially a North Atlantic trading nation, aﬁd for Canada to
enter a specific trading area without the United States would be unthink-
 able. |

IKcC a,nad,é were to make an arrang-;em-ent with the United States,
with or without Western}_EurOpe, it might not hﬁrt Canada, if, as a re-
sult, its share in the..enlarged market fell, This would probably be
| -compensated by an increase in the size.of the market, and the total trade
would .59_ larger. Canada, together: with theh Uﬁifed-States? should in-
clude in their trade policies Latin America, the Pacific, and Africa.
Canada should support commedity agreements to str-engﬁth@enfofeign
dids to trade. It is in _i:hginterest of both Canada and the United States
to give consideratior to. the- née‘d.‘of the developing countries. As these
,couni;,rive's develop they become better customers and better exporters,

thus increasing the economic and trading activity of the whole world.



CHAPTER §
CANADA, BRITAIN, AND EUROPE
It is important a;s‘pa.rt of the general economic picture ‘t‘o-c‘on-
-sider the p@,sitioﬁ,of Canadian trade vis-a-vis Great Britain..ahd Euro_peou '
In July 1961, when the: United. Ki_nﬁgdom announced ’itr_s" intention to nego- |
-.tiate.for admission to the European ,Economié Community, the Cénadiﬁ;n_
GOVérnment was disturbed. 'T,he:E‘uropean.,Community recfeiﬁes 8 per-
cent of C;anada's exporfs, while the. Unitétd Kin‘gdorﬁ reffc.eiy.és about 15
percent. - Internally, the economic union of the Six:c.oluntr‘i'e’s in Europe
is Wé‘rking effectively. They have now _r-éduced their internal tariffs
(between member countriés}) to 60 percent of fhe‘.I'evéi which :exi,éfted iﬁ ‘
1957, and they hope to have tariffs between members :e'ntiffely -dis- |
m?a;;ntled'by'}l%ﬁa The. cOmm’unity_' enjoysf a fr’aefe ~exéhange of labor and
capital.betWeenfthe members. .Britain.previously had its reasons, as-a
:m;ember'of ‘c’hememdnwea;lth ‘and because. of the spe.cia'l b’risesﬁge it |
: E‘njoy.é in the United States, to stay out of the;,_Eu‘r;opean._Communitye
There Waer;e’s_ix other c_:'o,untri:es th@t had .variious rrea,s‘bns for'-staying <
~out. These Séven c:ountri:e:s, formed the European Free Tr ade.Associa-
tion. (1)
In. i%g the United Kingdom notéd that its rate{ of fe,c.:o_nomic

growth was dropping and that it was experiencing a deficit in its balance
' 72
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of payments and a loss of exports. . At the same time it noted the dy- -
namism in the E:ur'op'@e‘an‘E.conomic Community, The British Govern-
ment indicated én intention of gaining admission to the'.éommunitye .
’ VThe,ofher‘vmembe‘rs of the- Eﬁr‘@peah Free ‘Trade As_s‘oc.ia“c’ion have in-
;dicatéd d.désir'e.‘-to enter the Economic Community or to have some |
type of association with it. The organization of the whole of western
Europe into a 260, 000, 000 people unrestricted trading area is a pos—
sibili’tfy in the minds of some. | |

In 1961, Canada exported to %nre’stern Europe gobds to the value
of 1-1/2 billion_; dollars and impor‘ted from western Europe goods to the

@ o
value of about 1 billion dollars, The final effect of the European Com-

munity on Canadian trade after weighing the advantages and disadvan- _
tages is not yef clear. Undoubtedly some exports will be unable to com-
pete and will »deéline@ . The increased pr‘osp'erity and higher incomes in
Europ-e will mean incre-a;sed imports and increased export of Canadian
goods. Canada will also expériehce 'm_@r‘e;.s.'e'vere, 'co_mp*etition:at home
and abroad from.the revitalized Europe. Canadianxfeixparts.intheipast
have been mainly to the low-tariff countries of western E_urope, such
as West Germany, the Netherlands, ah__d Beigium@ Now that the ex-
fer',nal tariff of the‘ European Community i}s"be'ir-lg ,avera‘ged by its mem-
| bers, it means that the low tariffs that prevailéd.in some countries will
be increased. There are still negotiations going on in respect to agri-

‘cultural commodities, and a final policy has not been set. If Great g
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Britain joins the common market, it will result in dislocations and ad-
justments for Canada. About 40 ‘i)erc.ent of Canada's exports to Europe
g0 to Great Br'itétin under a British preferential tariff arrangement. (3)
The rate is lower for Canada-.tﬁan Britain's most favered nations rate.
Automobiles ?en‘tfe_,;r._ing‘,.Great Britain under the most favored nations rate
of tariff a:rér subject to a duty of 30 percent; whereas the preferential
‘rate available to Canadian automobiles is 20 percent. If the Unite'd
Kingdom ‘were 'aimer‘nfber.of the European Commgﬁity, Frémrh,_ Gaermé,n,
and Italian autoinobiles would enter the British market duty free, and
the tariff against Canadian cars (with f_the,Commonwéalth Preference
énded)i would be 29 percent. The effect on Canadian exports is obvious.
Canadians would have a tariff disadvantage of 29 percent instead of a
tariff ‘advan£age of 10 percent which they now enjoy. (4)

.Britain has.a low tariff against some and no tariff against
most agricultural products. . Its pelicy is to subsidize the home farmer,
On fhe other hand the European centinental countries have. high tariffs
and import restrictions on agricultural products to proetect their farmers.
The European Community éxpects to be about 97 percent self-sufficient
in wheat. This means that Canada can hope for no significant markei
there for.its wheat. To some extent Canadian wheat sales will be
maintained because of the special qualities of the hard prairie grain

‘and because some Canadian wheat is more suitablée for macaroni. -

i
:
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Canadian exports of iren.ore, copper, aluminum, ura.mum,
and asbestos will probably not be affected by the common market?, since

.t_he'»,,European.Commumty’ hag no tariff against most of these articles.

. 8pecial negotiations are going on within the community in r:,ej%
spect to lead and zine, since Italy énd, France produce these metals.

In the past Canada bas exported to England, aﬁnually, Iead to the value
of about $8 million and zinc to the value of $20 million, Canada is pat-
urally very intérested in arrangements Englandz .m‘ijght make with the
European Community in respect to these products. -

| Canada has exported to Europe, annually, aluminum to the
value of about $50 million. Most of this export went to Germany. France
and Italy ha;x}e' domestic aluminum industrie's€5)'Ther'e. will undoubtedly
be- higher tariffs against Canada than against France and j'Italy,Z and C'aﬁj-
ada may ‘expect difficulty in this fifeid@ Canada. may be helped by the
fact that the demand for aluminum in Europe will increase beyond the
capacity of domestic producers. Canada. has beeﬁ,exporting aluminum
to the value of about $80 niillion a yearto thé.United Kingdom. This
export will be Subj-e‘ct to the same probl,éms as the.export to. Germany
if theJUnite'd‘ Kiﬁgdbm ‘were to join the Eurépéa:n,,(f ommunity.

Canada's sales of woodpulp and,. newsprint to western Europe

‘went mainly to the United Kingdom., There' is no tariff against these

.commodities ehtering Britain, The European. Commumty has a 7 per-

cent tariff agams‘t woodpulp and newsprint. - It also has some domestic
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production. Canada’s exports of these commodities are likely to be
-affected in thé.short run, but in-the Iong run the demand will increase..
By 1970, «a,,shoﬁage-in Europé will mean ir.i‘cr-eais'ed imperts fro-m:‘ Can-
ada. The export from Canada of paper products other than newsprint
is expected to suffer. The European Community has an external tariff |
of 15 percent to 20 percent against these products. Also, if Norway and
Sweden were.to conclude some arrangement for éssocia‘tion with the
European Community, Cénada would have additional and difficult com-
petition. |

. Canada now exports to the. United.Kingdom other manufactured
products to the value of about $200 million per annum, This: -exporf (6)
"ftr:'azde would suffer seriously, especially in the short run, if the United
Kingdom were to join the commun-itsr; In summary, ene can assume
g with,aireasbnableamount of agsurance that the economic integration of
western E'urope-.‘_wi‘ll.affe‘ct a high proportion of Canada's shipménts to
the area, which at this time are approximately 25 percent of the total
.Canadian expox_?‘_iis@ The mest serious dislocations are expectéd in the
case of agricultural products, .alﬁminum, lead, zinc, newsprint, ‘We'od.;
pulp, lumber, énd most manufactured ,g,bods@ |

There is a more favorable ;side: to the-coin, The United Kingdom
at the. mo_menf e€njoys a pr'»efere,ne-eé in the. C:anadian market. . Automebiles
from England for example enter- Canada duty free, Whilé automobiles

- from other countries pay a duty of 17-1/2 percent. Canada might use
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this preference, which would no longer be in effect if the United Kingdom
were to join the European Community, as a basis for negotiation with
the community, ’Canada‘; might obtain jsomef tariff concession from Wesf;
ern Eurepe in return for granting the comimunity some pre,f-e’reh;ce for
European automobiles entgring’ Canada. The tariff could be set at some
figure bfetween, 0 and 17-1/2 percent. It is also likely that if there is
some readjustment in trade barriers as a result of the United States
Reciprocal Trade Agreement, Cdnada might derive.some benefit, Also,
the increased demand from Europe, by rv.irtu:e_:,-of the higher national
incomes in the community, may compensate for some of the exports
that Canada fears it will lose.

The percentage of Canada,‘s:. total expor_ts that goes to the United
Kingdom is less, for example, than the percentage of the exports of
Nigeria or New Zealand or Australia or India, yet Canada objected more
vehemently to the application of the United .Kiﬁgdem to enter the Euro-
pean Community than the: others, Some explanation for this may be
found. in the complex political and ;emoi:iénal{situation‘ in.Canada, as well
- as in the economic factors above discussed. Canada fears that with.the
organization of international trade by and between large regional blocs, |
the position of a small country like Canada will be difficult. It also
fears that .the'bonds linking the uncommitted - Commonwealth countries
{that will be outside the blocs) to the west might be eased. Probably

the greatest subcenscious fear in Canada is that the erosion of its
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connection with Britain would push the.country closer info dependerice
on-the United States and would undermine the political independence that
- it values so highly, |
 Canada is constantly-fighting against the natural pull of ‘geog%

raphy from north to south. It is fostering trade with areas outside
North America. . Canada’s emotional desire to divert trade from the
.United.States is not having much success. . Of the total expor’fs that
Canada sends abroad, 60 percent goes to the United States and of its
total imports 70 percent comes from the United States. Most of the
foreign capital that comes into Canada comes from the United States,
_ aﬁd more and more Canadian industry is being controlled by the United
States interests. Ca,.naidafel‘t’ that her link .With-thé'Unitedr.Kingdom was
some c‘ounterbalaﬁc’ef to this one-way pull, and that is Why;Canada,.Was'
so vehement in its opposition when it feared that the United Kingdom
would disappear into a ""United Europe, "

The 1963 Dominion election’ in Canada was fought partly on the
question of relations with the United,;Statés@ . The Conservative Govern- )
- ment seemed to have been at odds with the. United -States. Government,
and the Liberal Party "se'ehl'ed friendly with the United States, The
Liberal Party gained the largest number of seats and formed a govern-
ment, Shortly after the election, however, it became evident that the
new government was still following the policy of steering away from

control by the United States. Legislation has been pas'sed,to penalize
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by higher- withholding taxes foreign controlled corporations.that do not
sell to Canadians a portion. of their equity shares in wholly owned Ca-
nadian corporations. There is considerable opposition to this legisla-
tion, even among Canadians.

The social and cultu'ral as well as economic ties between Can-
ada and the United States are too strong to be easily broken. - Canadians
see the high plane of living of the Americans,and they are not prepared
to pay the price, in lowering their own plane of living, to retain eco-
nomic independence. To accomplish the independence some legislators
have in mind they would have to take away from Canadians many of the
freedoms that they now enjoy. They would have to resort to higher

tariffs, import quotas, foreign exchange controls, travel restrictions,
higher taxes, and many other command r,egulatibns and restricfiéns@
The»,Cana&ian people would not take. to these kihdly, It might well be
‘that under ‘such circumstances.Canada would lose an importaﬁt portion

of its population to the United States.



‘ o CHAPTER 9
CANADIAN-AMERICAN RELATIONS—ECONOMIC
' AND POLITICAL ’

One might think that from the many conferenceé held recently
between representatives. of the Unite:d-states and Caﬁada that the rela;
tionship be'tween thé two countries is deteriorating, Nothing could be

| further from the fact. The additional points of friction are caused by
the closer interdependence of the economies and by théi faét that there
are more points of contact. The frictions are bé-ing talked out and
ironed out in good fa‘i‘th, and the relationship between the two countries
‘,r-e'mains good. The C'olumbia.Riv;er pw:ef development has now beén
reduced to a,writ‘ten agreement. The strife on the Great Lakes is istiil
" being talked over in high places.

- The commencement of relations between Canada and the. United
‘States dates back two centuries. There has been more or less steady
progress. from an initial posi‘tior-r of open .Warfé,r=e to a position of close
friendly relations, The first period, during the Colonial War -and until
after the War of 1812, the ‘unsuccessful invasions of Canada, 'an‘d the
burniﬁg by the British of the White House, Was one of bitter hostility.
Manned fortifications existed along the international boundary until
about 1870. The second period fe'nded- with the -establishment of Canada

80
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as a nation in 1867 and the Treaty of Washington in 1871, which settled
a number of outstanding Anglo-American disputes. Thereafter econom-
ic and social forces began to work in the direction of closer relations.

. In the middle of the 19th centuryr there was reciprocal free trade in a
Vériety‘ .of prédu‘ctsg
| ' The third pefiod was from the 1870%s to the 1930%s, during
which much (ilose‘r and friendlier relations developed. During tha‘t
. period there was a relaxétion of Caﬁada?,s politi—_éal ties with Bri'tain,.
and the possibility of an armed conflict between Canada and the United
. . States disappea,i'ed, The poli‘t_ical r‘elatiéns eased, and in 1927 Canada
set.up a Jegation at Washington. The di'spu;te_é were .,Settled»through
treaties such as the Boundary Waters Treaty in 1909,

The rapid growth and development of both countries kept the. .
tension.away from. external affairs and jasvvoiole:d manifestation of inter-
country ‘s:e‘nsitivityé . Economic forces exert a strong pr'és.'éur-e for
closer economic relations., It is remarké;bl-e, that the economic inter-
dependence did in fact develop.in spite of the absé,nce,of formal frading
agreements (the Cané,daUnited States Trade Agréement was not entered
into until 193 5) and in spite of the protectionist ‘i_:aiiff policies adop,ted by
‘both countries. Notwithstanding these obstacles, ;trade,betwelen the two
countries grew r'apidlsra Trade gr:ew from 50 million dollars in 1870 td
1,25 billion dollars in the 1920%s and to four times that in the 1960%s.

The free movemeént of capital funds rapidly increased United States
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investment in Canada. By 1930, the United States investment in .Cénada'
-was 4. 6 billion dollars, as compared to the British investment of 2.7
billion dollars.
The fourth period began during World War II and is still cur-

rent. . Relations became closer, encouraged by the grand alliance in

. World War II and by Western cooperation during the strains of the cold

.war. . Interests and -concerns that the two countries have in common
outweigh any diversions of interestg .NATO, NORAD, ‘the. Joint Board |
on Defence, and the Joint Cabinet Committee on Defence all lead to a |
Dbetter spirit between the two countries and tb still closer ‘economic ties,
The rate of expansion of transborder trade exceecied the rate of expan-
sion of domestic output in each country.

United Sta‘te!s‘ investment in Canada exceeds 18 billion dollars,
and Canadian investment in the United States exceeds 2.5 billion dollars.
This situation has been brought about as a result of the decisions of a
large number of private individuals rather than by any natienal policies.
When national policies try to interfere.with economic forces. there is
difficulty. This is borne out by the recent difficulty of the. Gordon.budget
in.Canada and the controversy in the United States over the proposed
fqr'eignv securities purchase tax.

There is a marked movement toward closer social and cultural
relations betwe\en .the*cour;trie/s@ Tourism, advertising, improvements

H

in. communications and transportation, the flow of ideas across the
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border, .thé exchange of newspapers, magazines, radio, and television
programs tie the countries together. It is very difficult to recognize
the difference, socially and culturally, between .one country and the
other.

- When one considers the extent of the interdependence it is not
surprising that a great many problems appear. There is a great dif-
fer‘enc‘e.in._the,s:ize of the two economies and a différenc;eiinj the relative
-effects that the policies of one have on the other. . Some of the difficultieé
between the countries arise out of the éomplic‘ati—on of Canadian national-
ism and out of the lack of a é‘lear preception in the-ﬁnited States of 'the
.extent fo ‘which United States actions and policies impinge on. ;Cana'dian
interests.

There is an element of ins-ecurify in Canadian nationalism.

Canada has been in a struggle for autonomy and it is quite sensitive.
Canada is sensitive about its sovereignty, because of the .diffi‘cu‘l'ty be-
tween E:nglish and French communities. ._mdependent nationhood -Wa's
ultimately realized.by Canada by the Sfatutef of Westminster in 1931,
Being a small na‘tibn has increased the psychological and real danger

to thé. mé,intenanc-e_of‘ independence, . Canadians have a subtle fear that
the eéconomic and cultural magnetism of the U:__niteci States may erode the
resolve of Canadians to maintain a separate nation. In the world-today
'thér-e' are international,. political, and economic pres‘.sur?es for greater

interdependence among nations and for reduced trade barriers. Canada
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has not found it easy to adjust to this, Canada has so far been ;a;ble,‘[to
temper its nationalism, and it hasn* often shown itself in overt isola-
tionism or anti-Americanism. However, C'anadiéns are acutely cbn—
scious of ‘theiﬁr dependence on the 'Un'ited States, and their nationalism
is a potent force; resisting closer interdependence.

. .. Whether it is wise or hét,. Canadian sensitivity exists., H is
_ being fostered by political leaders, by newspaper editors, and like
. rei'fligion? it is difficult for Canadians to be rational about 't'hi}s emotion,
A positive and -:constr.u_ctive; Canadian nationalism is a good thing. It is
.dlso important te Am'ericariso The fear is that more économic inter;
dependence will require supranational control and that Canadian in-
d-ependenc,.fe will be lost; This fear is probably exaggerated. The
French, therGre'r'mans, or the Italians are not likely to lose.their. nation-
al identity or culture be‘ca;usg of the European Economic Community.
New. Yoi-k, Texas, Arizona, Utah, and Alabama have not lost their in- !
dividu;a%li’ties in the American union. ‘_V‘Th,e' danger to Canada from eco=
nomic isolationism, retaliatory tariff policies, and continued deficits
is much more real than the danger of los:'ing’na‘tional, identity.

At times the United States shows too little concern over the
possible repercussions of its national poIicies‘ on Canadian interests.
The United States is a world power with important and varied interests
all over the world. It has its problems in the.cold war and problems

with underdeveloped countries. It is not accustomed to thinking of
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Canada as a foreign country, or to thinking im terms of problems with
Canada. Canada is probably the only country in the world Whe~1:e-, the -
Prime Minister of the country, when he has a complaint about the
utterance-s.éf the Secretary of Lapor, picks up the teleph@ne and speaks
directly te the ,.Pr:esi.dent of the United States. Prime Minister Pearson
probably has readier access to the White House than has Governor
Wallace or maybe ~.even‘-.Governor';Rockef'e‘lle'ro Yet when'ihe United
States has a wheat barter program or imposes oil impéri:‘ duotas.or
| Jumber import qﬁotaﬁs,».the>.feconomy of Canada ‘is' in danger.
‘With the increase in points of contact and thé.-_ groWing, awareness
- of each other's 'inter»estgj tﬁe dange’rs of negligent stepping by the United
States bn,Cénadian toes appear to be declining, More intergovernment
committees and fu_néti-ons are being set up all the time. . A new joint
committee on trade was discussed at the friendly m.e'eting between Pres-
ident Johnson and_oPr'ir;de Minister Pearson in Washington in J‘anua'rye-
There is an extraordinary degree of military cooperation between the
twb; countries. |

National policies differ. United States anti-trust laws attempt
 to control Canadian._:compa;nies that are subsidiaries of United States
-corporations. The United States.complains about Canada’s dealing with
.Cuba and China and about Canada selling wheat to Japan too cheaply.

Canada complains .that its ships are picketed in United States ports.
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Any move by either country toward raec_on.omi'c insulation and
‘protection can créate serious problems for the other couﬁtrye Canada
is relatively more. dependent Oﬁ the United States than vice versa. The
actions of the United'Stat'éis affect Canada more than the. actiéns of Ca.n;-
ada affect the United States. New forms of governmental intervention
in either country may cause friction with the other country. . GoVerns
| ment policies by eithér"go-vernment in the fields of subsidy to agricul-
tufe‘, taxaﬁori of foreign .sécurities and investment, expropriations,
and in programs to 'eﬁcour'age. export affect the peOpIe.df the other
country and often adversely. | |

There has been no fundamental deterioration in Canadian-
American r‘e‘lati,ﬁons, notwithstanding all :’t_he-se-—points of friction@ . Ina
rapidly changing world it is important that the two countries do not.
work at cross purposes. It may well be that continued cooperation and
- closer interdependence is necessary for the national surv.ival of -eaéhm
It is importanfthat the atmosphere of respect and ,goodwi»ll be continued
between the two countries and that each country give ‘c=ar~'éfu1 and sym-=
pathetic prior appraisal to any changes in its policy that would affect

the other country before the .changes are made.



| CHAPTER 10
'THE GROWTH AND COMPOSITION OF TRADE
BETWEEN CANADA AND THE UNITED STATES
Since C'Orifede:r;'ati-ony» trade between Canada and the -United
-States has grown eightyfold, whereas trade with other éountries has -
-grown only about 35 times , and world trade, as a whole, has increased
'20Vtimes@ Trade has.:-been effected by the basic conditien of geegraphy.
and climate» in the two countries and by the emergence of the Unifed
States as the world's leading economic power, in terms of volume of
_trade, capital resources, technology, and prloductiveness; . An impor-
tant factor (apart from comparative adﬁantage and comparative cost)
that has determined the type of trade between the two countries is the
desire of Canadians to maintain an ,indetpendént nation. |
. Canada and the United States. together, in the north part of
'North America, are partially isolated by oceans on both sides. They
care fortunate in having an extraordinary variety ,éf regional contrasts
in geology, vegetation, and industrial resource. - The border between
thém cuts across a number of economic regions. The Maritime Prov-.
inces have strdﬁger' econbmic links with New England than they have
with the rest of Canada. .Quebec and Ontario are closer to Vermont,
New York, Ohio; Pennsylvania, and Michigan than they are to many
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parts of Canada., The Prairie Provinces are closer to the.bordering.
.states in the United States than to eastern._Cahadaa British Columbia
has nylore contacts with the Pacific States of the United States than with
- Quebec or the Maritime Provinces, . Much of Canada's area is huge
hinterland, ric/hly endowed with primary resources and with power dam
sites. The settlement in Canada is mainly concentrated within 200 miles
of its southern border. Three-fifths of the population resides in 'ﬂ;e; St.
. Lawrence lowlands and the triangle. of soﬁthern Ontario, which com- |
prises only about 1 percent of the area of the entire country. This
small area contains about 80 percent of Canada’s secondary manufac-
turing,

The.overhead costs and the.cost of vcapvita,l, installations in ,C:ann
ada are very high, This raises the cost structure of. the:economy. The
limited production in Canada makes it more difficult to compete with
foreign producers.- For this reason, Canada's prosperity and,e'cono'mic
growth depend on the export of raw materials and primary "manufa,c:

- tures. |
The United States has great natural advantages blended with
prodﬁctive,labor- and capital resources. Its climate ranges from trop-~
ical to t‘emperate; Its natural resourées are diversified, and theyjaxf'e
easily accessible, It has vast resources of skilled Alab.or énd of capital,
The Americans are known for their venturesomeness and inventiveness

‘and for their technological advance and business: efficiency. The United

4
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StathS' styles and designs set world standards. - The large home market
in the United States enables its producers to take advantage of economies
‘of scale and- specia;liZ'afion'g 'Thié':'-United' States. consumes increasingly
Iarge quantities of resources, and Canada is well placed to provide a
growing volume of many of these r‘e'seurce‘so This has given Canadians
incomevan'd has created a consumer demand in Canada similar to the
demand (with similar preferences) that exists in the United States.. Con-
sequently, by virtue. of large United States capital investments in Can- |
ada, many articles are manufactured in‘.jC»anada similar to fthose‘. manu-
factured in the Unite_d ;Stétes.,

The Canadians in their desire to maintain C’anada.és an inde'=
pendent and viable nation hayve had to defy the forces of geogfaphy and
economics. The pational policy of C'anéda involved the development of
transcontinental transportation, [suéhas.railmadsz _pipelines, ‘and air=
liﬁes., It encouf'é.ge'dfthe.. St. Lawrence Seaway and independent broad-
cas‘,tin_’g service, _and’it’_ involved especially a rta‘riff on imports. This
tariff fosters secondary ‘manufacturing in Canada. The tariff grants
pr‘eflerential_tr’eatm:e'nt to commeodities comiﬁg from Commonwealth
counfries. 'Thé special arrangement with.Commonwealth countries has |
tended to curb the integration of the. economies of Canada and the United
States,

-Canada has placed re_is:tricftion's’. on imports from the United

States. . Although the two economies are complementary i some sectors,
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they are competitive in others. . A century ago, Canada's foreign trade
was primarily ‘with Great Britain. The ratio of trade with Great Britain
has gradually declined, and in 1962 it was less than on_en:eighth-_of Can-
ada's foreign trade. At the same time, the ratio of trade between Can-
ada and the United States has been increasing until in 1962 it was about
two-thirds of | Canada’s foreign trade. Dﬁr-ing this period, the United
States trade with countries other than Canada has decreased in ratio,
anid‘.itsi trade with Canada hag increased. Canada and th&Uni%édl States
are each other's largest trading partﬁ'?erse |

During and after both World Wars, Canada and the United
-States have had to supply Europe and the rest of the world with raw ma-
_ter'ials and manufactured goods for reconstruction. The.cold war and
the. ‘emer'geﬁce of Rﬁ'ssia as a military and economic power have inade
it much more important that Cana«c:la:and the .vUnited,S.‘ta.tes..vwork together.
Both countries are now relatively more dependent on trade across.the
-international boundary. : | |

- While the United States economy has. tended to become more
and more self-sufficient and while. its..for’eigﬂ trade has not exceeded 5
pereent of its gross national pronCt. in recent years, Canada’s foreign
_trade both ways has reached nearly 30 percent of its gross national
product.  The prosperity of Canada's economy depends on the fortunes.
of its export yearly trade to a far greater degree than does the pros-

perity of the United States., Since the greater portion. of its export trade
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consists of the export of raw materials to the United States, Canada's
.prosperity is :pe.culiarly-dependént on commercial policy in_the United
' States. . Most of Canada's imports.come. from the United States, and
most of Canada’s exports go to the United -States, Approximately 20
percent of United -States exports is sent to Canada, . Cahada"s per capita
export and import trade with the United States is more than 10 times
larger than the United State_sf per capita export and import trade with
.Canada, This is an _indicaf%éﬁ; of the relative importance.of this trade
té-each country. The pi'ice'sl_:d:fv,'co’mmodities, exported by Canada have
risen by a greater percentage than haire the px-'ic‘es of commodities im- -
ported by Canada, and, as a result, Canada enjoys favorable terms of
~ trade, |

~ Canada has had a deficit in its balance of payments with the
United States in éex}ery year since 1900, except in 1945 (1) The absolute
size of the deficif has increased in recent years, but the percentage of |
the deficit in relation to the GNP has decreased. The deficit is not only
on merchandise account but on invisible imports and services, such as
interest, dividen&s, travel expenditures, freight, and ,shippinga Canada
has financed this deficit by capifal imports (mainly from the United
S{ates) and by its surplus on current earnings from tfadin*gwith.other Se
Much of the surplus is. earned from trade betwe'en.Cana;da,.and the
United Kingdom. The United States has replaced the United Kingdom

not only as.Canada’s major foréign suppher of goods, but also as



\ | - 92
Canada’s main source of foreign capital. Cétnada?s 'anmial deficit in its
balance of payments. with.the United States is approximately $1 billion.
| Thirty 'ﬁerC‘,e'nt of Canada’s imports f‘r‘oﬁ the United States are con--
sumer goods ard 70 percent are investment goods, industrial materials,
fuels, .and lubricants, Seyenty-five percent of Canadian exports to the
United States consist of forest products, metals, -and. minerals; 10 per-
cent of farm and fish producﬁs s and moSt_ of the remaining 15 percent
, cehS'ist‘s of manufactured goods, .including chemicals and fertilizers.
In recent years.vCana;dian_ﬁnports of iﬁvestmtent and consumer goods
- have-increased, while imports of fuels, lubricants, and industrial ma-
terials have decrvgased@ On the ekport side the relative importance of
metals and minerals has i‘ncre'a;sed@ |
Table 7 shows the significant figures of trade of Canada.with

. the United States. |

The negative tendency is still continuing, notwithstanding real
efforts by the Canadian Government to avoid unfavorable Ic,)..étl‘anc‘;feso . Dur>
ing the first 7 months of 1963,. Canada's deficit from trade with the
United States was 341, 4 million dollar s

| Canada's. exports to the. United States consist mainly of in-

dustrial ;materx‘ials, forest products, metals and_minerals; fish products,
- and products of the farm. Her imports 'fror.n‘the_‘ United States are more
diversified. .)They .afe predominantly iron and other metal products, in-

cluding machinery, nonmetallic minerals, coal, and petroleum products.
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TABLE 7
SIGNIFICANT FIGURES OF TRADE OF CANADA WITH
-THE UNITED STATES

(Source: Dominion Bureau of Statlstlcs—-Summary of Foreign. Trades
October 1963)

1956 1957 1958 1959 1960 1961 - 1962
(Millions of dollars) -

Domestic . .
Exports 2,803.1 2,846.6 2,801.1 3,083.2 .2,' 932.2 3,107.2.3,608,4

Re- ]
Exports 60.5 - 74,2 87.7 98,8 104.2 107.3 136.2

Imports 4,031.4 3,887.4 3,460,1 3,709.1 3,686.6 3,864.0 4,299.5

Trade : ‘
Balance -1, 1678 -966.6 -564.4 -527.2 -650,2 -649,4 -554.9

Since World War II, the val’lu'eﬂ of machinery and equipment imported by
Canada from the United States has been .‘équa'l. to ‘about one-half of the
total gross private inv‘éstment in Imachinery, and ~eqﬁipmfen:t in Canada.
The value of consumer goods imported from the ﬁnited‘ States has
‘equaled about 10 percent of the total Canadian consumption of consumer
goods. Over three-quarters of Canada’s imports of iron and steel prod-
ucts comes from the United States. |

Canada’s largeést category of e’xpofts to the United States con-
sists of wood, wood products, and papéra 'The value of fthéSe exports in
the last year was apout 1-1/4 billion dollars. The individual export

from Canada that has the highest money value is newsprint. It accounts
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for about one-fifth of the income from all Canadian exports., Three-
quarters of thé-n_ewsﬁrint supply of_t'h‘e' United States is imporf'ted from
Canada, Four-fifths of the United States imports of Woodpuiﬁ)' comes
from Canada. The second most important category of Canadian exports
to the Uﬁited\sta,te»s consists of primary and semifinished nonferrous
metals. 'Theycompriéeabout 20 percernt in dollar value .of Canad.a@st
exports. About 6ne='quartér of .thié. Ca‘éegO‘fy is :ma;d'é up of--exporfs of
primary nickel, - Canada also exports substantial quantities of copper,
aluminum, and uranium. . In this same category, Canadé. imports. about
8 percent of its r:equiif‘em.ents from thé: United States. . Canada’s imports
. consist mainly of I-eIectric;aI and*eiiectr-onic equipm'eﬁt arivd finished man-
ufactures of brass, .' alumiﬁum, tin, copper; and IIiCkE?ie

In agricultural products; ,,‘?Ehe imports and -expor'fs_betwéten, the
two countries about }ba];;a?,nces although they consﬁist of different products
in each case. |

. The major Canadian ,iports from the United.States consisf of
iron and iron products; agricultural, vegetable, and animal products;
nonmetallic minerals; fibers and textiles; and chemicals and fertilizers.
The iron products consist of automobiles, trucks and parts, rolling mill
products and tubes, farm implements, tra‘ctoré, engines, cooking-and
heating apparatus, tools, and scrap steel. The nonmetallic minerals
include coal and petroleum products, glass, and stone and clay. Trans-

border. trade in the mest important items in the year 1957, a typical
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tradin'g year, is shown in the following tables (see tables 8, 9, '10,_ and
11).

The considerable degree of natural complementarity between
the two e:conorrﬁe's ccan be seen from the tables, Canada, to a large ex-
tent, has been exchanging raw and semifinished products derived frém
her forests, mineég and farms for capital goods, fuels, industrial ma-
terials, and farm pr’oducj;s;(ﬁlainly of sémitrppical variety). ' An im- -
portant relatioﬁship; exists between the commercial policies of these
two countries. and the composition of trade between them. 'B-eca'us’eﬁ of
Canada’s heavy dependence on exports to the United States, trade re-
strictions imposed by the United States in the past, _.ev.én.whenv they were
only of marginal importance to the United States, have been an{iinpor—-‘
fant’factor‘ in. Canada's trades . The structure of Canada's industrial .
_production has become less. economically efficient than it Wﬁuld—have»
_been in the absence of a tariff between the two countries, Further .
processing in Canada of .»cens'iderablél number of resources that, at
present, are sent abroad in a primary or semirefined form would be
.e‘é'énomiC'ally feasible if the import of the more processed products
were not diseriminated against by U»ni,tedeta‘teS, tariffs, The structure
of the Canadian production has been distorted in the opposite direction
by a similar bias in Canadian tariffs, .

Several years ago, Walt’er; Gordon, the pfes‘ent Finance Min-

ister of Canada, headed a.Royal Commission on Canada's economic
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‘ TABLE 8 .
CANADIA.N EXPORTS OF INDUSTRIAL MATERJIALS
TO THE UNITED STATES

~ MilTions of — Pércéntagebf
7 ‘ | Dolla‘r's. . ' TOtal Exports
Forest Products : 1,168 40
Metéls and Minerals . 820 , - 28
Chemicals and Fertilizers . 111 - 4
Other Industrial Materials 61 2
TOTAL 2,160 | . 73
TABLE 9

CANADIAN IMPORTS OF INDUSTRIAL MATERIALS
FROM THE UNITED STATES.

Willions of Percentage of

Dellars _ Total Imports
Téx‘fti’le, Leather, Fur- -
Materials 199 5
M&etall Materials 1331 8
Chemical Materials | - 230 6

Other Industrial Materials . __ 266 T

TOTAL 1,095 26

Source: Reuber, 1960, p. 56,
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- TABLE 10
CANADIAN IMPORTS OF INVESTMENT GOODS
FROM THE UNITED STATES

- Millions of Percentage of
| Dollars . Total Imports
Machinery and Parts 877 | | 22
E.Iectfiéal Machinery 197 | 5
Aircraft, Other Trans- - o
portation 209 5
‘Construction Materials and :
Structural Steel - . 278 : 7
 TOTAL 1; 560 39
TABLE 11

.CANADIAN EXPORTS OF INVESTMENT GOODS
TO THE UNITED STATES

Millions of Percentage of

Dollars . Total Exports
Machinery and Parts 131 4
.Electrical Machinery 13 -
Aircraft and Other Trans-
portation Equipment and
Parts. 33 1
TOTAL 176 : 6

Source: Reuber, 1960, p. TI.
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prospects. The report of that commiSs‘ion‘projecte‘d.what might happen
to trade.between Canada and the United States by 1980. Canadiam ex-
ports to the United States are expected to grow faster than Canadian 1m—
ports from the United States. The proj ect_io.n .indicate‘d that tr.ansbérder
‘trade in both directions will grow less rapidly than domestic output in
Canada, Canada's trade deﬁ-cit.is" expected to grow less rapidly than
its- volume of —{ransborder trdde,, -This_,indi?ca“tes a differrence:. in trend
fr'Qm-':the;pasto Over the past 60 years, transborder trade ﬁas grown
mof'ef fapidly than domestic output, and Canadian imports from the (2)
U‘nite’d.-S_‘tates have increased more rapidly than exports to that country.
It is expected that transborder trade will make up a larger

share of total Canadian trade than at present. The report indicates that
by  1980, almost 70 percent of Canadian ,eXp_orts may be sold in the United
States, and over three-quarters of Canadian imports may be purchased
in the ﬁnifed States. Canada seems likely to be drawn into an even
closer bilatje'ral trading relationship. The largest Cangdian export
items to the ,ﬁnited“S‘tateS‘ in,1980. are likely to be petroleum and ﬁetro=-
lieum products and newsprint. The Qt’her‘ more important exports are
likely to be aluminum and aluminum products, woodpulp, iumberg and
miscellaneous nonmetallic products. The largest relative increases
are expected td occur in the export of metals and mineral products,
while the relative importance. of forest products, .agricu‘lturai products,

nickel, and sundry manufactures is expected to shrink.
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The pattern of Canadian imi)orts from the United States is likely
. to change less than that of ‘.expor‘tso The leading imports are expected
_to be. machin-ery' and equipment, clothing and .horﬁee furnishings, miscel--
laneous consumer goods. and.food. These forecasts of course might be
changed. They are based on the view that there will be. continued in-
ternational tension but no major war. They are also based on present
knowledge of teéh‘nology and discovery. Any major-discovery of addi-
tional resources in overseas countries or in either Canada; or "the‘United
States might make a difference.
- In other ‘tr’ade‘,bei:Ween the two countries, Canada imports elec-
trical machinery to the annual value.of about $200 million. It exports
in this field to the United States goods to the value of $13 million.
Canada imports transportation equipment excluding automobiles that has
a value of about $209 million per yea]c*;ﬂ and it exports in this field to the
.United States, 'mainly»truéks, parts, and aircraft parts, which have a .
value of apout 33 million dollars per year. . Canada imports construc-
tion materials, structural steel, and pipe from the United States. .
Many of these items are similar to items produced in Canada, but, be-
cause of cost of transportation, it is cheaper to import them to certain
parts.of Canada from mills in the Unitéd States. This is true also in
the case of 'c»ement and stone, which are imported from the United
States rather than from more distant parts in Canada. Canada imports

special woods not indigenous te Canada, and it imports window glé.s._s,
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meta_l pipes, nails, screws, hardware, and building fixtures. In.these
products.the cost of tf‘anSpor‘tafibn'is a more important element in de-.
‘te'r'mining whether they will be imported or not than the tariff.

One-quarter of all Canadian impo'rts from the United States,

‘and.in some years a‘é much as 30 percent, consists of con'sum;erz-’'goodse
_ About 40 pefcent of all consumer goods imported consists of passenger
automobiles and parts ,(mainl'y parts) imported from the United States.
Cana;da.impc)rtsfrom the United States, household durables and semi-
durables—such as refrigerators, -stoves, washing machines, vacuum
cleaners, clocks, radios, jewelry, furniture, and glassware. If also
imports clothing and household textiles, including blankets, linens,

:curtaiHSg,- Carp‘etS,‘ and 1uggagea 2



‘CHAPTER 11
CANADA'S TARIFF

A, Its effect on population and immigration.

The argument for a tatr:iff is that the tariff Cre_ates job oppor%
tunities and greater employment; that it encourages immigratioﬁ and
-disc:durage's emigra‘tion" and helps population growth, The argument
continues that, since secondary manufacturing industries that are
helped by the tariff a;.;r:;e:.moi-e‘ labor-intensive, .'i’:he.:i':ariﬁ helps ;1abora
This is not nécessarily so. The tariff causes labor and ca.pifa,l*ito be
diverted to industries which employ more labor and away from .?tc‘cir‘v«=
:;;ti'eS' which employ less labor in .'reriation‘to_inputs of other resources.
The"resul*t mayAbe that even if, because of the tariff, there is én in=
crease: in the total pbpula:tion, ,’fhe national real income per head might
be reduced. If both the Canadian and American tariffs were canceled,
income to Canadian labar“-would be higher. = The United States’ tariff,
by imposing high rates oﬁ.fma,"nu'fac"tur ed commodities, for ceS the Ca-
nadian economy }into agricultural and extractive raw material industries,
activities which are less. 1'abor~int;ehs'ive@ Th'e,Canédian tariff tries to

adjust this distortion by putting on its own tariff restrictions to encourage
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manufacturing industries. The net result is a lowering of Canadian per
capita income, -

In Canada l'aﬁ& is the apundant ‘fac’tor of production and labor

the scarce factor. It is argued that a tariff which reduces the import of
of labO'r-iﬁtené-ive commodities v./t.ﬂl lead .'to a redistribution of income

_ iﬂ.fé.VOr,. of the scarce factor labor. It is conceivable -t’hé.t while the
tariff will lqwer.total income, that laber's share of th;ef_incomze- might
increase, giving labor moi-fe,r'e'al income, . In Canada, Whi_ie it is aivtguéd
by seme that the burden of the decrease in income has fallen upon the
.@vmersr of iand»a_nd national resources, it is likely that it is being borne
also by a lower return to labor. I 'one'de’sire"s to transfer income to;.
laborg it is cheaper. to do it by-te'xxes;or sﬁb,éidies rather than by trade
restrictions. It is being done by a tariff becﬁa;use».a.taxy'iff ‘is.‘lle'ss_‘ap'- :
parent to-the consumer and can be. céll‘e30té’d—le'S'spainfully;,} The employm_»
ment and immig-ratioﬁ argument is ..count-fer'e.dfbyéthe logieal argument
that in an ?e'conomy ‘so flexibleé that it was able to quickly abserb the -
armed forces and to reallocate its resources, appropriate stéps through™
.monetary'aﬁd fiscal policy could maintain employment. Counter’ ar'g-u'-\
ment continues that ,fthezilo_wer' income- resﬁlting from the, tar:iff: discour- .
ages ‘poptrla:tion growth

. It appears-that the tariff is not a.very important factor. in 1m=- 3
migra’tioho To inerease immigratiqn, a-country Shouldameﬁd immi'grfa,;

tion policy. It can hardly be done by tariff policy. . In any event, with
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its tariff policy, Can_ada;has» not received, since Confederation, in im-
rnigration, more settlers than it has Iost by emigration to the. United
States.-

B. The e-ffe'ct.of: the;tariff on market structure.

How does. it affect the level of Canadian income‘i? The -pr‘oduc-z--
tivity of workers in Canada is about 40 percent less than the rpr'odnc-a
tivity in the Unlted States, although the same te"chnology. ls ayailable to
both countriesg ~Canada's dometstle market does not permit‘ "sp’e'ciali;za-
tion. United States producers can build ,plants' of the most ~eificient size.
Because of this lower output per Worker, Canada cannot c‘ompete‘ m |
_ fore1gn markets agamst the. Unlted Stateso Foreign. markets also have
.tarﬁfs, and there is-a tendency for Canada to place too much blame on
the foreign tarlffs for Canada's lack:of eff.lclency@ In Canada notw1th~
standing the small‘ size .of the domestie. market, the tariffs pe-rmit sev-
eral small producerss though inefficient, to continue producmg identical
goods., How is this caused by the tarlff? ‘It is because a new entrant
mto the busmess in Canada has the opt1on When he enters of construct-

ing a plant of the size that produces W1th maximum efﬁmency or-a
smaller and less efficient plant, . With a maximum efficiency plant he
would have to compete With: existing firms and put some of them .out of
business. | On the other hand, a’s‘ is often .the case,in,'o,lil.g.gzo}poly_}E a smaller

and more inefficient plant might avoid fighting with competitors. By



104
actual or taeit collusion, the competitors might maintain the prices at
-higher than an efficient level. So the new entrant is helped by the tariff
to create and maintain an inefficient operation. . ¥ it were not for the
tariff, the old and the new industries would have to compete with ef-

ficient foreign producers, and they would have to lower their prices.

9 The.tariff._and United States subsidiaries.

Canada is sufferihg from the mistakes of the American parent
firms and from Ottawa's traditional tariff policies, These have at-
tracted inefficient subsidiary plants to.Canada., I these industries do
not operate to the best advantage of Canada, it is (I) because~. tﬁe:Ca@
nadian tariff protects inef.fic,ienéy,r aﬁd.(z) because the Canadian Govern-
ment has never defined .the.ci.iter.ia.of, Canada's public interests; it has
never. set precise objectives. |

The tariff automatically -establishes a ceiling to. Canada's
growth. The weakness. in the Canadian economy has been revealed since
1957, . Canadian subs‘idiaries have been established with a.limited hori-
zon, either for prestige reasons of the pérentg or for the-Canadian mar-
két,_ of for the British .preference:markeﬂ ,Canadian subsidiaries are
not free to coxiquer world markets in competition with their parents.

‘To continue this protection will not help Canada. Cahada should
change this structure of protection. Foreign ,subsidiér'i'es‘should be

forced to e'i;pand into world markets without. considering thexpa_,ren‘t or
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to disappear through competition. This would be the case if there were
no tariff. Canada’s basic trouble is not, as many say, Canada's rising \
imports or high inflow of capital. These are only symptoms of the
deep-rooted failure of Canadian economic policy. . Canada's main prob-

lem seems to be to find the proper investments for capital that will .en-;

courage trade in world markets.

D. Other aspects of tariff protection.

Canada has two conflicting desires. . One is te reproduce in
Canada .the manufacturing industry of the United States, and the other is
to benefit from as high a level of international trade és possible, The
first one.requires a high tariff the ISecond one a low or no fariffa Can- -
ada. has profited a great deal from the export of its primary products.
Its continuous desire to do more in secondary manufacturing is as much
political as it is economic. The urge for manufacturing is because in
the public mind manufacturing, growth, -‘wealth, and power are associ-
ated, and because.Canadians feel that manufacturing industry would
somehow protect them from foreign domination.
Countries have the choice of isolating themselves, being their
“own masters, and refusing the cemplications that comé with foreign
capitaL If they do this, they remain.ata .ylowlevel of income and con~
sumption like'Brazil and the Argentine. . Countries have the alternate

choice.of encour:aging the import of foreign capital, with the
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complications, including some loss. of -conti-ol, that may result, and of
increasing thereby their real wages and the plane of living of their cit—-
izens.ay Canada, in the past, has always rejected isolation. Canada has
.tried to influence the policies of others, including its attempt to keep
. the United Kingdom out of the-European_Cbmmunity. While it was pre-
occupied with Englahd,» Canada missed -an opportunity to influence
Washington to include Canadian trade in the. .80 percent requirement of
the Trade Expansion Act of 1962, Canéda.can expect to exercise in-
fluence and power elsewhere only if it meets its own problems succes-s;-
fully and maximizes its own income. To do this, Canada must enter
into specialization in production for foreign trade. This can be done
only if Canada has a lower tariff.
. The removal of the Canadian tariff would require the reorgan%
ization of production and the elimination of some wasteful forms of com-
petition. . It would compel specialization. Tariff protection makes. over--r
crowding of Canadian industries possible. . It permits the existence of
‘many high-cost plants by protecting them from lower cost imports, Vin-a
stead.of forcing them to build plants of optimum size for efficiency.

The tariff encourages high prices and permits all the rival producers

to remain,  The removal of the tariff would result in lower prices.

. Without protection,: the economic decisions that would be made in Can- '
ada would have to be more efficient, . Tariff removal would cause dis-

location that would require temporary adjustments. . The cost of the



107
adjustment could be borne by the whole community through. Government
programs of compensation and relocation assistance.

. Canada might even benefit from the removal or reduction of
some of its tariff barriers, unilaterally, even if other countries. did-ﬁot
reciprocate. Naturaily, it would be better-for Canada if other countries
-did reciprocate.

. Without tariffs, Canada could exploit her comparative advant;
age.in the manufacture of labor;intensive goods, based on the fact that
the level of wage rates in.Canada is lower than that in the United States
and based on-the proximity of many Canadian industries to the source
of raw materials. If Canada and the United States, in their multilateral
trade negotiations under GATT, cannot work out satisfactory trading
arrangements (and their negotiations are fraught with many diiﬁcﬁl‘ti'es.)s
they should enter into a free trade arrangement between themselves. and
follow it ui) in the interests of both countries by a customs union and fhe

integration of the North American economy.



